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August 23, 2004

Dear Stockholder:

You are cordially invited to attend a special meeting of stockholders of Aether Systems, Inc., to be held on September 15, 2004, at the
Renaissance Harborplace Hotel, 202 East Pratt Street, Baltimore, MD 21202 at 10:00 a.m. At this meeting, we will seek stockholder approval of
the sale of the assets of our Transportation segment.

On July 20, 2004, we entered into an asset purchase agreement to sell to Slingshot Acquisition Corporation the assets of our Transportation
segment. Our Transportation segment provides mobile and wireless solutions to the fleet management and transportation markets. The asset
purchase agreement provides that Slingshot will assume certain of our liabilities relating to our Transportation segment. The aggregate purchase
price for these assets is $25 million in cash, subject to a post-closing net working capital adjustment. Slingshot is a company that was formed to
acquire our Transportation segment by Platinum Equity Capital Partners, L.P., which together with affiliated private equity funds is a
$700 million private equity fund. Platinum Equity Capital Partners, L.P. has agreed to provide up to 100% of the funds that Slingshot will
require to complete the purchase of our Transportation segment.

Before deciding how to vote, you should review in detail the attached proxy statement for a more detailed explanation of the proposal to
approve the sale of our Transportation agreement, a description of the asset purchase agreement, the background of the decision to enter into the
asset purchase agreement, the reasons that our board of directors has decided to recommend that you approve the asset sale and a discussion of
risk factors relating to the proposed asset sale, which appears in the section entitled �Risk Factors.�

Our board of directors has unanimously approved the proposed sale of assets described in the proxy statement and is
recommending that stockholders also approve it.

Whether or not you plan to attend the special meeting, please complete, sign and date the accompanying proxy card and return it in the
enclosed prepaid envelope. Failure to return a properly executed proxy card or to vote at the special meeting will have the same effect as a vote
�AGAINST� the adoption of the asset purchase agreement and the approval of the sale of our Transportation segment. If you attend the special
meeting, you may revoke your proxy and vote in person if you wish, even if you have previously returned your proxy card. Your prompt
cooperation will be greatly appreciated.

Sincerely,

David S. Oros
Chairman of the Board
and Chief Executive Officer

Your Vote is Important

Please execute and return the enclosed Proxy promptly,
whether or not you plan to attend the special meeting of stockholders.
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AETHER SYSTEMS, INC.

11500 CRONRIDGE DRIVE, SUITE 110
OWINGS MILLS, MARYLAND 21117

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS
TO BE HELD ON SEPTEMBER 15, 2004

DATE: September 15, 2004
TIME: 10:00 a.m. local time
PLACE: Renaissance Harborplace Hotel

202 East Pratt Street,
Baltimore, MD 21202

YOUR VOTE IS IMPORTANT TO US

Dear Stockholder:

Notice is hereby given that Aether Systems, Inc. will hold a Special Meeting of Stockholders on September 15, 2004 at the Renaissance
Harborplace Hotel, 202 East Pratt Street, Baltimore, MD 21202, at 10:00 a.m., local time. At the Special Meeting, we will ask you to:

1. To approve the sale of the assets of our Transportation segment to Slingshot Acquisition Corporation under the terms of the asset
purchase agreement attached as Appendix A to the proxy statement; and

2. To transact such other business as may properly come before the meeting.
Your board of directors has unanimously approved and recommends that you vote �FOR� the proposed sale of assets, which is described
in the attached proxy statement.

Only holders of record of common stock as of the close of business on August 4, 2004 will be entitled to notice of and to vote at the Special
Meeting or any adjournment thereof. This notice and proxy are first being mailed to stockholders on or about August 25, 2004.

Stockholders are urged to carefully review the information contained in the enclosed proxy statement prior to deciding how to vote their
shares at the Special Meeting.

Because of the significance of the sale of our Transportation segment, your participation in the Special Meeting, in person or by proxy, is
especially important. Whether or not you plan to attend the Special Meeting, please complete, sign, date and return the enclosed proxy
card promptly.

If you attend the Special Meeting, you may revoke your proxy and vote in person if you wish, even if you have previously returned your
proxy card. Simply attending the Special Meeting, however, will not revoke your proxy, you must vote at the Special Meeting. If you do not
attend the Special Meeting, you may still revoke your proxy at ant time prior to the Special Meeting by providing a later-dated proxy or by
providing me with written notice of your revocation. Your prompt cooperation will be greatly appreciated.

BY ORDER OF THE BOARD OF DIRECTORS

David C. Reymann
Secretary

Owings Mills, Maryland
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SUMMARY TERM SHEET

This summary term sheet highlights material terms of the proposed sale of assets of our Transportation segment and selected information in
this proxy statement and does not contain all of the information that may be important to you in evaluating the proposed sale. To understand
fully the proposed sale of the assets of our Transportation segment, we strongly encourage you to read this proxy statement including the
information incorporated by reference and the appendices. We have included page references in this summary to direct you to a more complete
discussion in the proxy statement.

Slingshot and Platinum Equity
(see page 35)

Slingshot Acquisition Corporation, or Slingshot, is a Delaware corporation formed by
Platinum Equity Capital Partners, L.P. to purchase the assets of our Transportation
segment under the asset purchase agreement we entered into on July 20, 2004.
Platinum Equity Capital Partners, L.P., a Delaware limited partnership, together with
its affiliated private equity funds is a $700 million private equity fund and the 100%
owner of Slingshot. In this proxy statement, we refer to Platinum Equity Capital
Partners, L.P. as the �Fund.�
Platinum Equity, an affiliate of Slingshot and the Fund, is a global M&A&OSM firm
specialized in the merger, acquisition and operation of mission-critical services and
solutions companies. Since its founding in 1995, Platinum Equity has acquired more
than 40 businesses and built a portfolio of 19 market-leading companies with over
32,000 employees, more than 600,000 customer sites and annual revenues of
$5.5 billion. In this proxy statement, references to �Platinum Equity� mean Platinum
Equity, LLC and its affiliates, including the Fund and Slingshot. Platinum Equity has
its principal place of business at 2049 Century Park East, Suite 2700, Los Angeles, CA
90067, telephone: (310) 712-1850.

Aether (see page 35) We provide wireless and mobile data solutions that increase efficiency and
productivity for the transportation, fleet management, and mobile government
markets. In our Transportation segment, which is the subject of the proposed sale
described in this proxy statement, our transportation and fleet management solutions,
including the MobileMaxTM multi-mode system, offer wireless data and asset-tracking
and vehicle-positioning features. In our Mobile Government segment, our public
safety solutions help hundreds of police and fire departments in North America
leverage the power of wireless information for improved service to the public. As
previously announced, we have entered into an agreement to sell our Mobile
Government segment to BIO-key International, Inc. We have also implemented a new
strategy in which we will focus on building and managing a leveraged portfolio of
mortgage-backed securities. Our principal place of business is at 11500 Cronridge
Drive, Suite 110, Owings Mills, Maryland 21117, telephone: (410) 654-6000.

Guarantee and Funding
(see page 30)

The Fund has absolutely and unconditionally guaranteed the payment and performance
of all obligations of Slingshot under the asset purchase agreement and will provide
Slingshot with up to 100% of the necessary funding to enable Slingshot to purchase
our Transportation assets. If Slingshot defaults in the payment or performance of any
of its obligations under the asset purchase agreement, the Fund has agreed to perform
such obligations. The Fund�s guarantee will survive termination of the asset purchase
agreement if the asset purchase agreement is terminated because of a material breach
of a representation or covenant or is terminated by Slingshot in breach of the terms of
the asset purchase agreement. If the sale of assets is completed, the Fund�s guarantee
obligations shall terminate at the closing.

2
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Purchase Price (see page 37) The purchase price is $25 million in cash, subject to a post-closing net working capital
adjustment.

Fairness of Consideration
(see page 21)

Our board of directors received the written opinion of our financial advisor, Friedman,
Billings, Ramsey & Co., Inc., or FBR, dated July 20, 2004, that states, based on and
subject to the qualifications and considerations set forth in the opinion, the
consideration to be paid to Aether in the transaction is fair, from a financial point of
view, to Aether.
The full text of the written opinion of FBR, which sets forth assumptions made,
matters considered and limitations on the review undertaken, is attached to this proxy
statement as Appendix B. The written opinion of FBR is not a recommendation as to
how you should vote in regard to the proposal to approve the asset purchase
agreement.

Reason for the Sale of Assets
(see page 19)

We believe that the sale of our Transportation segment and the terms of the asset
purchase agreement, which is attached as Appendix A, are in the best interests of
Aether and its stockholders. Our board of directors identified various benefits that are
likely to result from the sale of our Transportation segment. Our board of directors
believes that the sale of the Transportation segment is consistent with our objectives of
achieving profitability as quickly as possible and enhancing the value of our assets to
our stockholders. Our board concluded that rather than continuing to invest in the
Transportation segment in an effort to achieve profitability, we should sell the business
and use the proceeds to invest in a leveraged portfolio of mortgage-backed securities,
which we plan to make our primary business focus going forward.
In deciding to authorize the sale of our Transportation segment, our board of directors
considered a number of positive and negative factors, including the opinion we
received from FBR that the consideration to be paid to us in the transaction is fair to us
from a financial point of view.

Assets to be Sold (see page 35) We are selling all of the assets used primarily in the operation of our Transportation
segment, subject to the terms of the asset purchase agreement.
The unaudited financial statements of the Transportation segment are attached as
Appendix D to this proxy statement.

Liabilities � Assumed and Excluded (see page 35) Slingshot has agreed to assume liabilities:
� relating to the purchased assets, including the assumed contracts;
� incurred in connection with, or arising out of, the ownership or operation of the
Transportation segment on or after the closing date;
� set forth on the closing statement of assets and liabilities; and
� associated with certain product warranty claims and product defects.

Slingshot is not assuming any liabilities of the Transportation segment other than as
described above. For example, Slingshot is not assuming:

� pre-closing tax liabilities;
� liabilities related to pre-closing breaches of contract (including warranties) or
torts;
� indebtedness for borrowed money;
� liabilities between us and our subsidiaries;

3
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� liabilities related to excluded assets;
� pre-closing liabilities related to environmental laws; and
� liabilities arising from litigation based on our activities before the closing.

Conditions to the Sale of Assets (see page 43) The obligation of each party to complete the purchase and sale of the Transportation
segment is subject to the satisfaction or waiver of the following conditions:

� receipt of authorizations, consents, approvals and permits of governmental
authorities as specified in the asset purchase agreement;
� absence of any injunction or order that would restrain or otherwise prevent the
proposed sale;
� approval of the proposed sale by our stockholders; and
� execution of the ancillary agreements by us and Slingshot.

Our obligation to complete the sale of the Transportation segment is subject to the
satisfaction or waiver of the following conditions:

� Slingshot having performed in all material respects its pre-closing obligations and
covenants;
� representations and warranties of Slingshot that are qualified as to materiality
being true and correct, except where failures do not have a material adverse effect
on the business, operations or financial condition of Slingshot that adversely
affects Slingshot�s ability to conclude the proposed sale; and
� representations and warranties of Slingshot that are not qualified as to materiality
being true and correct in all material respects, except where failures do not have a
material adverse effect on the business, operations or financial condition of
Slingshot that adversely affects Slingshot�s ability to conclude the proposed sale.

Slingshot�s obligation to complete the purchase of the Transportation segment is
subject to the satisfaction or waiver of the following conditions:

� Aether having performed in all material respects with its pre-closing obligations
and covenants;
� our representations and warranties that are qualified as to materiality being true
and correct except for changes contemplated by the asset purchase agreement and
where failures do not have a material adverse effect;
� our representations and warranties that are not qualified as to materiality being
true and correct in all material respects, except for changes contemplated by the
asset purchase agreement and where failures do not have a material adverse effect;
� the absence of a material adverse effect; and
� receipt of consents from third parties to assignment of permits and certain
material contracts.

Non-Solicitation (see page 39) We have agreed that we will not solicit a proposal for or provide information with
respect to:

� the acquisition of more than 20% of the outstanding shares of our common stock,
or
� 10% of the assets used in the Transportation segment.
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If we receive an unsolicited offer that the board determines would be more favorable
to us and our stockholders, we can provide information to and enter into negotiations
with the person making the offer, but we must inform Slingshot of the material terms
of the offer and identity of the person making the offer. We may accept a superior
proposal and terminate the asset purchase agreement but we will have to pay a
termination fee in an amount not to exceed $1.25 million (as described below under
the heading �Termination�). We are not limited or restricted from discussing or
negotiating with respect to any transaction that does not involve the Transportation
segment.

Indemnification (see page 44) The parties have agreed to indemnify one another for breaches of representations,
warranties and covenants contained in the asset purchase agreement. Slingshot�s right
to indemnification will arise after its losses reach $250,000 and then our liability is for
the excess above $250,000. A party�s maximum aggregate liability for breaches of
most of its representations and warranties is $10 million. For breaches of certain
specified representations and warranties, the maximum aggregate liability is the
purchase price.

Termination (see page 45) The asset purchase agreement may be terminated at any time prior to closing:
� by mutual consent of the parties;
� by either party, if the closing does not take place before December 31, 2004;
� by either party, if a court or governmental entity permanently enjoins, restrains or
prohibits the sale;
� by us, if we decide to accept a superior proposal and pay the required termination
fee to Slingshot;
� by Slingshot, if our board of directors withdraws its recommendation to our
stockholders or our board of director�s recommends or approves another
acquisition proposal;
� by either party, if the asset purchase agreement is not approved by our
stockholders; and
� by either party, if the non-terminating party has breached any representation or
warranty or covenant in any material respect, such breach results in a closing
condition related to performance of a covenant or related to the truth of a
representation or warranty to fail to be satisfied and such breach is not cured
within sixty (60) days.

We have agreed to pay Slingshot a fee equal to $1 million plus the reasonable
out-of-pocket expenses incurred in connection with the negotiation and preparation of
the asset purchase agreement (not to exceed $250,000) if we terminate the asset
purchase agreement to pursue a superior proposal or either Aether or Slingshot
terminates the asset purchase agreement after our board of directors withdraws or
modifies its recommendation of the proposed sale in a manner adverse to Slingshot.
Also, we have agreed to pay Slingshot a fee equal to $500,000 plus fees and expenses
(not to exceed $250,000) if our stockholders fail to approve the transaction.

Closing (see page 41) If our stockholders approve the sale of the Transportation segment and the other
conditions to the sale of assets are then satisfied, the closing is anticipated to occur on
the second business day after the special meeting.
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Risk Factors (see page 32) There are risks and uncertainties related to the proposal to sell our Transportation segment and
risks and uncertainties related to our company if the proposed sale is completed that you should
carefully consider in deciding how to vote on the proposed sale. If any of these risks occur, our
business, financial condition or results of operation could be materially adversely affected, the
value of our common stock could decline and you may lose all or part of your investment.

Accounting Treatment
(see page 30)

The proposed sale of our Transportation segment will be accounted for as a sale of net assets.
During the three months ended June 30, 2004, we recognized an impairment loss of $26.6 million
related to goodwill and certain other long-lived assets based upon the value implied by the
negotiated sale price for the business. Accordingly, we believe, but cannot be certain, that further
gains or losses upon consummation of the sale of the Transportation segment will not be material.
If the stockholders approve the sale of the Transportation segment, the historical and future
financial results of the Transportation segment will be reported as results of discontinued
operations in our statements of operations. As a result of our recent agreement to sell our Mobile
Government segment to BIO-key International, we expect that we will reclassify the historical and
future results of the Mobile Government business to �discontinued operations� in the third quarter.

Tax Consequences
(see page 31)

The proposed sale will be a taxable sale of the assets of the Transportation segment. We anticipate
that we will be able to offset substantially all of the taxable gain we recognize for United States
federal income tax purposes against our current operating and capital losses and net operating and
capital loss carryforwards.
The closing of the sale of assets contemplated by the asset purchase agreement will not be a
taxable event for our stockholders under applicable United States federal income tax laws.

Required Approvals
(see page 30)

Neither we nor Slingshot are aware of any regulatory requirements or governmental approvals or
actions that will be required to consummate the sale of our Transportation segment, except for
compliance with the applicable regulations of the Securities and Exchange Commission in
connection with this proxy statement and the Delaware General Corporation Law in connection
with the stockholders approval requested at the special meeting.

Appraisal Rights
(see page 30)

Under Delaware law and our certificate of incorporation and bylaws, our stockholders have no
appraisal rights as a result of the sale of our Transportation segment.

Fees and Expenses
(see page 46)

Except for fees payable in the event of a termination of the asset purchase agreement, (as
described above under the heading �Termination�), each party is responsible for its own fees and
expenses incurred in connection with the proposed sale of assets, including the fees and expenses
associated with the filing, printing and mailing of this proxy statement. We anticipate our total
costs, which will include legal, investment banking and accounting fees and expenses and the
costs of preparing, mailing, and soliciting proxies pursuant to this proxy statement, will be
approximately $2.5 million.

Payment to Stockholders
(see page 10)

All of the consideration received in the proposed sale will be paid to us by Slingshot, and holders
of our common stock will not receive any payment as a result of the asset sale.
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Principal Stockholder Agreement
(see page 29)

David S. Oros, our Chairman and Chief Executive Officer, NexGen Technologies, L.L.C. and
Slingshot entered into the principal stockholder agreement. Under this agreement, Mr. Oros
agreed to vote all of the shares of common stock he owns directly and beneficially through
NexGen Technologies in favor of the asset purchase agreement. The shares Mr. Oros agreed to
vote represent approximately 10% of the outstanding shares of Aether. Mr. Oros did not receive
any consideration for entering into the principal stockholders agreement.

Interests of Directors and Executive
Officers (see page 29)

Except as described below, our executive officers and directors own our common stock and/or
options to purchase shares of our common stock and to that extent their interest in the sale is the
same as that of the other holders of our common stock.
Pursuant to his employment agreement, Frank Briganti, President of the Transportation segment,
will receive a bonus equal to 0.5% of the purchase price, or approximately $125,000, vesting on
10,125 options to purchase our common stock and the lapse of forfeiture provisions applicable to
3,333 restricted shares of our common stock that he owns upon completion of the proposed sale.
As of August 4, 2004, our directors and executive officers owned of record 6,388,175 shares of
our outstanding common stock, representing approximately 14% of the outstanding votes of
common stock. The vote of holders of a majority of the shares of Aether�s common stock
outstanding on the record date is required to approve the asset purchase agreement.

6% Convertible Subordinated
Notes (see page 30)

The indenture governing our 6% senior convertible subordinated notes requires that we offer to
repurchase the notes in the event of the sale of substantially all of our assets within 45 business
days of the closing of the proposed sale. We have decided to treat the sale of our Transportation
segment as a sale of substantially all of our assets for this purpose. As a result, the holders of our
6% convertible subordinated notes will have the right to require us to repurchase their outstanding
notes for the principal amount outstanding plus accrued and unpaid interest to the date of
repurchase. We will repurchase notes of holders who properly exercise the repurchase right in
accordance with the terms of the notes.
In lieu of making this repurchase offer, we are considering redeeming the notes in accordance
with the terms of the indenture for a price of 101.2% of the principal amount of each outstanding
note plus accrued interest up to the redemption date. If we were to redeem the notes as of
September 30, 2004, we estimate that we would pay approximately $161.6 million to redeem the
notes, and we would incur a charge to earnings of approximately $2.4 million comprised of
$1.8 million attributable to the premium payable on the redemption and $0.6 million of deferred
financing costs. Any decision to redeem the notes must be approved by our board of directors.

Mobile Government Segment
(see page 31)

We announced on August 16, 2004 that we entered into a definitive agreement to sell our Mobile
Government segment to BIO-key International, Inc. for $10 million in cash.
Whether or not the proposed sale of our Transportation segment is approved by holders of a
majority of our common stock and then completed we do not anticipate that we will seek
additional stockholder approval for the sale of our Mobile Government segment.
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Recommendation The board of directors unanimously recommends you vote �FOR� the approval of the
asset purchase agreement.
Please vote your shares as soon as possible so that your shares may be represented at
the special meeting. You may vote by signing and dating your proxy card and mailing
it in the enclosed return envelope, or you may vote in person at the special meeting.

8
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QUESTIONS AND ANSWERS REGARDING THE SPECIAL MEETING

Set forth below are some key questions and answers to provide you with more information about the special meeting. These questions and
answers are qualified in their entirety by reference to the more detailed information appearing elsewhere in or accompanying this proxy
statement. We urge you to review the entire proxy statement and accompanying materials carefully.

SPECIAL MEETING AND VOTING

Q: Why am I receiving this proxy statement?

A: You have received this proxy statement and the enclosed proxy card from us because you held shares of our common stock on August 4,
2004.

Q: What is the proposal I will be voting on at the special meeting?

A: As a stockholder, you are entitled to and requested to approve the sale of substantially all of our assets comprising our Transportation
segment pursuant to the asset purchase agreement among Slingshot Acquisition Corporation, Platinum Equity Capital Partners, L.P. and
Aether Systems, Inc., dated July 20, 2004.

Q: Who is entitled to vote?

A: Only holders of record shares of common stock on the close of business on August 4, 2004 will be entitled to vote at the special meeting.
On August 25, 2004, we began mailing this proxy statement to all persons entitled to vote at the special meeting.

Q: When and where is the special meeting being held?

A: The special meeting is being held on September 15, 2004 at the Renaissance Harborplace Hotel, 202 East Pratt Street, Baltimore, MD
21202, at 10:00 a.m., local time.

Q: What vote is required to approve the sale of the assets of the Transportation segment?

A: Under Delaware law and our by-laws, the affirmative vote of the holders of a majority of our outstanding shares of common stock is
required to approve the transaction.

Q: Who is soliciting my proxy?

A: Our board of directors.

Q: How does the board recommend that I vote at the special meeting?

A: Our board of directors unanimously recommends that you vote �FOR� the sale of our Transportation segment.

Q: How is my vote counted if I vote by proxy?

A: If you decide to vote by proxy, your proxy card will be valid only if you sign, date and return it before the special meeting to be held on
September 15, 2004. You may vote �FOR,� �AGAINST� or �ABSTAIN.� If you fail to vote �FOR� the sale or you �ABSTAIN,� it has the same
effect as a vote �AGAINST� the proposal.

Q: What if my shares are held in �street name,� will my broker be able to vote my shares?

A: Yes, but only if you provide instructions to your broker on how to vote.
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Q: Can I change my vote after I have mailed my signed proxy card?

A: Yes, you may change your vote at any time before your shares are voted at the special meeting. You may change your vote in one of three
ways.

1. You may notify the Secretary of Aether in writing before the special meeting that you wish to revoke your proxy. In this case, please
contact Aether Systems, Inc., 11500 Cronridge Drive, Suite 110, Owings Mills, Maryland 21117, Attention: David C. Reymann, Secretary.

2. You may submit a proxy dated later than your original proxy.

3. You may attend the special meeting and vote. Merely attending the special meeting will not by itself revoke a proxy; you must obtain a
ballot and vote your shares to revoke the previously submitted proxy.

PROPOSED SALE OF ASSETS

Q: What line of business is conducted through the Transportation segment?

A: Our Transportation segment provides mobile and wireless solutions to the fleet management and transportation markets. Our customers are
primarily the owners and operators of truck and other vehicle fleets. Our products offer
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wireless data and asset tracking and vehicle positioning features.

Q: What is the purchase price that Slingshot has agreed to pay for the Transportation segment?

A: Slingshot has agreed to pay us $25 million in cash, subject to an adjustment up or down after closing based on the net working capital of
the Transportation segment at closing. Slingshot also will assume certain liabilities associated with the Transportation segment.

Q: Why is Aether proposing to sell the Transportation segment?

A: We believe, after considering a number of different alternatives, that the sale is consistent with our objectives of achieving profitability as
quickly as possible and enhancing the value of our assets to our stockholders. Our board of directors concluded that rather than continuing
to invest in the Transportation segment in an effort to achieve profitability, we should sell the business and use the proceeds to invest in a
leveraged portfolio of mortgage-backed securities, which we plan to make our primary business focus going forward.

Q: Did the board receive a fairness opinion on the sale of the Transportation segment?

A: Yes. On July 20, 2004, the board of directors received an opinion from our financial advisor, Friedman, Billings, Ramsey & Co. Inc., that,
based on and subject to the qualifications and considerations described in the opinion the consideration to be paid to Aether in the
transaction is fair, from a financial point of view, to Aether. A copy of this opinion is attached as Appendix B to this proxy statement and a
more detailed summary of the opinion is set forth on page 21.

Q: What if Aether receives another offer for the Transportation segment?

A: We may discuss the sale of the Transportation segment with another person in response to an unsolicited offer that our board of directors
determines would be more favorable to Aether and its stockholders. In addition, we may accept a superior offer and terminate the asset
purchase agreement if we pay Slingshot a termination fee of $1 million plus its fees and expenses up to $250,000.

Q: What happens if the asset purchase agreement is not approved by holders of a majority of Aether�s outstanding shares?

A: The asset purchase agreement may be terminated by either Slingshot or us, in which case we will have to pay a termination fee to Slingshot
in the amount of $500,000 plus Slingshot�s reasonable out-of-pocket expenses up to $250,000. In addition, in such event we will need to
decide whether to pursue another sale of the Transportation segment. We may not be able to sell the Transportation segment to another
buyer on similar terms or at all. If we cannot sell the Transportation segment on terms we consider acceptable, we may be required to
reconsider our future business strategy, in which event we might continue to own and operate the Transportation segment.

Q: Will I be able to vote on the sale of the Mobile Government segment?

A: No. Whether or not the proposed sale of the Transportation segment is approved by holders of a majority of our common stock and then
completed, we do not anticipate that we will seek additional stockholder approval for the sale of the Mobile Government segment.

Q: Will I owe any federal income tax as a result of the asset sale?

A: No. You will not owe any federal income tax as a result of the asset sale.

Q: Will any of the proceeds from the sale of the Transportation segment be distributed to me as a stockholder?

A: No. We intend to retain the proceeds and use them in our future business plan.

Q: Can I still sell my shares?

A: Yes. The sale of our Transportation segment will not affect your right to sell or otherwise transfer your shares of common stock.

Q: Who can I contact with questions about the proposal?

A:
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If you have more questions about the sale of assets or would like additional copies of this proxy statement, you should contact David
C. Reymann, Aether�s Chief Financial Officer, at (410) 654-6400.

In addition, Aether is a public company and is required to file reports and other information
10
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with the SEC. You may read and copy this information at the SEC�s public reference facilities. You may call the SEC at 1-800-SEC-0330 for
information about these facilities. This information is also available at the SEC�s Internet site at www.sec.gov and you can also request
copies of these documents from us.

11
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AETHER SYSTEMS, INC.

11500 Cronridge Drive, Suite 110
Owings Mills, Maryland 21117

INFORMATION ABOUT THE SPECIAL MEETING AND VOTING

Time and Place

The special meeting will be held on September 15, 2004 at the Renaissance Harborplace Hotel, 202 East Pratt Street Baltimore, MD 21202 ,
at 10:00 a.m., local time.

Proposal to be Considered

At the special meeting, we will ask our stockholders to consider and vote upon the sale of the assets comprising our Transportation segment
pursuant to the asset purchase agreement by and between Aether, Slingshot Acquisition Corporation and Platinum Equity Capital Partners, L.P.,
dated as of July 20, 2004.

Our board of directors is not aware of any other matters to be presented at the special meeting. If any other matters should properly come
before the special meeting, the persons named as proxies in the enclosed proxy card will vote the proxies in accordance with their best judgment.

This Proxy Solicitation

We are sending you this proxy statement because our board of directors is seeking a proxy to vote your shares at the special meeting. This
proxy statement is intended to assist you in deciding how to vote your shares. At the close of business on August 4, 2004, there were
43,826,736 shares of common stock outstanding, which constitute all of the outstanding voting shares of Aether. Only holders of record shares
of common stock on the close of business on August 4, 2004 will be entitled to vote at the special meeting. On August 25, 2004, we began
mailing this proxy statement to all persons who will be entitled to vote at the special meeting.

We are paying the cost of requesting these proxies. Our directors, officers and employees may request proxies in person or by telephone,
mail, facsimile or otherwise, but they will not receive additional compensation for their services. In addition, we have retained Innisfree M&A,
Incorporated to assist us in soliciting proxies for the special meeting. We have agreed to reimburse Innisfree M&A Incorporated for its
reasonable expenses, to indemnify it against certain losses, costs and expenses and to pay its fees, which all together we estimate will not exceed
$15,000. We will reimburse brokers and other nominees for their reasonable out-of-pocket expenses for forwarding proxy materials to beneficial
owners of our common stock shares.

In this proxy statement, �Aether,� the �company,� �we� and �our� refer to Aether Systems, Inc. and its subsidiaries and predecessors. Also, in this
proxy statement, �Fund� refers to Platinum Equity Capital Partners, L.P., �Slingshot� refers to Slingshot Acquisition Corporation, a wholly-owned
subsidiary of the Fund and �Platinum Equity� refers to Platinum Equity, LLC and its affiliates, including the Fund and Slingshot, each with its
principal place of business at 2049 Century Park East, Suite 2700, Los Angeles, CA 90067, telephone: (310) 712-1850.

Voting Your Shares

You may vote your shares at the special meeting either in person or by proxy. To vote in person, you must attend the special meeting and
obtain and submit a ballot. Ballots for voting in person will be available at the special meeting. To vote by proxy, you must complete and return
the enclosed proxy card in time to be received by us before the special meeting. By completing and returning the proxy card, you will be
directing the persons designated on the proxy card to vote your shares at the special meeting in accordance with the instructions you give on the
proxy card.
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Stockholders who hold shares registered in the name of a broker or other nominee may generally only vote pursuant to the instructions
given to them by their broker or other nominee. If you hold shares registered in the name of a broker or other nominee, generally the nominee
may only vote your shares as you direct the nominee, pursuant to the instructions given to you by the nominee. However, if the nominee has not
timely received your directions, the nominee may vote on matters for which it has discretionary voting authority. Brokers will not have
discretionary voting authority to vote on the proposal to approve the asset purchase agreement. Brokers will have discretionary voting authority
to vote on routine matters incident to the conduct of the special meeting. If a nominee cannot vote on a matter because it does not have
discretionary voting authority, this is a �broker non-vote� on that matter. In order to vote their shares by attending the special meeting, as opposed
to directing their broker or nominee to vote their shares, stockholders who hold shares registered in the name of a broker or other nominee
generally must bring to the special meeting a legal proxy from the broker or nominee authorizing them to vote the shares.

Quorum

Failure to return a proxy or vote in person will not affect the outcome of the proposal as long as a quorum is achieved. A quorum for the
transaction of business at the special meeting will be established by the presence, in person or by proxy, of a majority of the shares of our
common stock issued and outstanding on the record date. Abstentions and broker non-votes each will be included in determining the number of
shares present and voting at the meeting for the purpose of determining the presence of a quorum. In the event that a quorum is not present at the
time the special meeting is convened, or if for any other reason we believe that additional time should be allowed for the solicitation of proxies,
we may adjourn the special meeting and the persons named in the enclosed proxy will vote all shares of common stock for which they have
voting authority in favor of that adjournment.

Vote Required

Each share of our common stock issued and outstanding on the record date will be entitled to one vote. The asset purchase agreement and
the sale of our Transportation segment will be approved if the holders of a majority of the outstanding shares of our common stock entitled to
vote affirmatively vote to approve the asset purchase agreement.

Because authorization of the sale of assets contemplated by the asset purchase agreement requires the affirmative vote of a majority of the
outstanding shares of our common stock entitled to vote, abstentions and broker non-votes will have the same effect as votes against the
approval of the asset purchase agreement. In addition, the failure of a stockholder to return a proxy or to vote in person or to direct its broker or
other nominee to vote its shares will have the effect of a vote against approval of the asset purchase agreement. Brokers holding shares for
beneficial owners cannot vote on the proposal without the owners� specific instructions. Accordingly, stockholders are encouraged to return the
enclosed proxy card marked to indicate their grant of a proxy or to follow the instructions for voting provided by their broker or other nominee.

Revoking Your Proxy

If you decide to change your vote, you may revoke your proxy at any time before it is voted. You may revoke your proxy in one of the
following three ways:

1. You may notify the Secretary of Aether in writing that you wish to revoke your proxy. Please contact: Aether Systems, Inc.,
11500 Cronridge Drive, Suite 110, Owings Mills, Maryland 21117, Attention: David C. Reymann, Secretary. We must receive your
notice before the time of the special meeting.

2. You may submit a proxy dated later than your original proxy.

3. You may attend the special meeting and vote. Merely attending the special meeting will not by itself revoke a proxy. You must obtain a
ballot and vote your shares to revoke the proxy.

13

Edgar Filing: AETHER SYSTEMS INC - Form DEFM14A

22



BACKGROUND FOR THE SALE OF TRANSPORTATION SEGMENT

Since 2001, we have been working to make our company profitable and to enhance the value to our stockholders of our business operations.
In 2001, we began a significant restructuring that substantially reduced our operating expenses. Despite this substantial reduction of expenses,
our business has continued to lose money each year.

In early 2002, we engaged our first financial advisor, a nationally recognized investment bank, to provide us with advice on a range of
possible strategic options, including acquisitions, dispositions, financings and other possible alternatives. Although we discussed a number of
different possible exit strategies with our first financial advisor, we did not pursue any particular options in 2002.

During the first half of 2003, management, together with our board of directors, discussed options that included the sale of one or more of
our operating segments, a sale of the entire company, a merger of the company with another wireless communications company, potential
acquisitions that would complement one or more of our existing businesses or involve new lines of business, and the pursuit of strategic
relationships that would enhance the value of our existing businesses. Also, because the board viewed the substantial net operating losses we had
accumulated as an asset, the board discussed various alternatives to maximize the value of this asset. As part of this process, in May 2003, our
board of directors authorized management, working with our first financial advisor, to explore whether there would be serious interest by any
third parties in purchasing all or a portion of our business. During June and July of 2003, our first financial advisor, together with management,
prepared a confidential information memorandum on our company and its three operating segments and commenced a competitive process to
explore these possible options. Our first financial advisor sent these offering materials, subject to the terms of confidentiality agreements, to
more than 75 parties that it felt might have interest in a transaction with us.

In response to this process, approximately 35 parties expressed interest in one or more of our businesses. Together with our first financial
advisor, our senior management made presentations during August and September of 2003 to many of these parties and we established a data
room at the offices of Kirkland & Ellis LLP, our principal outside attorneys, so that interested parties could review information about our
businesses.

By September 2003, this process had not resulted in any serious offers to purchase the Transportation segment. During this process,
however, we became aware of a privately owned company that was providing technology and services that enabled customers to manage their
transportation systems, assets and transactions. Mr. Oros, our Chairman and CEO, together with other members of our senior management team,
had several conversations and meetings with representatives of the controlling stockholder of this company to begin exploring a possible
business combination. Based upon these initial conversations, they formed an initial view that such a business combination could be beneficial to
us and to our stockholders because the private company (a) appeared to be generating substantial profit and cash flow, (b) could complement our
Transportation segment and (c) if combined with our Transportation segment, could become a formidable, profitable competitor in the industry
and would be large enough to help our company achieve overall profitability in the near term. Management brought this opportunity to the
attention of our board at its September 24, 2003 meeting. With the approval of our board, we entered into a confidentiality agreement and began
discussions about a potential acquisition of this company that would result in our Transportation segment becoming the focus of our ongoing
operations. We conducted substantial due diligence during September 2003 and started negotiating the terms of a potential acquisition. Our first
financial advisor assisted us in evaluating the financial aspects of the potential transaction. As a result of our due diligence, as well as our
inability to reach agreement with the owners of this business about certain key pricing terms, we terminated our discussions regarding this
potential acquisition on October 16, 2003.

By this time, the process conducted by our first financial advisor had resulted in only one ongoing discussion with a potential strategic
buyer, which was interested in purchasing one of our other business segments. We were unable to reach a final agreement with this party, and all
discussions were terminated in late November 2003.
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At its November 14, 2003 meeting, our board of directors reviewed the results of the process conducted by our first financial advisor. In
light of the absence of any concrete expressions of interest for the Transportation segment, the board directed management to focus its strategic
efforts in the near term on our other two operating businesses.

Simultaneous with the process conducted by our first financial advisor, our management, with advice and assistance from our board, was
actively exploring various additional strategic options to enhance stockholder value, including the possibility of beginning to pursue a strategy of
building a leveraged portfolio of mortgage-backed securities. Our management also explored possible acquisitions of other businesses that were
not related to our mobile and wireless data businesses but that had the potential to generate substantial taxable income and cash flow. Our
management team initially concluded that the mortgage-backed securities option appeared to have the greatest promise. Management and several
of our directors met with representatives of FBR, during the fall of 2003 to discuss the mortgage-backed securities strategy. At its November 14,
2003 meeting, the board and FBR discussed the benefits and drawbacks of this potential strategic option. Following the presentation, the board
decided to hire an independent third-party to review and analyze the benefits and risks of this strategy.

In mid-November 2003, the CEO of TeleCommunication Systems, Inc., or TCS, contacted Mr. Oros to express interest in a possible
acquisition of our Enterprise Mobility Systems segment. We entered into discussions with TCS, and as previously announced, signed a definitive
agreement to sell the assets of our EMS segment to TCS on December 18, 2003. That sale closed in January 2004.

On December 16, 2003, we agreed with our first financial advisor to terminate the advisory relationship with them.

In late December 2003, a potential buyer of our Transportation segment contacted one of our independent consultants and, on an unsolicited
basis, requested more information about the business, and during February 2004 we began negotiating terms for the sale of our Transportation
segment with this potential purchaser.

At its February 5, 2004 telephonic meeting, the board reviewed with management the status of various strategic activities. Mr. Oros
summarized the status of discussions with the potential buyer of the Transportation business. In addition, management reviewed the results of its
discussions (undertaken at the board�s request) with several investment banking firms and financial advisors to explore whether any of them had
experience with managing mortgage-backed securities or could recommend an alternative strategy that would help us achieve profitability in the
near term and realize value from the potential tax benefits of our accumulated net losses. Management reported that it had not yet identified any
alternative strategies that it believed would be superior to the one proposed by FBR at the board�s November 2003 meeting.

On February 25, 2004, we retained FBR as our financial advisor and investment banker to advise us in connection with the potential sale of
our Transportation segment, as well as to assist us in exploring strategic options for the rest of our business.

At a March 10, 2004 meeting, the board of directors again discussed the status of the proposed sale of the Transportation segment. Proposed
terms were reviewed in detail, FBR provided the board with a preliminary financial analysis of the potential transaction, and the Board
authorized management to proceed with efforts to seek a definitive agreement for the sale of the Transportation segment, consistent with those
that had been outlined to the board at the meeting.

On March 15, 2004, in light of the ongoing discussions about a potential sale of the Transportation segment, we disclosed in our 2003
Annual Report on Form 10-K that we were engaged in negotiations with a potential buyer of one of our business segments, but that we could not
predict whether those negotiations would be successful. Shortly before the end of March, we determined that we could not reach agreement on
several key terms, and the negotiations were terminated. The potential buyer contacted us again several times over the next few months, but each
time it decided not to proceed with any further discussions.
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In response to the announcement that we had engaged FBR to advise us on strategic options, as well as the information that had been
included in our 2003 Annual Report on Form 10-K, potential buyers began to contact FBR and were expressing interest in our Transportation
and Mobile Government segments. Consequently, in late March (following termination of discussions with the potential buyer of the
Transportation segment) we asked FBR to organize a more formal process to explore these expressions of interest and determine if there might
be additional interested buyers. Together with FBR, we prepared separate confidential information memoranda on our Transportation segment
and our Mobile Government segment, and FBR began another competitive process to explore a possible sale of one or both of these businesses.

In this process, FBR contacted approximately 53 potential buyers for the Transportation segment. We entered into confidentiality
agreements with approximately 45 parties and distributed the confidential information memoranda to them. Platinum Equity, was one of the
parties that received the confidential information memorandum. Platinum Equity had entered into a confidentiality agreement with us on
March 31, 2004.

During April, May and June, 12 potential buyers of the Transportation segment met with management at the offices of Kirkland & Ellis in
Washington, D.C. At these presentations, Frank Briganti, President of our Transportation segment, together with Steven Bass, Senior Vice
President-Finance, and representatives of FBR, discussed the Transportation segment�s products, financial performance, customer base and
supplier base. David Reymann, our Chief Financial Officer, also attended a number of these meetings.

On May 5, 2004, Messrs. Ari Silverman, Director of M&A, and other representatives of Platinum Equity, met with members of senior
management and discussed the Transportation segment in detail. After this presentation, there were conference calls set up between
representatives of Platinum Equity and managers and employees at Aether to discuss financial issues and technology questions.

Our board met again on May 5, 2004. Management reported on the status of the strategic process being managed by FBR and indicated that
FBR planned to send our formal requests for expressions of interest within a week. Management also reported that, despite numerous
discussions and meetings, it had not identified any strategic options that it considered superior to the mortgage-backed securities strategy that
FBR had discussed with the board in November 2003. The board then received an analysis from an independent financial advisor of the
proposed strategy to build a leveraged portfolio of mortgage-backed securities. The analysis was favorable, but the independent advisor
recommended that management complete certain additional work before actually initiating the strategy. The additional work included
identifying and retaining an independent firm that could assist management in developing policies for, and in monitoring, the mortgage-backed
securities portfolio and leveraging activities. The board directed management to complete this additional work and to report back to the board.

On May 10, 2004, FBR sent out bid instructions to 12 interested parties. Representatives of FBR had discussions with these parties over the
next two weeks, and between May 20 and May 27, 2004, we received indications of interest, but not final offers, from six potential buyers. We
reviewed these indications with FBR, and after additional discussions with the potential buyers, we invited five of the potential buyers to
continue with an intensive due diligence process. We selected the five continuing potential buyers based upon the proposed purchase price,
financing terms, legal terms and our assessment of each potential buyer�s ability to complete the transaction. Platinum Equity was one of these
five potential buyers.

On May 25, 2004, potential buyers were given access to our on-line data room, which contained extensive documentation about our
Transportation segment. They were encouraged to begin their final due diligence review of the Transportation segment. In addition, on May 26,
2004, we provided them with a draft asset purchase agreement and corresponding disclosure schedules that we had prepared with the assistance
of Kirkland & Ellis. The draft agreement outlined the terms of a transaction that we would be prepared to consider, leaving blank the purchase
price and certain other economic terms.
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On May 25, 2004, our board met and among other things, reviewed the status of the sales process.

On June 3-4, 2004, representatives of Platinum Equity met with our management at our offices in Owings Mills, Maryland. At these
meetings, Platinum Equity continued its due diligence and discussed the business, the customers, the sales and technology with members of our
senior management and certain employees of the Transportation segment. Attorneys for Platinum Equity also spent time reviewing contracts in
our offices.

On June 14, 2004, FBR requested that each of the potential buyers submit a formal offer, together with an asset purchase agreement that
they would be prepared to sign, noting any changes to the draft agreement that we had provided to them. At or around this time, a party that had
been approached during our initial strategic process in 2003 expressed renewed interest in acquiring the Transportation segment, and we entered
into a new confidentiality agreement with them. After receiving the confidential information memorandum and obtaining access to our on-line
data room, this party decided once again not to pursue a transaction with us. In addition, the potential purchaser of the Transportation segment
that had ceased discussions with us in March 2003 contacted an independent consultant of ours and again expressed interest in acquiring that
segment. After brief discussions, however, this party decided not to conduct additional due diligence and did not submit a new expression of
interest.

On June 18, 2004, our board of directors met and, among other things, reviewed the status of the sales process.

By June 28, 2004, FBR had received formal offers for the Transportation segment from three of the five potential buyers that we had asked
to continue in the process. Platinum Equity submitted its offer and a marked copy of the asset purchase agreement to FBR on June 18. Together
with representatives of FBR and Kirkland & Ellis, we reviewed the terms of the three offers and proposed changes to the asset purchase
agreement. FBR contacted the three potential buyers to gain further clarification of the terms of their offers. Representatives of FBR discussed
Platinum Equity�s offer with Mr. Silverman and advised him that in order to be competitive in the process, Platinum Equity would have to
increase its purchase price and provide a revised mark-up of the asset purchase agreement that was more favorable to Aether. Mr. Silverman
agreed to review the offer and submit a revised mark-up of the asset purchase agreement after completing additional due diligence.

Together with representatives of FBR, we continued discussions and due diligence activities with all three potential buyers. One of the
parties was unable to provide us with credible evidence of available financing needed to complete a purchase of our Transportation segment.
Accordingly, on July 19, 2004, we terminated discussions with that party. The second of the three potential buyers insisted on completing
extensive discussions with, and visits to, many of our customers as a condition to entering into negotiations on a definitive agreement. Because
of competitive concerns raised by this potential buyer�s involvement in the transportation industry, we permitted only a limited number of
customer calls to be made. This second potential buyer was unwilling to enter into further discussions with us unless we allowed broad access to
our customers, and on July 15, 2004, they withdrew their offer and ended discussions with us.

Representatives of Platinum Equity conducted additional due diligence at our offices in Owings Mills and engaged in detailed discussions
with members of our senior management team and our Transportation management team between June 29 and July 2, 2004 about various
business subjects.

On July 7, 2004, Platinum Equity submitted a revised proposal, reducing the amount of its offer and modestly revising its mark-up of the
draft agreement based on its confirmatory due diligence. Members of senior management (including Mr. Briganti) discussed the terms of the
revised proposal with representatives of FBR and Kirkland & Ellis. We continued discussions with Platinum Equity on a non-exclusive basis.

On July 9, 2004, Mr. Silverman advised FBR that he and other representatives of Platinum Equity were prepared to travel from Los Angeles
to Washington, D.C. to attempt to negotiate a definitive agreement. We discussed this with representatives of FBR and Kirkland & Ellis and
concluded that it was advisable to proceed with Platinum Equity on a non-exclusive basis and enter into detailed negotiations.
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Mr. Silverman, Jacob Kotzubei, Senior Vice President M&A, and other representatives of Platinum Equity, arrived at the offices of Kirkland &
Ellis in Washington, D.C. on July 13, 2004. Mr. Bass, together with representatives of FBR and Kirkland & Ellis, held the discussions with the
representatives of Platinum Equity, which continued through July 15, 2004. All economic and legal terms were discussed, and by the end of the
day on July 15, the parties had agreed to the key terms of the definitive agreement but Aether had not accepted Platinum Equity�s price and the
parties had not agreed on the terms of a proposed post-closing net working capital adjustment, and certain aspects of the indemnification and
termination provisions. The parties also worked to prepare revised and final disclosure schedules, which were largely agreed upon by July 15. In
addition, Platinum Equity requested that Mr. Oros sign an agreement to vote his shares of our stock in favor of the transaction with Platinum
Equity, and the terms of that agreement were negotiated.

On July 16, 2004, Mr. Bass discussed the remaining open economic terms with senior management, representatives of FBR and Kirkland &
Ellis. During several meetings and discussions at the offices of Kirkland & Ellis on July 16, representatives of FBR and Kirkland & Ellis
requested that Platinum Equity increase its purchase price and revise the proposed net working capital adjustment, indemnification terms and
termination fee to be more favorable to Aether. After detailed discussions that continued into the early morning of July 17, the parties reached
agreement on all terms. It was agreed that both sides would review the definitive agreement and make any final changes on July 19, 2004.
Platinum Equity�s representatives departed Washington, D.C. later in the morning of July 17.

In the evening of July 17, Mr. Bass contacted Mr. Silverman by telephone to address certain aspects of the post-closing net working capital
adjustment. On July 18 and 19, members of our senior management participated in numerous telephone conversations with representatives of
Platinum Equity, FBR and Kirkland & Ellis to resolve disagreements about the terms of the working capital adjustment. All disagreements were
finally resolved on the morning of July 20, and we decided that we were prepared to recommend the transaction to our board of directors. During
this time, Platinum Equity also completed its remaining due diligence.

On the evening of July 20, 2004, our board of directors held a telephonic meeting to discuss the sale of the Transportation segment to
Platinum Equity. Management, along with representatives of FBR and Kirkland & Ellis, reviewed the proposed transaction and answered
questions from the directors. The discussion addressed the terms of the proposed transaction, including contingent liabilities that we might incur
in the future as a result of the negotiated terms of the deal and the conditions to closing of the proposed transaction. The board also reviewed the
right that it had, under the negotiated terms of the proposed asset purchase agreement, to consider (and pursue) any unsolicited superior
proposals that might be received for the Transportation segment. The directors also discussed the impact of the transaction on our continuing
business operations and the possibility that we would be required to repurchase some or all of our outstanding 6% convertible subordinated notes
following the closing of the transaction. Representatives of FBR reviewed the sale process, the various offers that had been made and the
eventual withdrawal of the offers, and its financial analysis of the transaction with Platinum Equity, as discussed below under the heading
�Opinion of Financial Advisor� beginning on page 21. FBR then presented to the directors its oral opinion, subsequently confirmed in writing, that
as of the date and subject to the various qualifications and considerations set forth in its written opinion, the consideration to be paid to Aether in
the proposed transaction was fair, from a financial point of view, to Aether. The terms of FBR�s written opinion were discussed.

After a discussion of these matters and a review of the potential alternatives available to us, the directors unanimously approved the
transaction, recommended that our stockholders approve it, and authorized our management to execute the definitive agreements with Platinum
Equity. All parties signed the definitive agreements on the night of July 20, 2004, and we issued a press release before the markets opened on the
morning of July 21, 2004 announcing the transaction.
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SALE OF TRANSPORTATION SEGMENT

Reasons for the Sale of our Transportation Segment

In reaching its determination to approve the sale of our Transportation segment, the asset purchase agreement and related agreements, our
board of directors consulted with our management and our financial and legal advisors. We are proposing to sell our Transportation segment to
Slingshot because we believe that the sale and the terms of the asset purchase agreement are in the best interests of our company and you.

In reaching its determination to sell the Transportation segment, our board of directors considered the following:

Operating History and Financial Condition of the Transportation Segment

� The Transportation segment has consistently operated at a loss, and if it is to become profitable as part of our business, it would need to
cover not only its direct costs and expenses but also a portion of our corporate costs and expenses associated with being a public company.

� Competition in the industry in which the Transportation segment operates is competitive, and some of our competitors have greater
financial resources.

� Based on the current and anticipated market for Transportation products, the Transportation segment will continue to require additional
capital in order to grow and compete vigorously, and our ability to achieve a favorable return on such additional investment is highly
uncertain, taking into account the Transportation segment�s history of operating losses, including costs associated with being a public
company.

� We were unable to identify any suitable acquisition candidates in the industry in which the Transportation segment operates that we felt
would help us become profitable in the near term.

Results of Our Extensive Strategic Evaluation Process

� During the last two years, our board and senior management have considered a wide range of strategic options for our company, some of
which involved retaining the Transportation segment and others of which involved selling the Transportation segment.

� The strategic activities included an extended sales process to market the Transportation segment to over 80 potential purchasers through
two separate competitive processes, conducted by two separate investment banks, in 2003 and 2004.

� The uncertainty of an extended sales process has not been beneficial to our businesses, including the Transportation segment, and
continuing a strategic process that subjects our businesses to further uncertainty was likely to be viewed negatively by our employees,
customers and suppliers.

� We conducted an extensive sales process and engaged in vigorous negotiations with those parties that expressed a serious interest on
reasonable terms, including representatives of Platinum Equity. We believe that we obtained the highest purchase price that any of the
bidders was willing to pay and the most favorable terms that we could negotiate.

� After considering many strategic options, our management and our board concluded that building and managing a leveraged portfolio of
mortgage-backed securities was the option that appeared more likely to enable us to achieve our key objectives of becoming profitable in
the near term and enhancing the value of our assets (and particularly our significant accumulated net losses) than other options available to
us. We felt that using the proceeds of the proposed sale of the Transportation segment to Slingshot to support the mortgage-backed
securities business, rather than continuing to invest in the Transportation segment, would better serve the interests of our stockholders and
be more consistent with accomplishing our business objectives.
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Benefits of the Sale

The sale of our Transportation segment will:

� allow us to direct substantially all of our financial resources to expanding our investment strategy of building and managing a leveraged
portfolio of mortgage-backed securities;

� reduce the net cash used in the operation of our business. For the fiscal year 2003 and for the six months ended June 30, 2004, the net cash
used by the Transportation segment was approximately $8.2 million and $5.9 million, respectively;

� provide us with an improved organizational focus by permitting management to direct the mortgage-backed securities investment
strategy; and

� provide us with additional equity capital to invest in mortgage-backed securities.

In arriving at its determination that the sale of our Transportation segment to Slingshot is in the best interests of our company and our
stockholders, the board of directors carefully considered the terms of the asset purchase agreement as well as the potential impact of the
proposed sale on our company. As part of this process, the board of directors considered the advice and assistance of its outside financial
advisors and legal counsel. In determining to authorize the proposed sale, the board of directors considered the benefits and factors set forth
above as well as the following:

� the oral opinion provided to our board of directors on July 20, 2004, which was subsequently confirmed in writing by an opinion letter
dated as of July 20, 2004 from FBR, our financial advisor, that the consideration to be paid to us in the transaction is fair, from a financial
point of view, to us;

� the terms and conditions of the asset purchase agreement, including a provision which allows our board to consider unsolicited offers to
purchase the Transportation segment that are superior to Slingshot�s offer, and to accept a superior offer, subject to Slingshot�s right to
match (or beat) any such superior offer and our obligation to pay Slingshot a termination fee in the amount not greater than $1.25 million if
we decide to pursue a transaction with a party other than Slingshot; and

� the fact that the asset purchase agreement did not contain any financing contingency or due diligence conditions.

Our board also considered numerous potential risks associated with engaging in the proposed sale as well as failing to engage in the
proposed sale, as further described below under the heading �Risk Factors,� which begins on page 32. You should carefully consider all of these
risks before deciding how to vote on the proposed sale of assets.

As discussed more fully beginning on page 32, these risks include the following.

� The transaction may not be completed due to the failure to satisfy or waive conditions to closing.

� If the proposed sale is not consummated for any reason, the revenues and income of our Transportation segment, as well as the value of
our common stock, could be adversely affected because of the potential for a loss of customers, suppliers and employees and other
negative factors due to potential confusion or concern over the failure to consummate the transaction and our future intentions with respect
to the Transportation segment.

� Our inability under the terms of the asset purchase agreement to solicit other acquisition proposals, and the possibility that we may be
required to pay Slingshot a termination fee if we were to terminate the asset purchase agreement to accept a superior proposal, may
discourage other parties from proposing to purchase our Transportation segment or make it unlikely that we will receive additional
proposals.
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� The amount of the purchase price we receive in the transaction may vary, depending on some future contingencies, including the amount
of net working capital at closing and liabilities for our indemnification obligations for breaches of our representations, warranties and
covenants in the asset purchase agreement, so it is possible we may not receive all of the cash provided for in the asset purchase
agreement.

� If the proposed sale is not completed, we may not be able to invest in our strategy of building and managing a leveraged portfolio of
mortgage-backed securities, and this may adversely affect our ability to achieve our objectives of becoming profitable in the near term and
enhancing the value of our assets to our stockholders.
The foregoing discussion of the information and factors considered by our board of directors is not intended to be exhaustive, but does

include the material factors considered. In view of the complexity and wide variety of information and factors, both positive and negative,
considered by the board, it is not practical to quantify, rank or otherwise assign relative or specific weights to the factors considered. In addition,
the board did not reach any specific conclusion with respect to each of the factors considered, or any aspect of any particular factor. Instead, the
board conducted an overall analysis of the factors described above, including discussions with management and legal and financial advisors. In
considering the factors described above, individual members of the board may have given different weight to different factors. The board
considered all of these factors in totality and concluded, on the whole, such factors supported its determination to approve the proposed sale of
our Transportation segment. After taking into consideration all of the factors set forth above, our board of directors, following consultation with
its legal and financial advisors, concluded that the proposed sale is fair to, and in the best interests of, our company and our stockholders, and
that we should proceed with the sale.

Recommendation of the Board of Directors
The board of directors has determined that the proposed sale of our Transportation segment is fair to, and in the best interests of, our

company and our stockholders. The board of directors unanimously approved the asset purchase agreement and the sale contemplated by
it and unanimously recommends that the stockholders vote in favor of the proposal to sell the assets of our Transportation segment
pursuant to the asset purchase agreement.

Opinion of Financial Advisor
Pursuant to an engagement letter dated February 25, 2004, as amended and restated on May 18, 2004, Aether retained Friedman, Billings,

Ramsey & Co., Inc., or FBR, as its financial advisor in connection with the proposed sale of the transportation division.

At the meeting of the board of directors of Aether on July 20, 2004, FBR rendered its oral opinion to the board of directors, subsequently
confirmed in writing, that, as of such date and based upon and subject to the various qualifications and considerations set forth in the opinion,
the consideration to be paid to Aether in the proposed transaction was fair, from a financial point of view, to Aether. No limitations or other
instructions were imposed by Aether�s board of directors upon FBR with respect to the investigations made or procedures followed by it in
rendering its opinion.

The full text of the written opinion of FBR dated July 20, 2004, which sets forth the assumptions made, procedures followed, matters
considered and limits on the scope of the review undertaken by FBR, is attached as Appendix B to this proxy statement and is incorporated
herein by reference. We urge you to read the opinion in its entirety. FBR�s written opinion, which is addressed to the board of directors of Aether,
is directed only to the fairness of the cash consideration, from a financial point of view, to be received by Aether pursuant to the asset purchase
agreement as of the date of the opinion. It does not address any other aspect of the proposed transaction, nor does it constitute a recommendation
as to how you should vote at the special meeting. The summary of the opinion of FBR set forth in this proxy statement is qualified in its entirety
by reference to the full text of such opinion.
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In arriving at its opinion, FBR, among other things:

1. reviewed the draft asset purchase agreement dated July 20, 2004 and its financial terms and conditions;

2. reviewed Aether�s annual report on Form 10-K for the year ended December 31, 2003 and Aether�s quarterly report on Form 10-Q for
the period ended March 31, 2004, as well as the current reports filed on Form 8-K since January 1, 2004;

3. reviewed certain other publicly available business and financial information of Platinum Equity, Aether and the transportation
division;

4. reviewed certain internal financial statements and other financial and operating data of Aether and the Transportation segment,
including certain financial forecasts and other forward-looking financial information concerning the Transportation segment, prepared
and furnished to FBR by us;

5. held discussions with our senior management and senior management of the Transportation segment and our advisors and legal
counsel concerning the transaction, as well as the business, past and current operations, financial condition and future prospects of the
Transportation segment;

6. compared the financial performance of the Transportation segment with that of certain other public companies FBR deemed
comparable to the Transportation segment and whose securities are traded in public markets;

7. compared the financial terms of the proposed sale with the financial terms, to the extent publicly available, of other announced and
completed transactions that FBR deemed relevant;

8. reviewed general industry information for the communications, data communications and technology industries in which Aether and
the Transportation segment operate;

9. prepared a discounted cash flow analysis of the Transportation segment;

10. reviewed the financial and operating performance, customer data and projected trends for the data communications and technology
industries, in which the Transportation segment operates and is, in part, affected by;

11. held discussions with our senior management and senior management of the Transportation segment regarding the business lines,
customers and operations of the transportation division; and

12. made such other studies and inquiries, and reviewed such other data, as FBR deemed relevant.

FBR assumed and relied, without independent verification, upon the accuracy and completeness of all information reviewed by it for the
purposes of its opinion. With regard to the information provided to FBR by Aether, FBR assumed (and FBR was assured by our senior
management team) that all such information is complete and accurate in all material respects and FBR has assumed there are no (and FBR has
been assured by our senior management team that we are unaware of) any facts or circumstances that would make such information incomplete,
inaccurate or misleading. With respect to the financial projections provided to FBR by Aether, FBR assumed that such projections were prepared
in good faith on reasonable bases reflecting management�s current best estimates and judgments of the transportation division�s future financial
performance. FBR�s opinion was based substantially upon the financial projections and estimates described above. Further, without limiting the
foregoing, FBR has assumed, without independent verification, that the historical and projected financial information provided to FBR by
Aether accurately reflects the historical and projected operations of Aether and the Transportation segment. FBR further assumed that the draft
asset purchase agreement furnished to it was identical in all material respects to the definitive asset purchase agreement executed in connection
with the transaction and that the transaction will be consummated in accordance with the terms of the asset
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purchase agreement including that in all respects material to FBR�s analysis, the representations and warranties made by the parties to the asset
purchase agreement are true and accurate.

FBR has not made an independent evaluation or appraisal of the assets or liabilities of the Transportation segment or Aether, and FBR was
not furnished with any such evaluation or appraisal. In addition, FBR did not make an independent evaluation or appraisal of the Transportation
segment, Aether or Platinum Equity after the transaction and accordingly expressed no opinion as to the future prospects, plans or viability of the
Transportation segment, Aether or Platinum Equity after the transaction. FBR�s opinion is based on market, economic, financial and other
circumstances and conditions as they exist and can only be evaluated as of the date of the opinion, and any material change in such
circumstances and conditions would require a reevaluation of FBR�s opinion, which FBR is under no obligation to undertake.

FBR expressed no opinion as to the underlying business decision of Aether to effect the proposed sale, the structure, or accounting
treatment or tax consequences of the asset purchase agreement or the availability or the advisability of any alternatives to the transaction. FBR
did not structure the transaction. Further, FBR expressed no opinion as to the value of Aether common stock upon the consummation of the
transaction or the price at which Aether common stock will trade at any time. FBR�s opinion is limited to the fairness, from a financial point of
view, of the consideration to be paid to Aether in the proposed sale. FBR expressed no opinion with respect to any other reasons, legal, business,
or otherwise, that may support the decision of our board of directors to approve or consummate the proposed sale.

The following represents a brief summary of the material financial analyses performed by FBR in connection with providing its opinion to
our board of directors. The value of the consideration payable by Slingshot to Aether in the transaction is $25 million. Some of the summaries of
financial analyses performed by FBR include information presented in tabular format. In order to fully understand the financial analyses
performed by FBR, the tables should be read together with the text of each summary. The tables alone do not constitute a complete description
of the financial analyses.

Comparable Company Analysis
In performing a comparable company analysis, FBR examined public companies it considered to have characteristics reasonably similar to

the Transportation segment, either in terms of the industry group, business model and/or financial and operational characteristics. While no
company was identified as having exactly the same risks, financial and operating characteristics, relevant markets and customer and other
comparable factors as the Transportation segment, companies with similar business characteristics, including the type of services offered, service
lines, markets, distribution channels, customer bases, growth prospects or operating strategies were identified. The comparable companies FBR
analyzed included:

� @Road Inc.

� Trimble Navigation Ltd

� TeleCommunication Systems, Inc.

� Comtech Telecommunications Corp.

� Descartes Systems Group Inc.

In performing its analysis, FBR made certain judgments and assumptions, many of which are beyond the control of Aether and the
Transportation segment, such as the impact of competition on the Transportation segment or the industry generally, industry growth, and the
absence of any material adverse change in the financial condition and prospects the Transportation segment, the industry or the financial markets
in general.

All the projected financial information for the Transportation segment used in the comparable company analysis was based on projections
provided by Aether. All the projected financial data for the comparable companies used in the comparable company analysis were obtained from
published Wall Street research analysts� reports and forecasts and other publicly available third party sources.
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Enterprise Value to Revenue Analysis
FBR compared enterprise value as a multiple of projected revenue for the calendar years ended December 31, 2004 and 2005 for the

comparable companies. FBR then applied the enterprise value to revenue multiples of the comparable group to the projected Transportation
segment revenue to derive a range of implied enterprise values for the Transportation segment. The following table sets forth the implied range
of enterprise values indicated by this analysis:

CY2004E CY2005E

Low High Low High

Implied Transportation
Segment Enterprise
Value $ 10.0  million $ 113.3  million $ 12.1  million $ 108.4  million

FBR observed that the $25 million cash consideration being paid under the asset purchase agreement is within the range of low and high
implied enterprise values for the Transportation segment based on the comparable group.

Enterprise Value to EBITDA Analysis
FBR compared enterprise value as a multiple of projected earnings before interest, taxes, depreciation and amortization, or EBITDA, for the

calendar years ended December 31, 2004 and 2005 for the comparable companies. FBR then applied the enterprise value to EBITDA multiples
of the comparable group to the projected Transportation segment revenue to derive a range of implied enterprise values for the Transportation
segment. The following table sets forth the implied range of enterprise values indicated by this analysis:

CY2004E CY2005E

Low High Low High

Implied Transportation
Segment Enterprise
Value Not Meaningful Not Meaningful $ 3.7  million $ 12.9  million

FBR noted that the implied enterprise value in 2004 is not meaningful because the Transportation segment is projected to generate negative
EBITDA for 2004. FBR observed that the $25 million cash consideration being paid under the asset purchase agreement is greater than the high
2005 implied enterprise value obtained from the comparable group.

Price to Earnings Analysis
FBR compared stock price as a multiple of projected earnings per share for the calendar years ended December 31, 2004 and 2005 for the

comparable companies. FBR then applied the price to earnings multiples of the comparable group to the projected Transportation segment
earnings to derive a range of implied equity values for the Transportation segment. The following table sets forth the implied range of equity
values indicated by this analysis:

CY2004E CY2005E

Low High Low High

Not Meaningful Not Meaningful $ 11.5  million $ 25.7  million

Edgar Filing: AETHER SYSTEMS INC - Form DEFM14A

33



Implied
Transportation
Segment Equity
Value

FBR noted that the implied equity value in 2004 is not meaningful because the Transportation segment is projected to generate negative net
earnings for 2004. FBR observed that the $25 million cash consideration being paid under the asset purchase agreement is within the range of
low and high 2005 implied equity values for the Transportation segment based on the comparable group.

FBR noted that the comparable company analysis was just one of several analyses used by FBR to reach its fairness determination. No
company or business utilized in the comparable company analysis is
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identical to the Transportation segment. Accordingly, an analysis of the foregoing involves complex considerations and judgments concerning
differences in financial and operating characteristics and other factors that could affect the acquisition, public trading and other values of
comparable companies or the business segment or company to which they are being compared.

Comparable Transactions Analysis
Using publicly available information, FBR reviewed the terms of certain announced, pending or completed merger and acquisition

transactions and compared relevant operating and valuation metrics for these transactions to similar operating and valuation metrics of the
Transportation segment.

In performing its analysis, FBR selected transactions that have been announced since January 1, 2002 and completed in the last two years,
in which the target entity had an enterprise value or total consideration ranging from $5 million to $100 million and that involved one of the
following criteria: (i) the transactions involved target businesses in the wireless data industry, communications services industry, enterprise
software industry or supply chain services industry referred to as the industry transactions, or (ii) the transactions involved an asset purchase for
cash consideration referred to as the asset purchase transactions. In each case, FBR used estimates based on public filings, news articles,
published Wall Street research analysts� reports and forecasts and other publicly available third party sources.

Industry Transaction Analysis
FBR reviewed the financial terms, to the extent publicly available, of the following industry transactions:

Announcement Date Name of Acquirer Name of Target

1/02/04 Retalix Ltd OMI International, Inc.
9/15/03 Pumatech Inc Synchrologic Inc.
11/19/03 Metrocal Holdings Inc. Weblink Wireless, Inc.
6/5/03 Battery Ventures Made2Manage Systems Inc.

12/20/02 Sybase, Inc. AvantGo, Inc.
8/14/02 Symbol Technologies Inc. @pos.com, Inc.

For each acquired entity in the industry transaction analysis, FBR analyzed the total consideration relative to the trailing twelve months
revenues for the twelve-month period preceding the announcement date of the proposed sale. The following table sets forth the implied range of
consideration values for the Transportation segment indicated by this analysis:

Low High

Implied Transportation Segment Consideration Value $ 3.9  million $ 172.5  million

FBR observed that the $25 million cash consideration paid under the asset purchase agreement is within the range of the implied
consideration based on the comparable Industry Transactions.
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Asset Purchase Transaction Analysis
FBR reviewed the financial terms, to the extent publicly available, of the following asset purchase transactions:

Announcement Date Name of Acquirer Name of Target

1/29/04 JDA Software Group Inc. Timera Retail Solutions
1/5/04 Cranes Software International Ltd. SPSS Inc.

12/19/03 TeleCommunication Systems Aether Systems
4/16/03 Group 1 Software Inc. SAGENT Technology Inc.
7/30/03 Tecnomatix Technologies US Data Corporation
2/26/03 Witness Systems Inc. Eyretel Plc
12/9/02 Certegy Inc. Netzee Inc.

For each acquired entity in the asset purchase transaction analysis, FBR analyzed the total consideration relative to the trailing twelve
months revenues for the twelve-month period preceding the announcement date of the transaction. The following table sets forth the implied
range of consideration values for the Transportation segment indicated by this analysis:

Low High

Implied Transportation Segment Consideration Value $ 12.4  million $ 71.5  million

FBR observed that the $25 million cash consideration being paid under the asset purchase agreement is within the range of the implied
consideration based on the comparable asset purchase transactions.

FBR noted that the comparable transaction analysis was just one of several analyses used by FBR to reach its fairness determination. No
company, business or transaction utilized in the comparable transaction analysis is identical to the Transportation segment or the transaction.
Accordingly, an analysis of the foregoing involves complex considerations and judgments concerning differences in financial and operating
characteristics and other factors that could affect the acquisition, public trading and other values of comparable companies, precedent
transactions or the business segment, company or transactions to which they are being compared.

Discounted Cash Flow Analysis
FBR performed a discounted cash flow analysis for the Transportation segment in which it calculated the present value of the projected

future free cash flows (less current net debt) of the Transportation segment. The Transportation segment is a division of Aether and has neither
cash nor long-term debt on its balance sheet, resulting in an equity value produced by the discounted cash flow analysis approximately equal to
the Transportation segment�s enterprise value. FBR analyzed financial projections provided by Aether to conduct the discounted cash flow
analysis. FBR estimated a range of theoretical values for the Transportation segment based on the sum of the net present value of the
Transportation segment�s implied annual cash flows through 2007 plus a terminal value for the Transportation segment in 2007, which was
calculated based on a multiple of projected revenue. FBR applied a range of discount rates from 20% to 30% and a range of terminal revenue
multiples from 0.90x to 1.10x of forecasted fiscal 2007 free cash flow. The following table sets forth the implied range of equity values for the
Transportation segment indicated by this analysis:

Low High

Implied Transportation Segment Equity Value $ 48.1  million $ 69.9  million

FBR observed that the $25 million cash consideration being paid under the asset purchase agreement fell below the range of implied equity
values based on the discounted cash flow analysis. FBR noted that, for reasons previously stated above, discounted cash flow analysis was just
one of several analyses used by FBR to reach its fairness determination.
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Other Considerations
The preparation of a fairness opinion is a complex process that involves the application of subjective business judgment in determining the

most appropriate and relevant methods of financial analysis and the application of those methods to the particular circumstances and, therefore,
is not necessarily susceptible to partial consideration of the analyses or summary description. FBR believes that its analyses must be considered
as a whole and that selecting certain portions of the analyses and of the factors considered, without keeping them in the proper context of full
information, would create an incomplete or misleading view of the processes underlying its opinion.

In view of the wide variety of factors considered in connection with its evaluation of the fairness of the consideration to be paid, from a
financial point of view, to Aether, FBR did not find it practicable to assign relative weights to the factors considered in reaching its opinion. No
single company or transaction used in the above analyses as a comparison was identical to the Transportation segment nor was any transaction
identical to the proposed transaction. The analyses were prepared solely to provide information upon which FBR could render an opinion as to
whether or not the consideration to be paid to Aether in the transaction was fair, from a financial point of view, to Aether. The analyses
performed by FBR are not intended to be appraisals or to reflect the prices at which businesses or securities actually may be sold in different
circumstances.

In connection with its analyses, FBR made, based on information provided by Aether, numerous assumptions with respect to industry
performance, general business and economic conditions and other matters, many of which are beyond Aether�s control. Analyses based upon
forecasts of future results are not necessarily indicative of actual future results, which may be significantly more or less favorable than suggested
by these analyses. Because these analyses are inherently subject to uncertainty, and are based upon numerous factors or events beyond the
control of Aether, Platinum Equity and Slingshot, or their advisors, none of Aether, Platinum Equity, Slingshot, FBR, or any other person
assumes responsibility if future results or actual values are materially different from these forecasts or assumptions.

The consideration payable in the proposed sale was determined through negotiation between Aether and Platinum Equity and the decision to
enter into the asset purchase agreement was solely that of Aether�s board of directors. FBR provided advice to Aether during these negotiations,
but did not recommend any specific amount of consideration to Aether. FBR also did not recommend that any specific amount of consideration
constituted the only appropriate amount of consideration for the proposed sale. FBR�s opinion was one of the factors taken into consideration by
our board of directors in making its determination to engage in the proposed sale. Consequently, the analyses described above should not be
viewed as determinative of the opinion of our board of directors or our management with respect to the value of the Transportation segment or
whether our board of directors would have been willing to agree to different consideration.

FBR is a nationally recognized investment banking firm and, as part of its investment banking activities, is regularly engaged in the
valuation of businesses and their securities in connection with mergers, acquisitions, underwritings, sales and distributions of listed and unlisted
securities, private placements and valuations for corporate and other purposes. FBR was selected by Aether because of its expertise, reputation
and qualifications, and because its investment banking professionals have substantial experience in transactions comparable to this transaction.

As compensation for its services in connection with the transaction, Aether has paid FBR a retainer fee of $100,000 and will pay FBR an
advisory fee equal to $1 million in consideration for FBR�s services as financial advisor in connection with the transaction. The retainer fee will
be offset against the advisory fee. The advisory fee is payable in two installments as follows: (i) 25% of such advisory fee was payable upon
signing of a definitive agreement, and (ii) 75% of such advisory fee is payable upon closing of the proposed sale of the Transportation segment.
In addition, Aether has agreed to reimburse FBR for reasonable out of pocket expenses, and indemnify FBR against certain liabilities arising out
of FBR�s engagement.
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FBR�s research department currently provides research coverage regarding securities issued by Aether. In addition, FBR maintains a market
in the shares of Aether�s common stock. In the ordinary course of business, FBR may trade in Aether�s securities for its own account and the
accounts of its customers and, accordingly, may at any time hold a long or short position in the securities of Aether. Furthermore, FBR may have
a beneficial ownership interest in investment funds that invest in the securities of Aether. FBR is currently providing financial advisory and
investment banking services to Aether, and has in the past provided financial advisory and investment banking services to Aether. Aether paid
FBR an aggregate of $400,000 for financial advisory and investment banking services performed in February and March 2004 unrelated to this
transaction. An affiliate of FBR has also entered into an investment advisory agreement with Aether to provide asset management services and
receives compensation based on the size and performance of Aether�s mortgage-backed securities portfolio. FBR or one of its affiliates may in
the future provide financial advisory and/or investment banking services to Aether or Platinum Equity for which FBR would receive customary
fees.
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OTHER CONSIDERATIONS

Principal Stockholders Agreement

Mr. Oros, our Chairman and Chief Executive Officer, NexGen Technologies, L.L.C. and Slingshot entered into a principal stockholder
agreement concurrently with our execution of the asset purchase agreement. As of July 20, 2004, Mr. Oros beneficially owned, directly and
through NexGen Technologies, 4,518,043 shares of Aether�s common stock, which represented approximately 10.4% percent of our outstanding
shares of our capital stock.

The following description summarizes the provisions of the principal stockholder agreement and is qualified in its entirety by reference to
the complete text of the principal stockholder agreement attached as Appendix C to this proxy statement. This summary does not purport to
describe all the terms of the principal stockholder agreement. We urge you to read carefully the entire principal stockholder agreement for its
terms and other information that may be important to you.

Pursuant to the terms of the principal stockholder agreement, Mr. Oros has agreed to:

� vote his shares of Aether common stock in favor of the approval of the proposed sale of assets and the adoption of the asset purchase
agreement at the special meeting. and against any acquisition proposal and any other action that may reasonably be expected to impede,
interfere with, delay, postpone, attempt to discourage or have a material adverse effect on the consummation of, the sale of assets
contemplated by the asset purchase agreement;

� if requested, execute (and not revoke) a proxy in favor of Slingshot to vote his shares of Aether common stock in favor of the approval of
the sale of our Transportation segment and the adoption of the asset purchase agreement at the special meeting; or

� if requested, execute a written consent approving the sale of assets and adopting the asset purchase agreement.

The principal stockholder agreement will terminate:

� automatically at the earlier of the closing or the termination of the asset purchase agreement or

� if our stockholders do not approve the proposed sale of our Transportation segment.

Mr. Oros did not receive any consideration for entering into the principal stockholders agreement.

Ancillary Agreements

The parties will enter into mutually agreeable arrangements to provide Slingshot with transition services that are provided by Aether to the
Transportation segment and to provide Slingshot with rights to certain intellectual property necessary to operate the Transportation segment after
the closing through a transition services agreement, deal license agreement, patent assignment, copyright assignment and trademark assignment.

Interests of Directors and Executive Officers in the Sale of Assets

In considering the recommendation of our board of directors with respect to the asset purchase agreement, you should be aware that certain
of our directors and executive officers have interests in the sale of assets that are in addition to, or different from, the interests of our
stockholders generally and that create potential conflicts of interest. These interests are described below:

� Mr. Oros, our Chairman and Chief Executive Officer, has entered into a voting agreement as discussed above;

� pursuant to his employment agreement, Frank Briganti, President of the Transportation segment, will receive a bonus equal to 0.5% of the
purchase price received by Aether under the asset purchase agreement, or approximately $125,000; and
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� 10,125 options to purchase our common stock will vest and the forfeiture provisions applicable to 3,333 restricted shares of our common
stock held by Mr. Briganti will lapse upon the closing of the proposed sale of our Transportation segment.
As of August 4, 2004, our directors and executive officers owned of record 6,388,175 shares of our outstanding common stock, representing

approximately 14% of the outstanding votes of common stock. The vote of holders of a majority of the shares of Aether�s common stock
outstanding on the record date is required to approve the asset purchase agreement.

Guarantee and Funding

The Fund has absolutely and unconditionally guaranteed the payment and performance of all of the obligations of Slingshot under the asset
purchase agreement. The Fund has agreed to provide Slingshot with up to 100% of the necessary funding to enable Slingshot to pay the purchase
price under the asset purchase agreement and has represented to us that it has undrawn commitments from its limited partners to enable it to
satisfy its obligations under the asset purchase agreement. If Slingshot defaults in the payment or performance of any of its obligations under the
asset purchase agreement, the Fund has agreed to perform such obligations. The Fund�s guarantee will survive termination of the asset purchase
agreement if the asset purchase agreement is terminated because of a material breach of a representation or covenant or is terminated by
Slingshot in breach of the terms of the asset purchase agreement. If the sale of assets is completed, the Fund�s guarantee obligations shall
terminate at the closing.

Appraisal Rights

Neither Delaware law, our certificate of incorporation nor our Bylaws provide for appraisal or other similar rights for stockholders who do
not vote in favor of, or vote against, the sale of our Transportation segment.

Required Approvals

Neither we nor Slingshot are aware of any regulatory requirements or governmental approvals or actions that may be required to
consummate the sale of our Transportation segment, except for compliance with the applicable regulations of the Securities and Exchange
Commission in connection with this proxy statement and the Delaware General Corporation Law in connection with the stockholder approval
being requested at the special meeting for which this proxy statement has been prepared.

Accounting Treatment

The proposed sale of our Transportation segment will be accounted for as a sale of net assets. During the three months ended June 30, 2004,
we recognized an impairment loss of $26.6 million related to goodwill and certain other long-lived assets based upon the value implied by the
negotiated sale price for the business. Accordingly, we believe, but cannot be certain, that further gains or losses upon consummation of the sale
will not be material. If the stockholders approve the sale of the Transportation segment, the historical and future financial results of the
Transportation segment will be reported as results of discontinued operations in our statements of operations. As a result of our recent agreement
to sell our Mobile Government segment to BIO-key International, Inc., we expect that we will reclassify the historical and future results of the
Mobile Government business to �discontinued operations� in the third quarter.

6% Convertible Subordinated Notes

The indenture governing our 6% senior convertible subordinated notes requires that we offer to repurchase the notes in the event of the sale
of substantially all of our assets within 45 business days of the closing of the proposed sale. We have decided to treat the sale of our
Transportation segment as a sale of substantially all of our assets for purposes of the indenture. As a result, the holders of our 6% convertible
subordinated notes will have the right to require us to repurchase their outstanding notes for the principal amount outstanding plus accrued and
unpaid interest to the date of repurchase. We will
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repurchase the notes of holders who properly exercise the repurchase right in accordance with the terms of the notes. If the proposed sale closes
on September 30, 2004 and all of the holders of the notes exercise their right to require us to repurchase the notes, we estimate that we would
pay approximately $159.8 million to repurchase the notes.

In lieu of making this repurchase offer, we are considering redeeming our 6% senior subordinated notes in accordance with the terms of the
indenture for a price of 101.2% of the principal amount of each outstanding note plus accrued interest up to the redemption date. If we were to
redeem the notes as of September 30, 2004, we estimate that we would pay approximately $161.6 million to redeem the notes, and we would
incur a charge to earnings of approximately $2.4 million comprised of $1.8 million attributable to the premium payable on the redemption and
$0.6 million of deferred financing costs. Any decision to redeem the notes must be approved by our board of directors.

Mobile Government

On August 16, 2004, we announced that we entered into a definitive agreement to sell our Mobile Government segment to BIO-Key
International, Inc. for $10 million in cash. Whether or not the proposed sale of our Transportation segment is approved by holders of a majority
of our outstanding shares of common stock and then completed, we do not anticipate that we will seek additional stockholder approval for the
sale of our Mobile Government segment.

Tax Consequences

The following is a summary of the principal material United States federal income tax consequences relating to the proposed sale of our
Transportation segment.

The proposed sale of our Transportation segment will be a transaction taxable to us for United States federal income tax purposes. We will
recognize taxable income equal to the amount realized on the sale in excess of our tax basis in the assets sold. The amount realized on the sale
will consist of the cash we receive in exchange for the assets sold, plus the amount of related liabilities assumed by Slingshot. Although the sale
of our Transportation segment will result in a taxable gain to us, substantially all of the taxable gain will be offset against our current year losses
from operations plus available net operating loss carry forwards, as currently reflected on our consolidated federal income tax returns.

The proposed sale of our Transportation segment will not be a taxable event for our stockholders under applicable United States federal
income tax laws.

This summary does not consider the effect of any applicable foreign, state, local or other tax laws nor does it address tax consequences
applicable to stockholders that may be subject to special federal income tax rules. This summary is based on the current provisions of the
Internal Revenue Code, existing, temporary, and proposed Treasury regulations thereunder, and current administrative rulings and court
decisions. Future legislative, judicial or administrative actions or decisions, which may be retroactive in effect, may affect the accuracy of any
statements in this summary with respect to the transactions entered into or contemplated prior to the effective date of those changes.
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RISK FACTORS

You should carefully consider the risk factors described below as well as other information provided to you in this proxy statement in
deciding how to vote on the proposal to sell our Transportation segment. If any of the following risk factors actually occur, our business,
financial condition or results of operations could be materially adversely affected.

Risk Factors Regarding the Proposal to Sell Our Transportation Segment

The proposed sale may not be completed if the conditions to closing are not satisfied or waived.

The proposed sale of our Transportation segment may not be completed because the conditions to closing, including our ability to obtain
stockholder approval and required consents from third parties such as landlords and parties to important contracts, may not be satisfied or
waived. If the transaction is not completed, it is possible we will have difficulty recouping the costs incurred in connection with negotiating the
proposed transaction, and our business may be seriously harmed.

We may not receive all of the cash purchase price provided for in the asset purchase agreement, and accordingly, we may have less cash to
fund our remaining operations and to invest in a leveraged portfolio of mortgage-backed securities.

Pursuant to the asset purchase agreement, if our net working capital as of the closing date is less than approximately $27.6 million, the
amount of the purchase price we will receive will be reduced dollar for dollar. In the event that the purchase price is reduced because the closing
net working capital is less than approximately $27.6 million, we will have less cash resources to invest in our mortgage-backed securities
investment strategy.

The asset purchase agreement will expose us to contingent liabilities up to an amount equal to the purchase price which could adversely
affect our ability to invest in a leveraged portfolio of mortgage-backed securities.

In the asset purchase agreement we have made customary representations and warranties, which are described below under the heading
�Summary of Material Terms of the Asset Purchase Agreement � Representations and Warranties.� We agreed to indemnify Slingshot for any
losses from breaches of most of our representations and warranties that occur within 18 months after the closing date of the proposed sale. Our
indemnification obligation for a breach of representations and warranties relating to:

� organization and good standing

� authorization

� title to property, and

� broker�s fees
survive the closing indefinitely.

Our representations and warranties relating to:

� employee benefit plans

� taxes, and

� environmental matters
survive until the expiration of the shortest applicable statute of limitations (or if none, three years).

Our aggregate indemnification obligations for breaches of representations and warranties relating to the sufficiency of assets we are selling
to Slingshot to operate the Transportation segment, as well as those representations and warranties listed above, are limited to an amount equal
to the purchase price. Our aggregate indemnification obligations for all other breaches of representations and warranties are limited to
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$10 million. The payment of any such indemnification obligations could adversely impact our cash resources following the completion of the
sale.

If the proposed sale is not completed, we may explore other potential transactions, but alternatives may be less favorable to us.

If the proposed sale is not completed, we may explore other strategic alternatives, including a sale of the assets of our Transportation
segment to, or a business combination with, another party. An alternative transaction may have terms that are less favorable to us than the terms
of the proposed sale, or we may be unable to reach agreement with any third party on an alternative transaction that we would consider to be
reasonable.

If the proposed sale is not approved, continued operation of our Transportation segment may result in us incurring additional operating
losses and additional funding requirements.

If our stockholders do not approve the proposed sale, we will continue to operate our Transportation segment unless and until we are able to
negotiate another transaction that our board of directors believes is in the best interest of our company and our stockholders. Continued operation
of the Transportation segment may result in our sustaining further operating losses and consuming additional amounts of cash to support the
operation of the business and the costs of operating that business as part of a public company. We also may be required to fund additional
investments in the Transportation segment to enable it to compete effectively with other companies in the future.

The failure to complete the proposed sale may result in a decrease in the market value of our common stock and may impair our ability to
achieve our objectives of becoming profitable as quickly as possible and enhancing the value of our assets to our stockholders.

If our stockholders fail to approve the proposed sale, or if the proposed sale is not completed for any other reason, the market price of our
common stock may decline. In addition, failure to complete the proposed sale may substantially limit our ability to implement our strategy to
invest in a leveraged portfolio of mortgage-backed securities.

Risk Factors Relating to Our Company if Our Transportation Segment is Sold

By completing the proposed sale, we will be selling the assets that generate most of our revenue.

By selling our Transportation segment, we will be selling the business that generates our most significant source of revenue. Our only
remaining operating business will be our Mobile Government segment, which we have agreed to sell to BIO-key International, Inc., and it has
not generated sufficient profits to cover both its own direct costs and expenses and the corporate costs and expenses that we must incur to
operate as a public company. Although we have entered into a definitive agreement to sell our Mobile Government business to BIO-key
International, Inc., there can be no assurance that we will be able to complete that sale. If we are unable to complete the sale of the Mobile
Government segment, we may have to make additional changes to our business strategy, such us reducing the expected scope of our
mortgage-backed securities activities or pursuing other additional strategic alternatives.

Our business following the asset sale will depend primarily on the success of our mortgage-backed securities investment strategy.

Our mortgage-backed securities investment strategy will be our largest business after the sale of our Transportation segment, and our
business will be dependent on the success of this strategy. Our Mobile Government segment, which we have agreed to sell to BIO-key
International, Inc., generated total revenues of $20.9 million in 2003, and it has generated total revenues of $9.5 million through the first six
months of 2004. Our mortgage-backed securities investment strategy is in its earliest stages, having been initiated only in late June 2004.
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If the risks associated with our mortgage-backed securities investment strategy previously disclosed by us occur, then our business, financial
condition and results of operation could be materially adversely affected.

On June 10, 2004 we filed a Current Report on Form 8-K that discussed in detail certain risks related to our planned strategy of building and
managing a leveraged portfolio of mortgage backed securities. In our Quarterly Report on Form 10-Q, which we filed with the SEC on August 9,
2004, we discussed several additional risks associated with the potential expansion of the mortgage-backed securities strategy to become our
largest business. These risks include:

� borrowing costs increasing faster than our returns on investment;

� sustained increases in short-term interest rates;

� accelerated rates of prepayment on underlying mortgages;

� inability to achieve targeted borrowing levels;

� availability of borrowings;

� exceeding target leverage ratios;

� compliance with the Investment Company Act of 1940; and

� application of accumulated earnings tax.

If any of these risks (or the additional risks identified in our 8-K and 10-Q filings referenced above) occur, our business, financial condition
and results of operation could be materially adversely affected.

During the process of managing our leveraged portfolio of mortgage-backed securities as our primary business, the price of our stock may
decline or be extremely volatile.

Our stock price may fluctuate widely as we seek to complete our strategic activities and move toward full implementation of our strategy to
build and manage a leveraged portfolio of mortgaged-backed securities and other securities consistent with our new investment strategy as our
primary business. This may be particularly true until we establish a track record in managing this new business and are able to demonstrate an
ability to deliver a consistent and predictable level of performance and results. In addition, the price of our company�s stock is likely to move in
response to changes in the conditions in the mortgage-backed securities industry and to changes in interest rates, as well as in response to our
operating performance.
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SUMMARY OF MATERIAL TERMS OF THE ASSET PURCHASE AGREEMENT

The following is a summary of the material provisions of the asset purchase agreement, a copy of which is attached as Appendix A to this
proxy statement, and is incorporated by reference into this summary. While we believe this summary covers the material terms of the asset
purchase agreement, this summary may not contain all of the information that is important to you, and we urge you to read the asset purchase
agreement in its entirety.

The Parties

Aether provides wireless and mobile data solutions that increase efficiency and productivity for the transportation, fleet management, and
mobile government markets. We have also implemented a new strategy in which we will focus on building and managing a leveraged portfolio
of mortgage-backed securities.

� Our transportation and fleet management solutions, are used by over 600 fleets and, include the MobileMaxTM multi-mode system.
MobileMax automatically switches between land-based and satellite communications to ensure complete coverage and cost-effective
communications.

� Our public safety solutions help hundreds of police and fire departments in North America leverage the power of wireless for improved
service to the public. The PacketCluster family of products provides officers in the field with empowering applications including direct
access to motor vehicle and warrant information within seconds, and paperless reporting systems.
More information about Aether can be obtained at Aether�s website at www.aethersystems.com.

Slingshot Acquisition Corporation is a Delaware corporation formed by Platinum Equity Capital Partners, L.P. to purchase the assets of our
Transportation segment under the asset purchase agreement.

Platinum Equity Capital Partners, L.P., a Delaware limited partnership and together with its affiliated private equity funds, is a $700 million
private equity fund and the 100% owner of Slingshot. In this proxy statement, we refer to Platinum Equity Capital Partners, L.P. as the �Fund.�

Platinum Equity, an affiliate of Slingshot and the Fund, is a global M&A&OSM firm specialized in the merger, acquisition and operation of
mission-critical services and solutions companies. Since its founding in 1995, Platinum Equity has acquired more than 40 businesses and built a
portfolio of 19 market-leading companies with over 32,000 employees, more than 600,000 customer sites and annual revenues of $5.5 billion. In
this proxy statement, references to �Platinum Equity� means Platinum Equity, LLC and its affiliates, including the Fund and Slingshot. Platinum
Equity has its principal place of business at 2049 Century Park East, Suite 2700, Los Angeles, CA 90067, telephone: (310) 712-1850.

Asset Sale

On July 20, 2004, our board of directors unanimously approved the asset purchase agreement under which we agreed to sell the assets of
our Transportation segment to Slingshot for $25 million in cash plus the assumption of certain liabilities.

Purchased Assets and Assumed Liabilities

The assets to be sold pursuant to the asset purchase agreement consist of all the operating assets used primarily in the business of the
Transportation segment and include (but are not limited to) the following:

� operation of the Transportation segment as a going-concern;

� rights under contracts with the customers and suppliers of the Transportation segment;

� such inventory held or used in connection with the Transportation segment;

� personal property used in the Transportation segment;
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� real property leases and equipment leases;

� approvals, permits or licenses that are necessary for the operation of the Transportation segment to the extent they can be transferred;

� revenue attributable to the HM 5000 agreements obtained in the acquisition of certain assets of @Track Communications, Inc.;

� rights and obligations under any trust or fiduciary agreements and lockboxes and lockbox accounts;

� business records, customer lists, and phone and fax numbers;

� intellectual property rights (including patents, trademarks and copyrights); and

� products and services of the Transportation segment marketed, sold or otherwise distributed prior to the closing of the transaction
including the GeoLogic,TM Aether 20/20VTM and MobileMaxTM product lines.
Specifically excluded from the purchased assets are:

� cash and cash equivalents;

� tax prepayments, claims or refunds;

� rights and obligations under contracts that are not assumed;

� amounts included in goodwill for financial statement purposes;

� rights under the asset purchase agreement and ancillary agreements;

� corporate seals, certificates of incorporation, and other corporate books;

� life insurance policies and other insurance policies;

� books and records prepared or relating to the sale of the Transportation segment;

� assets owned by or held by any of our employee benefits plans;

� confidential and proprietary information relating to Aether or any of our affiliates� products or business, other than matters used exclusively
in the Transportation segment;

� trademark�s in any of the following words �Aether,� �Aether Systems,� or �AIM� and all intellectual property licensed to Slingshot pursuant to
the asset purchase agreement; and

� assets not owned primarily in the operation of the Transportation segment.

Slingshot is assuming liabilities:

� incurred in connection with, or arising out of, the ownership or operation of the Transportation segment on or after the closing date;

� relating to the purchased assets, including assumed contracts;

� set forth on the closing statement of assets and liabilities;

� liabilities for taxes associated with the operation of the Transportation segment after the closing; and
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� liabilities associated with certain product warranty claims and product defects as agreed upon by the parties.

Slingshot is not assuming any liabilities of the Transportation segment other than as described above. Slingshot is not assuming:

� pre-closing tax liabilities;

� liabilities related to excluded assets;
36

Edgar Filing: AETHER SYSTEMS INC - Form DEFM14A

50



� liabilities related to transferred employees based on pre-closing facts or liabilities under our employee plans;

� our liabilities under the asset purchase agreement and related agreements;

� liabilities related to pre-closing breaches of contract (including warranties) or torts;

� indebtedness for borrowed money;

� liabilities between us and our subsidiaries;

� liabilities under any contract that is not assumed, other than a contract Slingshot obtains the benefit of in accordance with the asset
purchase agreement;

� liabilities under any change of control agreement with any transferred employee;

� liabilities to any holder of our common stock;

� pre-closing liabilities related to environmental laws;

� liabilities arising out of our failure to comply with applicable law; and

� liabilities arising from litigation based on our activities before the closing.
Purchase Price

The purchase price to be received by us under the asset purchase agreement is $25 million in cash, subject to certain post-closing
adjustments for changes to net working capital as described below.

A dollar-for-dollar adjustment to the purchase price will occur if the net working capital calculated as of the end of the month immediately
preceding the closing of the proposed sale is less than approximately $27.6 million or greater than $28.2 million. Net working capital means the
remainder of (1) the sum of accounts receivable, inventory and prepaid expenses minus (2) accounts payable and accrued expenses, each
calculated in accordance with GAAP and consistent with our past practice. Net working capital does not include deferred revenue related to
hardware sales, deferred costs and operating expenses related to hardware sales, deferred taxes and intangible assets. Within forty-five days after
the closing, we will prepare and deliver to Slingshot a statement containing the net working capital as of the close of business on the last day of
the month immediately preceding the closing date, unless the closing occurred on the last business day of the month, in which case the statement
will be as of the closing date. If there are disagreements with the net working capital statement, the asset purchase agreement contains a dispute
resolution mechanism under which a mutually agreeable independent accounting firm will resolve the dispute.

Based on the June 30, 2004 unaudited financial statements, there would be a negative adjustment to the purchase price of approximately
$850,000. We believe, however, that although the Transportation segment�s working capital has changed since March 31, 2004, it is expected to
continue to change in the future and, at this time, we cannot determine whether there will be an adjustment to the purchase price at closing.

If the closing does not occur on the last business day of the month, the operation of the Transportation segment for the period from the
closing to the end of the month following the closing will be for the account of Slingshot. To the extent the cash received during this period
exceeds the cash payments made during this period, we will pay such difference to Slingshot. If the cash payments made during this period
exceed the cash received, Slingshot will pay the amount of such difference to us.

Representations and Warranties

We have made a number of limited representations and warranties, subject to qualification in some cases, in the asset purchase agreement
relating to (subject to certain exceptions):

� our corporate organization and good standing, and authority to enter into, and enforceability of, the asset purchase agreement and the
related transaction documents;
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� sufficiency of assets;

� condition of tangible assets;

� material contracts;

� customers and suppliers;

� litigation and claims;

� compliance with laws and regulations;

� accuracy of filings made with the SEC;

� accuracy of the financial statements;

� absence of certain changes or events since March 31, 2004;

� our facilities;

� absence of violations or defaults under our material agreements;

� insurance matters;

� inventory used in the Transportation segment;

� warranties and product defects;

� environmental matters;

� tax matters;

� employees and employee benefit matters;

� accounts payable and accounts receivable;

� bank, money market and brokerage accounts;

� use of brokers, finders or investment bankers in connection with the asset sale;

� books and records; and

� intellectual property including the patents, copyrights and trademarks used primarily in the operation of the Transportation segment.

Slingshot has represented and warranted to us that it is an organization in good standing and has authority to enter into the asset purchase
agreement and the related transaction documents. Slingshot has represented that no approval is required for it to consummate the purchase of the
Transportation segment, the asset purchase agreement and the related transaction documents are enforceable and do not result in the breach of
Slingshot�s organizational documents or any applicable law, that no brokers fees will be paid in connection with this transaction, and that it will
have sufficient funds in cash to pay the purchase price. Slingshot acknowledged it conducted its own due diligence and analysis of the
Transportation segment and that we made no representation or warranty with respect to any of the estimates or projections of the Transportation
segment.
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For purposes of claims for indemnification, the representations set forth above survive for eighteen months except for those representations
of Seller (1) relating to organization and good standing, authority, title to property and broker�s fees which survive indefinitely and (2) those
relating to employee benefit plans, taxes and environmental matters which survive for 60 days after the expiration of the statue of limitations or
three years if no statue of limitations applies.

Covenants

     Operation of the Business

The asset purchase agreement also contains customary covenants on our operation and use of the assets related to the Transportation
segment between the signing of the asset purchase agreement and the closing. Until the closing, we have agreed to operate the business in the
ordinary course consistent with past practice and maintain our relationships with material customers and suppliers and use commercially
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reasonable efforts to maintain the purchased assets in reasonably good operating condition, normal wear and tear excepted. We will not, without
Slingshot�s prior written consent:

� dispose any of the assets or license any of the intellectual property used in the operation of the Transportation segment other than in the
ordinary course of business;

� pay liabilities other than in the ordinary course of business;

� create any encumbrances on the purchased assets;

� sell, transfer or assign any of the purchased assets other than in the ordinary course of business;

� delay or postpone the payment of accounts payable or other liabilities other than in the ordinary course of business;

� enter into any agreement to pay a bonus or alter the employment terms of any of the employees who work primarily for the Transportation
segment;

� materially modify or amend any material contract;

� waive or release any right or claim to any of the purchased assets;

� enter any agreements or other obligations or commitments relating to the Transportation segment that would be a material contract, other
than in the ordinary course of business;

� institute or settle any arbitration or regulatory proceeding;

� make any capital expenditures or commitments thereof with respect to the Transportation segment involving the payment of more than
$50,000 individually or $100,000 in the aggregate;

� incur any liabilities except for liabilities entered into in the ordinary course of business; or

� commit to take any of the foregoing actions.
     Non-Solicitation

We agreed that we will not, and will cause our representatives not to, directly or indirectly:

� solicit, initiate, assist or encourage the making by any person of any acquisition proposal (defined below); or

� participate in any discussions or negotiations regarding, or furnish or disclose to any person any information with respect to an acquisition
proposal.
We are not limited, however, in our ability to discuss or negotiate with respect to a transaction or proposal that does not involve the

Transportation segment or that does not prevent us from completing the proposed sale.

We are required to promptly notify Slingshot of any acquisition proposal specifying the material terms and conditions thereof and the
identity of the party making such proposal. We also agreed to keep Slingshot reasonably informed on a prompt basis of the status and details of
any acquisition proposal.

An acquisition proposal means any offer or proposal that is in writing, is from any person, other than Slingshot or its affiliates or
representatives, that relates to:

� any merger, consolidation, share exchange, business combination, issuance of securities, acquisition of securities, tender offer, exchange
offer or other similar transaction (i) in which we are a constituent corporation, (ii) in which a person or group directly or indirectly acquires
securities representing more than 20% of Aether�s outstanding shares of common stock or (iii) in which we issue securities representing

Edgar Filing: AETHER SYSTEMS INC - Form DEFM14A

55



more than 20% of the outstanding shares of common stock;
39

Edgar Filing: AETHER SYSTEMS INC - Form DEFM14A

56



� any sale, lease, exchange, transfer, license, acquisition or disposition of any assets that constitute more than 10% of the assets to be sold
under the asset purchase agreement (other than the sale of assets in the ordinary course of the business); or

� any liquidation or dissolution of Aether.

Notwithstanding any provision described in this section to the contrary, prior to closing, our board of directors is permitted to furnish
non-public information to, and enter into discussions with, a person who has made an unsolicited, written, bona fide proposal or offer regarding
a superior proposal (defined below) if:

� neither Aether nor any of our representatives have violated any of the non-solicitation provisions in the asset purchase agreement;

� our board of directors concludes in good faith, after having taken into account the advice of its outside legal counsel and financial advisors,
that such action is required in order for our board of directors to comply with their fiduciary obligations to our stockholders under
applicable law; and

� at least two business days prior to furnishing any such nonpublic information to, or entering into discussions with, such person, we give
Slingshot written notice of the receipt of a superior proposal specifying the material terms of such superior proposal and the identity of the
person making such superior proposal.
Slingshot has two business days following notice of the superior proposal to provide us with written notice of its revised offer. We are

prohibited from changing our stockholder recommendation with respect to such superior proposal until this two�day period has expired.

A superior proposal means an unsolicited bona fide acquisition proposal that our board of directors has determined in its reasonable
judgment, after consultation with its financial and legal advisors, would, if consummated, be more favorable to us and our stockholders, taking
into account the identity of the offeror and the legal, financial, regulatory and other aspects of the proposal, than the terms of the Platinum asset
purchase agreement.

     Stockholder Meeting and Proxy

We agreed to take all action necessary to hold the special meeting to vote on the proposed sale of the Transportation segment to Slingshot
and use our commercially reasonable efforts to hold the special meeting as close to the end of a month as permitted by our charter and bylaws
and applicable rules, regulations, laws and listing requirements. We agreed to prepare and file with the SEC this proxy statement as promptly as
practicable after the date of the asset purchase agreement and use our commercially reasonable best efforts to solicit proxies in favor of the
proposed sale. We have agreed that the proxy statement will include a statement that our board has unanimously approved the transaction, and
we have agreed not to withdraw or modify the board�s recommendation in a manner adverse to Slingshot. However, if we receive a superior
proposal and our board determines that it must withdraw or modify its recommendation to our stockholders in order to comply with its fiduciary
obligations, it may withdraw or modify its recommendation.

     Non-Competition

We have agreed that we will not compete against Slingshot in the business of providing wireless and mobile data solutions for the
transportation industries for two years following the closing date. We are allowed to continue operating and may invest in our Mobile
Government segment as long as such operation or expansion does not compete with or involve the provision of wireless and mobile data
solutions for the transportation industry.
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     Employee Matters

We have agreed that for a period of two years after the sale of the Transportation segment, neither we nor any of our affiliates, will solicit to
employ any transferred employee (other than by general advertisements) who is, at the time of such solicitation, an employee of Slingshot.

Slingshot agreed to offer employment to all of the employees who work for the Transportation segment on the date of such offer at salary
and benefit levels substantially comparable to the terms and conditions of employment with us immediately prior to the closing date. These
transferred employees will cease to participate in our employee benefit plans as of the closing and will be entitled to participate in Slingshot�s
employee plans, programs and arrangements at the same level of seniority and participation as such employee received at Aether. As soon as
reasonably practicable after closing, any employee plan of Slingshot that is a tax-qualified defined contribution plan will accept eligible rollover
distributions on behalf of a transferred employee.

The parties agreed that for purposes of the Worker Adjustment and Retraining Notification Act of 1988, as amended, or the WARN Act, we
will be responsible for all required notices before the closing of the sale and Slingshot will be responsible for all required notices on or after the
closing. All employees of the Transportation segment will be deemed to have become employees of Slingshot immediately on the closing date
for purposes of the WARN Act.

     Guarantee

The Fund has absolutely and unconditionally guaranteed the prompt, complete and full payment and performance of all obligations of
Slingshot up to closing under the asset purchase agreement. If Slingshot defaults in the payment or performance of any of its obligations under
the asset purchase agreement, the Fund has agreed to perform such obligation when demanded by us. If the asset purchase agreement is
terminated because of a material breach of a representation, warranty, covenant or obligation in the asset purchase agreement or is terminated by
Buyer in breach of the terms of the asset purchase agreement, the Fund�s guarantee obligations shall continue until the 60th day following the
expiration of the applicable statute of limitations applicable to claims that could be made in respect of any such breach. If the sale of assets is
completed, the Fund�s guarantee obligations shall terminate at the closing.

Trademarks
We granted Slingshot a non-exclusive, royalty-free license to use the following trademarks: �Aether,� �Aether Systems� and �AIM� for a period

of six months after the closing. After such time, Slingshot must cease using these trademarks and must remove all signs or advertisements and
destroy all items and materials containing such marks.

     Closing

The closing will occur on the second business day after the special meeting if the proposed sale of the Transportation segment is approved
by our stockholders and all other conditions have been satisfied or waived. The parties agreed to use commercially reasonable efforts to satisfy
the conditions to closing prior to the special meeting, and if they are unable to hold the closing on or prior to the twentieth day of the month, then
the parties agreed to hold the closing on the last business day of the month.

     Access to Information

Upon reasonable notice, we will cause our officers, directors, employees, agents, representatives, accountants and counsel to:

� afford Slingshot and its representatives reasonable access, during normal business hours, to our offices, properties, plants, other facilities,
and books and records relating to the wireless business and to our officers, directors and employees who have any knowledge relating to
the Transportation segment, and
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� furnish to the officers, employees, agents, accountants, counsel, financing sources and representatives of Slingshot additional financial and
operating data and other information regarding the assets, properties, liabilities and goodwill of the Transportation segment that are
reasonably available to us as reasonably requested by Slingshot.
Such information will be subject to the non-disclosure agreement binding the parties.

     Regulatory and Other Authorizations

We have agreed to use our reasonable commercial efforts to obtain all authorizations, consents, orders and approvals of all third parties,
including all governmental authorities that may be or become reasonably necessary for the performance of our obligations under the asset
purchase agreement and related agreements and to cooperate fully with Slingshot in promptly seeking to obtain all such authorizations, consents,
orders and approvals.

The parties have also agreed that, in the event that any consent, approval or authorization reasonably necessary or desirable to preserve for
the Transportation segment any right or benefit under any assumed contract is not obtained prior to the closing, we will, subsequent to the
closing, attempt to obtain such consent, approval or authorization as promptly after the closing as is reasonably practicable. If such consent,
approval or authorization cannot be obtained, we are required to use our reasonable commercial efforts to provide Slingshot with the rights and
benefits of any such assumed contract, and we will enforce for Slingshot�s account any rights arising from such contract.

     Notice of Developments

Prior to the closing, we are required to promptly notify Slingshot of matters that should have been disclosed or described in schedules to the
asset purchase agreement and matters occurring after the date of the asset purchase agreement that, would, if they existed on July 20, 2004, have
been disclosed on schedules to asset purchase agreement.

     Confidentiality

Subject to our rights with respect to the excluded assets and the excluded liabilities, we have agreed to, and have agreed to use our
reasonable best efforts to cause our affiliates to hold in confidence all confidential documents and information concerning Slingshot and its
affiliates and all confidential information regarding the business, purchased assets, and assumed liabilities.

Slingshot has agreed to, and has agreed to use its reasonable best efforts to cause its affiliates to, hold in confidence all confidential
documents and information concerning Aether and our affiliates.

These confidentiality obligations do not apply to any information that (a) at the time of disclosure, is available publicly and was not
disclosed in breach of the asset purchase agreement, (b) we reasonably believes is necessary or advisable in connection with any claim against us
or Slingshot or for which we or Slingshot are purportedly responsible, whether by a third party or otherwise or (c) later lawfully becomes known
from sources other than Slingshot Aether and such person is not under a non-disclosure or confidentiality agreement.

Notwithstanding the foregoing, Slingshot�s confidentiality obligations with respect to the purchased assets and the business of the
Transportation segment will terminate at the closing of the transaction.

     Further Assurances

Each party agreed to cooperate fully with the other party, prior to and after the closing, to execute additional documents as may be
reasonably requested to better evidence the proposed sale and to effectuate the intent and purposes of the asset purchase agreement.

42

Edgar Filing: AETHER SYSTEMS INC - Form DEFM14A

59



Closing Conditions

The obligation of each party to complete the purchase and sale of the Transportation segment is subject to the satisfaction or waiver of the
following conditions:

� receipt of authorizations, consents, approvals and permits of governmental authorities as specified in the asset purchase agreement;

� absence of any injunction or order that would restrain or otherwise prevent the proposed sale;

� approval of the proposed sale by our stockholders; and

� execution of the ancillary agreements by us and Slingshot.

Our obligation to complete the sale of the Transportation segment is subject to the satisfaction or waiver of the following conditions:

� Slingshot having performed in all material respects its pre-closing obligations and covenants;

� representations and warranties of Slingshot that are qualified as to materiality being true and correct as of July 20, 2004 and the closing
date (unless expressly related to an earlier date, in which case they must be true and correct as of such earlier date), except where failures,
individually or together with all other failures, do not have a material adverse effect on the business, operations or financial condition of
Slingshot that adversely affects Slingshot�s ability to consummate or in any material way frustrates, delays or impedes consummation of the
proposed sale;

� representations and warranties of Slingshot that are not qualified as to materiality being true and correct in all material respects as of
July 20, 2004 and the closing date (unless expressly related to an earlier date, in which case they must be materially true and correct as of
such earlier date), except where failures, individually or together with all other failures, do not have a material adverse effect on the
business, operations or financial condition of Slingshot that adversely affects Slingshot�s ability to consummate or in any material way
frustrates, delays or impedes consummation of the proposed sale; and

� delivery by Slingshot of an officer�s certificate stating that each of the foregoing conditions has been satisfied. Slingshot�s obligation to
complete the purchase of the Transportation segment is subject to the satisfaction or waiver of the following conditions:

� Aether having performed in all material respects with its pre-closing obligations and covenants;

� our representations and warranties that are qualified as to materiality being true and correct as of July 20, 2004 and the closing date (unless
expressly related to an earlier date, in which case they must be true and correct as of such earlier date), except for changes contemplated by
the asset purchase agreement and where failures, individually or together with all other failures, do not have a material adverse effect (as
defined below);

� our representations and warranties that are not qualified as to materiality being true and correct in all material respects as of July 20, 2004
and the closing date (unless expressly related to an earlier date, in which case they must be materially true and correct as of such earlier
date), except for changes contemplated by the asset purchase agreement and where failures, individually or together with all other failures,
do not have a material adverse effect (as defined below);

� delivery by us of an officer�s certificate stating that each of the foregoing conditions has been satisfied;

� the absence of a material adverse effect (as defined below); and

� receipt of consents from third parties to assignment of permits and certain material contracts.

Material adverse effect means any event or change that has a material adverse effect on the purchased assets, results of operations,
personnel or financial condition of the Transportation segment,
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taken as a whole, other than any event or change relating to the U.S. economy in general, to the industries in which the Transportation segment
operates and not specifically relating to the Transportation segment) or to any outbreak or escalation of hostilities or act of terrorism. In addition,
any negative effect from the announcement of the asset purchase agreement or the sale of assets or the fulfillment of the parties� obligations
under the asset purchase agreement is not a material adverse effect.

Indemnification

The parties have agreed to indemnify each other for breaches of their respective representations, warranties and covenants contained in the
asset purchase agreement. The indemnification provided for under the asset purchase agreement is the exclusive remedy of the parties after
closing, except in the case of fraud. Generally, each party�s representations and warranties survive closing for a period of eighteen months. Our
representations and warranties with respect to organization and good standing, authority, title to property and broker�s fees survive indefinitely.
Our representations and warranties with respect to environmental matters, employee benefit plans and taxes survive until the date that is sixty
days past the applicable statute of limitations (or if no statute of limitations, the third anniversary of the closing date). Claims related to fraud
survive indefinitely. In order to be indemnified, the party making a claim must provide written notice of a claim within the relevant time period
outlined above.

We have agreed to indemnify Slingshot for:

� breach of any of our representations and warranties;

� breach of any of our covenants;

� any liability arising from or related to the excluded assets;

� any liability that is not an assumed liability, including the excluded liabilities; and

� our ownership and operation of the Transportation segment prior to closing, other than with respect to the assumed liabilities.

Slingshot agreed to indemnify us for:

� breach of any of its representations and warranties;

� breach of any of its covenants;

� the assumed liabilities; and

� the ownership and operation of the Transportation segment after closing, other than with respect to the excluded liabilities.

Our obligation to indemnify Slingshot will not arise until its losses reach a minimum of $250,000 and then our liability is for the excess
above $250,000. Our liability for indemnification is limited to an amount in excess of $10 million, except in the case of breach of covenants,
fraud and breach of representations regarding organization and good standing, authority, title to property, sufficiency of assets and broker�s fees,
in which case our liability is limited to the purchase price.

If we effect a liquidation or winding-up of our affairs, we agreed to reserve an amount equal to $10 million (less any amounts already paid
in satisfaction of prior indemnification claims). This escrow will remain in place until eighteen months after the closing date or such later date as
we reasonably determine that it is no longer necessary to satisfy any then-pending claims for indemnification.

Tax Indemnity

We have agreed to indemnify Slingshot for liabilities for taxes arising or resulting from our operation of the Transportation segment prior to
the closing. Slingshot has agreed to indemnify us for any tax

44

Edgar Filing: AETHER SYSTEMS INC - Form DEFM14A

61



liabilities arising or resulting from its operation of the Transportation segment (including any tax liabilities arising out transactions that Slingshot
causes to occur after the closing date).

With respect to taxes incurred during the current tax year, the parties agreed to allocate such amounts as follows:

� income, sales and use and withholding taxes will be apportioned as if the allocation period consisted of two taxable years (or periods);

� real estate taxes will be apportioned on the closing date based on the most recent year�s tax bill; and

� all other taxes, will be apportioned on a per diem basis.

If Slingshot receives a refund or tax abatement or credit which is attributable to our operation of the business or another tax asset, Slingshot
has agreed to pay us an amount equal to such refund, abatement or credit.

Termination

The asset purchase agreement may be terminated at any time prior to closing:

� by mutual consent of the parties;

� by either party, if the closing does not take place before December 31, 2004;

� by either party, if a court or governmental entity enjoins, restrains or prohibits the sale;

� by us, if we accept a superior proposal and pay the required termination fee to Slingshot;

� by Slingshot, if our board of directors withdraws its recommendation to the stockholders or our board of director�s recommends or
approves another acquisition proposal;

� by Slingshot or us, if the asset purchase agreement is not approved by our stockholders; and

� by Slingshot or us, if the non-terminating party has breached any representation or warranty or covenant in any material respect, such
breach results in a closing condition related to the performance of a covenant or related to the truth of a representation or warranty to fail to
be satisfied and such breach is not cured within sixty days.
We have agreed to pay Slingshot a fee equal to $1 million plus the reasonable out-of-pocket expenses incurred in connection with the

negotiation and preparation of the asset purchase agreement (not to exceed $250,000) if we terminate the asset purchase agreement to pursue a
superior proposal or if either Aether or Slingshot terminates the asset purchase agreement after our board of directors withdraws or modifies its
recommendation of the proposed sale in a manner adverse to Slingshot. Also, we have agreed to pay Slingshot a fee equal to $500,000 plus fees
and expenses (not to exceed $250,000) if our stockholders fail to approve the transaction.

Records

After closing for a period of three years, Slingshot has agreed to provide us with access to the books and records of the Transportation
segment that we transferred to Slingshot as part of the sale. In return, for a period of three years after the closing, we have agreed to provide
Slingshot access to any books and records related to the operation of the Transportation segment that were not transferred as part of the sale. In
each case, the reviewing party shall bear any costs associated with such access.

The parties have also agreed that for a period of three years after the closing, each party will assist the other party (when requested) with the
preparation of any tax returns or with any audit or inquiry by a taxing authority or any judicial or administrative proceeding. The requesting
party will reimburse the assisting party for any out-of-pocket costs incurred in these circumstances.
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Public Announcements

The parties agreed not to issue or release any press releases or other public announcement announcing the sale of the Transportation
segment to Slingshot without the prior written consent of the other party (not to be unreasonably withheld) except as required by applicable law,
rule, regulation or listing requirement. After the initial announcement, the parties may issue additional press releases or announcements without
the other party�s consent as long as the information in the release is consistent with the initial release.

Fees and Expenses

Except for any termination fee we may need to pay Slingshot, each party will bear its own costs and expenses incurred in connection with
the asset purchase agreement, including legal, accounting and investment banking fees and expenses and the fees and expenses associated with
the filing, printing and mailing of this proxy statement and any amendments to it. We anticipate that the total costs we incur in connection with
the asset purchase agreement will be approximately $2.5 million.

Amendment and Waiver.

Subject to applicable law, the asset purchase agreement may be amended and observance of its terms waived by a writing signed by the
party to be bound thereby. By written notice to the other party, the parties may waive:

� any of the conditions to its obligations under the asset purchase agreement or extend the time for the performance of any of the obligations
or actions of the others;

� any inaccuracies in the representations of the other contained in the asset purchase agreement or in any ancillary document;

� compliance with any of the covenants of the other contained in the asset purchase agreement; or

� or modify performance of any of the obligations of the others.

Waiver of the breach of any one or more provisions of the asset purchase agreement will not constitute a waiver of other breaches or
subsequent breaches of the same provision(s).
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UNAUDITED PRO FORMA FINANCIAL INFORMATION

The following unaudited pro forma financial statements give effect to the sale of our Transportation segment. The unaudited pro forma
condensed consolidated balance sheet and statements of operations filed with this report are presented for illustrative purposes only. The pro
forma balance sheet as of June 30, 2004 has been prepared to reflect the sale of our Transportation segment as if such sale had taken place on
such date, and is not necessarily indicative of the financial position of Aether had such sale occurred on that date. The pro forma results of
operations for the six months ended June 30, 2004, and the years ended December 31, 2001, 2002 and 2003 have been prepared assuming that
the transaction occurred as of the beginning of each of these periods, and are not necessarily indicative of the results of operations for future
periods or the results that actually would have been realized had we sold the select assets and liabilities of our Transportation segment as of
those dates. The unaudited pro forma financial statements, including notes thereto, should be read in conjunction with the historical financial
statements of Aether included in our Form 10-K for the year ended December 31, 2003, the unaudited financial statements filed in our
Form 10-Q for the quarter ended June 30, 2004 and the unaudited financial statements of the Transportation segment included as Appendix D.

Costs and expenses attributed to the Transportation segment include direct costs primarily associated with the Transportation segment, as
well as corporate expenses, including accounting, legal and human resources expenses. The corporate expenses were allocated to the
Transportation segment based upon the percentage of revenue of the Transportation segment relative to Aether�s consolidated revenue.
Management believes the basis of the allocations is reasonable. Certain corporate non-operating transactions of Aether have not been allocated
to the Transportation segment. These items include interest income on Aether�s cash and cash equivalents, interest expense and gains on early
retirement of Aether�s 6% convertible notes. Only interest income directly attributable to the Transportation segment has been included in the
financial results of the Transportation segment. As a result of the impact of these allocations, the financial statements included as Appendix D to
this proxy statement differ from the unaudited financial information for the Transportation segment included in Aether�s prior quarterly and
annual filings with the Securities and Exchange Commission. The previously filed segment information was not required to, and does not,
include such allocations.

The unaudited pro forma statements of operations reflect the elimination of the revenues and the direct costs associated with the
Transportation segment, leaving only the results of our Mobile Government segment, which we have agreed to sell to BIO-key International,
Inc., and the cost of our corporate and financing activities. Corporate expenses that were allocated to the Transportation segment have not been
eliminated because the buyer following the sale will not assume these costs as part of the proposed sale. However, in the event that the sales of
the Transportation and Mobile Government segments are completed, management expects to reduce the amount of corporate expenses to a level
estimated to support Aether�s mortgaged-backed securities strategy. As such, the unaudited pro forma financial statements do not reflect other
costs savings that may occur as a result of Aether�s focusing its effort on the mortgaged-backed securities strategy.
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Aether Systems, Inc.

Unaudited Pro Forma Condensed Consolidated Balance Sheet

June 30, 2004
(in thousands)

Pro Forma
Adjustments

Historical (A) Pro Forma

ASSETS
Current assets:

Cash and cash equivalents $252,562 $ 22,700 $275,262
Trade accounts receivable, net 13,634 (4,705) 8,929
Inventory, net 12,058 (12,000) 58
Net investment in sales-type leases (current) 3,068 (3,068) �
Prepaid and other current assets 14,969 (10,542) 4,427

Total current assets 296,291 (7,615) 288,676
Restricted cash 11,490 � 11,490
Investments 211 � 211
Property and equipment, net 7,439 (5,223) 2,216
Goodwill 4,249 � 4,249
Intangibles, net 5,981 (3,945) 2,036
Net investment in sales-type leases (non-current) 8,651 (8,651) �
Other assets 8,700 (6,666) 2,034

Total assets $343,012 $(32,100) $310,912

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:

Convertible subordinated notes payable $154,912 $ � $154,912
Accounts payable and accrued expenses 11,360 (3,732) 7,628
Accrued employee compensation and benefits 2,203 (945) 1,258
Deferred revenue 14,528 (8,864) 5,664
Restructuring reserve (current portion) 419 � 419
Accrued interest payable 2,529 � 2,529

Total current liabilities 185,951 (13,541) 172,410
Deferred revenue, (less current portion) 18,335 (18,335) �
Other long term liabilities 580 � 580

Total liabilities 204,866 (31,876) 172,990
Stockholders� equity 138,146 (224) 137,922

Total liabilities and stockholders� equity $343,012 $(32,100) $310,912

(A) Reflects the receipt of net proceeds of $22.7 million from the sale of the Transportation segment and the disposition of the respective
assets and liabilities.
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Aether Systems, Inc.

Unaudited Pro Forma Condensed Consolidated Statement of Operations

Year Ended December 31, 2003
(amounts in thousands)

Pro Forma
Adjustments

Historical (A) Pro Forma

Subscriber $ 25,972 $(25,296) $ 676
Software and related services 19,382 � 19,382
Hardware 10,196 (9,320) 876

Total revenue 55,550 (34,616) 20,934

Subscriber 11,759 (11,280) 479
Software and related services 4,507 � 4,507
Hardware 10,774 (9,940) 834

Total cost of revenue 27,040 (21,220) 5,820

Gross profit 28,510 (13,396) 15,114

Research and development 10,282 (4,468) 5,814
General and administrative 29,092 (11,690) 17,402
Selling and marketing 7,799 (3,830) 3,969
Depreciation and amortization 9,986 (4,428) 5,558
Option and warrant expense 1,315 (109) 1,206
Impairment of intangibles and other assets 2,036 (677) 1,359
Loss on disposal of assets 744 � 744
Restructuring charge 372 (10) 362

Total operating expense 61,626 (25,212) 36,414

Operating loss (33,116) 11,816 (21,300)

Interest income 7,222 (1,182) 6,040
Interest expense (10,393) � (10,393)
Equity in losses of investments (97) � (97)
Investment gains (losses) 587 � 587

Loss from continuing operations before discontinued
operations (35,797) 10,634 (25,163)

Loss from discontinued operations (13,655) � (13,655)

Net loss $(49,452) $ 10,634 $(38,818)

Net loss per share � basic and diluted $ (1.16) $ (0.91)

Weighted average shares outstanding � basis and diluted 42,616 42,616
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(A) Reflects the elimination of the results of operations of the Transportation segment.
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Aether Systems, Inc.

Unaudited Pro Forma Condensed Consolidated Statement of Operations

Year Ended December 31, 2002
(amounts in thousands)

Pro Forma
Adjustments

Historical (A) Pro Forma

Subscriber $ 31,302 $(30,990) $ 312
Software and related services 19,550 � 19,550
Hardware 8,469 (7,841) 628

Total revenue 59,321 (38,831) 20,490

Subscriber 15,846 (15,647) 199
Software and related services 6,150 � 6,150
Hardware 7,441 (6,834) 607

Total cost of revenue 29,437 (22,481) 6,956

Gross profit 29,884 (16,350) 13,534

Research and development 10,296 (4,045) 6,251
General and administrative 41,569 (15,097) 26,472
Selling and marketing 11,007 (4,182) 6,825
Depreciation and amortization 13,103 (3,314) 9,789
Option and warrant expense 3,132 (90) 3,042
Impairment of intangibles and other assets 33,655 (22,823) 10,832
Restructuring charge 1,703 (345) 1,358

Total operating expense 114,465 (49,896) 64,569

Operating loss (84,581) 33,546 (51,035)

Interest income 10,504 (541) 9,963
Interest expense (15,843) � (15,843)
Equity in losses of investments (4,744) � (4,744)
Gain on early extinguishment of debt 42,765 � 42,765
Investment gains (losses) (14,412) � (14,412)
Income tax benefit 618 � 618

Loss from continuing operations before discontinued
operations and cumulative effect of change in accounting
principle (65,693) 33,005 (32,688)

Loss from discontinued operations (225,853) � (225,853)

Loss from continuing operations before cumulative effect
of change in accounting principle (291,546) 33,005 (258,541)

Cumulative effect of change in accounting principle (33,876) 1,839 (32,037)

Net loss $(325,422) $ 34,844 $(290,578)

Net loss per share � basic and diluted $ (7.73) $ (6.90)
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Weighted average shares outstanding � basis and diluted 42,117 42,117

(A) Reflects the elimination of the results of operations of the Transportation segment.
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Aether Systems, Inc.

Unaudited Pro Forma Condensed Consolidated Statement of Operations

Year Ended December 31, 2001
(amounts in thousands)

Pro Forma
Adjustments

Historical (A) Pro Forma

Subscriber $ 10,420 $(10,420) $ �
Software and related services 22,521 � 22,521
Hardware 7,395 (3,583) 3,812

Total revenue 40,336 (14,003) 26,333

Subscriber 6,825 (6,825) �
Software and related services 7,982 � 7,982
Hardware 6,787 (3,238) 3,549

Total cost of revenue 21,594 (10,063) 11,531

Gross profit 18,742 (3,940) 14,802

Research and development 14,983 (3,768) 11,215
General and administrative 52,550 (10,084) 42,466
Selling and marketing 18,956 (6,972) 11,984
Depreciation and amortization 38,377 (14,026) 24,351
Option and warrant expense 4,689 (148) 4,541
Impairment of intangibles and other assets 76,536 � 76,536
Restructuring charge 1,770 (132) 1,638

Total operating expense 207,861 (35,130) 172,731

Operating loss (189,119) (31,190) (157,929)

Interest income 27,658 � 27,658
Interest expense (20,428) � (20,428)
Equity in losses of investments (57,523) � (57,523)
Gain on early extinguishment of debt 7,684 � 7,684
Investment gains (losses) (143,384) � (143,384)

Loss from continuing operations before discontinued
operations and cumulative effect of change in accounting
principle (375,112) (31,190) (343,922)

Loss from discontinued operations (1,285,547) � (1,285,547)

Loss from continuing operations before cumulative effect
of change in accounting principle (1,660,659) (31,190) (1,629,469)

Cumulative effect of change in accounting principle 6,564 � 6,564

Net loss $(1,654,095) $(31,190) $(1,622,905)

Net loss per share � basic and diluted $ (40.61) $ (39.84)
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Weighted average shares outstanding � basis and diluted 40,732 40,732

(A) Reflects the elimination of the results of operations of the Transportation segment.
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Aether Systems, Inc.

Unaudited Pro Forma Condensed Consolidated Statement of Operations

Six Months Ended June 30, 2004
(amounts in thousands)

Adjustments
Pro Forma

Historical (A) Pro Forma

Subscriber $ 10,044 $ (9,943) $ 101
Software and related services 8,366 � 8,366
Hardware 6,480 (5,493) 987

Total revenue 24,890 (15,436) 9,454

Subscriber 3,777 (3,746) 31
Software and related services 2,390 � 2,390
Hardware 7,373 (6,404) 969

Total cost of revenue 13,540 (10,150) 3,390

Gross profit 11,350 (5,286) 6,064

Research and development 5,126 (2,165) 2,961
General and administrative 13,616 (4,980) 8,636
Selling and marketing 3,388 (1,821) 1,567
Depreciation and amortization 4,441 (1,957) 2,484
Option and warrant expense 765 (50) 715
Impairment of intangibles and other assets 35,550 (26,622) 8,928
Gain on disposal of assets (52) � (52)
Restructuring charge 774 (38) 736

Total operating expense 63,608 (37,633) 25,975

Operating loss (52,258) 32,347 (19,911)

Interest income 3,210 (601) 2,609
Interest expense (5,208) � (5,208)
Unrealized gain on future purchase commitments 866 � 866
Investment gains (losses) (4,971) � (4,971)

Loss from continuing operations before discontinued
operations (58,361) 31,746 (26,615)

Gain on sale of discontinued operations 17,670 � 17,670

Net loss $(40,691) $ 31,746 $ (8,945)

Net loss per share � basic and diluted $ (0.93) $ (0.21)

Weighted average shares outstanding � basis and diluted 43,538 43,538
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(A) Reflects the elimination of the results of operations of the Transportation segment.
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SECURITY OWNERSHIP OF CERTAIN

BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain information with respect to beneficial ownership of our common stock as of August 4, 2004, as to:

� each of our directors and named executive officers individually;

� all our directors and executive officers as a group; and

� each person (or group of affiliated persons) known by us to own beneficially more than 5% of our outstanding common stock.

For the purposes of calculating percentage ownership as of August 4, 2004, 43,826,736 shares were issued and outstanding and, for any
individual who beneficially owns shares of restricted stock that will vest or shares represented by options that are or will become exercisable, on
or before August 4, 2004, those shares are treated as if outstanding for that person, but not for any other person. In preparing the following table,
we relied upon statements filed with the SEC by beneficial owners of more than 5% of the outstanding shares of our common stock pursuant to
Section 13(d) or 13(g) of the Securities Act of 1934, unless we knew or had reason to believe that the information contained in such statements
was not complete or accurate, in which case we relied upon information which we considered to be accurate and complete. Unless otherwise
indicated, the address of each of the individuals and entities named below is: c/o Aether Systems, Inc., 11500 Cronridge Drive, Suite 110,
Owings Mills, Maryland 21117.

Beneficial Ownership
of Shares

Name and Address Number Percent

Directors and executive officers:
David S. Oros(1) 5,442,643 12%
David C. Reymann(2) 136,717 *
Michael S. Mancuso(3) 121,140 *
Frank E. Briganti(4) 34,117 *
J. Carter Beese, Jr.(5) 239,302 *
James T. Brady(6) 52,500 *
Jack B. Dunn IV(7) 50,000 *
Edward J. Mathias(8) 87,700 *
Truman T. Semans(9) 82,188 *
George P. Stamas(10) 141,868 *
All directors and named executive officers as a group (10 persons) 6,388,175 14%
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Beneficial Ownership
of Shares

Name and Address Number Percent

5% stockholders:
NexGen Technologies, L.L.C. 3,326,757 7.6%
Telcom-ATI Investors, L.L.C. 2,902,027 6.6%

211 N. Union St.,
Suite 300
Alexandria, VA 22314

Coghill Capital Management, L.L.C.(11) 2,155,514 4.9%
Clint D. Coghill(12) 2,155,514

One North Wacker Drive, Suite 4725
Chicago, IL 60606

Dimensional Fund Advisors Inc.(12) 2,694,788 6.8%
1299 Ocean Avenue, 11th Floor
Santa Monica, CA 90401

* Less than 1%.
 (1) Includes 3,326,757 shares of common stock owned by NexGen Technologies, L.L.C. over which Mr. Oros exercises voting and

investment control by virtue of his position as managing member of NexGen. Also includes exercisable warrants to purchase 812,500
shares of common stock and exercisable options to purchase 55,600 shares of common stock. Excludes 31,500 shares of unvested
restricted stock. In addition, in connection with the sale of the Transportation segment, Mr. Oros has entered into a voting agreement with
Slingshot under which he agreed to vote the shares of Aether common stock that he owns or controls in favor of the transaction.

 (2) Includes exercisable warrants to purchase 5,416 shares of common stock and exercisable options to purchase 98,334 shares of common
stock. Includes 5,000 shares of common stock owned directly. Excludes 6,033 shares of unvested restricted stock.

 (3) Includes exercisable options to purchase 103,119 shares of common stock. Includes 854 shares of common stock owned directly. Excludes
7,833 shares of unvested restricted stock.

 (4) Includes exercisable options to purchase 26,250 shares of common stock. Excludes 3,333 shares of unvested restricted stock.
 (5) Includes exercisable options to purchase 98,600 shares of common stock. Excludes 3,326,757 shares of common stock owned by NexGen,

in which Mr. Beese has a currently exercisable option to become a non-managing member.
 (6) Includes exercisable options to purchase 50,000 shares of common stock.
 (7) Includes exercisable options to purchase 50,000 shares of common stock.
 (8) The address for Mr. Mathias is c/o The Carlyle Group, 1001 Pennsylvania Avenue, NW, Washington, DC 20004. Includes exercisable

options to purchase 50,000 shares of common stock. Includes 14,000 shares of common stock owned directly, 19,000 shares of common
stock held indirectly in a retirement account and 4,700 shares of common stock held as custodian for Ellen Mathias.

 (9) Includes 30,000 shares of common stock held jointly by Mr. Semans and his wife, 204 shares of common stock issuable upon conversion
of convertible subordinated notes held by Mr. Semans, and 18,650 shares of common stock held by the Semans Scholarship Fund at the
Lawrenceville School at which Mr. Semans is a trustee emeritus. Includes exercisable options to purchase 33,340 shares of common stock.

(10) Includes exercisable options to purchase 85,600 shares of common stock.
(11) Based solely on reports filed with the SEC as of August 4, 2004. Includes 2,155,514 shares beneficially owned by CCM Master Qualified

Fund, L.L.C. (�CCM�), Coghill Capital Management, L.L.C. (�Coghill Management�) which serves as the investment manager of CCM, and
Clint D. Coghill who is the managing member of Coghill Management.

(12) Based solely on reports filed with the SEC as of August 4, 2004 Dimensional Fund Advisors Inc. (�Dimensional�), an investment advisor
registered under Section 203 of the Investment Advisors Act of 1940, furnishes investment advice to four investment companies registered
under the Investment Company Act of 1940, and serves as investment manager to certain other commingled group trusts and separate
accounts. These investment companies, trusts and accounts are called the Investment Group. In its role as investment advisor or manager,
Dimensional possesses voting and/or investment power over the securities described in this schedule that are owned by the Investment
Group, and may be deemed to be the beneficial owner of the shares of our common stock held by the Investment Group. All securities
reported in this schedule are owned by the Investment Group, and Dimensional disclaims beneficial ownership of such securities.
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OTHER MATTERS FOR ACTION AT THE SPECIAL MEETING

As of the date of this proxy statement, we know of no matters that will be presented for consideration at the special meeting other than as
described in this proxy statement. If, however, other matters are brought before the special meeting, the persons named as proxies will vote in
accordance with their judgment on such matters unless otherwise indicated on the proxy.

INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The information incorporated by reference in this proxy statement as described below is considered to be a part of this proxy statement,
except for any information that is modified or superseded by information that is included directly in this proxy statement or by a document
subsequently filed with the SEC. Any statement so modified or superseded shall not be deemed, except as so modified or superseded, to
constitute a part of this proxy statement.
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