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PART |

This document may contalifiorward-looking statements” within the meaning of Section 27A of
the Securities Act of 193a@ndSection 21E of the Securiti@&xchangeAct of 1934, including (without
limitation) under “Productsand Services,” “Company Strategy,;Dependence on &ingle Customer,”
“Research and DevelopmentCompetition” and“Backlog” of ltem 1 and“Management’Discussion and
Analysis of Financial Conditiorand Results of Operations -General’ and “--Liquidity and Capital
Resources” of Item 7. Such statements are subject toamsksncertainties thatould cause actuaksults
to differ materially from thoseprojected inthe statements. Iladdition tothose risksand uncertainties
discussedherein, such riskenduncertainties includeyut arenot limited to, whetherthe Companywill
fully realize the economic benefits under its U.S. National Aeronautics and Space Admini§thbaiBA")
andother customer contracts, the succesgd@elopmentand commercialization of thdresearch Double
Module and relatechew commercial spacassetsdeployment of the International SpaSgation ("ISS"),
technological difficultiesproductdemand andnarketacceptanceisks, theeffect of economic conditions,
uncertainty in government funding and the impact of competition.

Item 1. Business

Company Background and History

SPACEHAB, Incorporated (“SPACEHAB” or the “Company”) was incorporated in 1984 and is the
first company to commerciallgevelop, ownand operateboth pressurizedhabitable modules thairovide
space-basethboratoryresearchfacilities and cargo serviceaboardthe U.S. SpaceShuttle system(the
“Space Shuttle” or “STS") and an unpressurized cargo carrier system. A SPACEHAB Single Mdeume,
installed in the payload bay of a Space Shuttle, more than doubles the working and living space available to
astronauts foresearch,experimentation, habitatiorand storage. The Company presentbffers its
SPACEHAB Modules in a single modular version (the “Single Module”) and a double medution (the
“Double Module”). TheCompany alsooffers an unpressurized cargo carrsrstem, the "ICC"  or
"IntegratedCargo Carrier"and iscurrently completing the construction ofresearchdouble module (the
“Research Double Module” ¢iRDM"). During the secondhalf of fiscalyear ("FY") 1998, the Company
initiated development activities for a new asset, a docking double module (the “Docking Dimahile” or
“DDM"), that could be used byWASA to provide more flexible re-supply services the ISS and also
maintain the ISS in itgproperorbit. The Docking Doublévlodule is intended to carnfogistics and
performresearch orSpaceShuttle missions to the 1Sanhd to enablethe SpaceShuttle to re-boost and
reposition the ISS. All versions of the SPACEHABdules caraccommodate aombination of lockers,
racksandsoft stowagearrangements, whichre provided as serviceprimarily to NASA. SPACEHAB
Modules, which have been outfitted with systems to facili@eratoryresearchexperiments in theear-
weightless (“microgravity”) environment of spaceare also capable oftransporting food,clothing,
equipment and other vital supplies (collectively, “logistics”) to itB8. SPACEHAB als@rovides afull
range of pre- and post-flight experiment and payload processing servicas;fbgict operations support to
assist astronautand researchers, in spa@nd onthe ground, in connection with thgerformance of
experimentsaboardSPACEHAB Modules. From June 1993 through June 1999, SPACEMAdules
have flown thirteen successful missions on the Space Shuttle.

To broaden the opportunities for companies to conduct space research, SPACEARIhEhed
a “Microgravity Staircase” thgbtrovides a comprehensiymrtfolio of ground-basedsub-orbitaland space-
based research facilities. During A998, SPACEHABcompleted a series ofiarketing agreementasset
acquisitions and joint ventures that now enable SPACEHAB to offer researchers progressive exposure to the
microgravity environment.

The Company is committed texpandingits business with NASA while alsdiversifying its
revenue and customer base by targeting new and related space services markets. OnlEeldr@@ry the
operating assetand business of Astroteclspace Operationd,.P. (“Astrotech") were acquired from
Northrop Grumman Corporation. Astrotech is theemier commercial provider ofatellite payload
processing facilities in the United States providing launch site preparatitightfeady satellites tomajor
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U.S. spacelaunch companiesand satellite manufacturers, includingtockheed Martin Corporation
("LockheedMartin™), Motorola Corporation ("Motorola"), The Boeing Compafioeing") and Orbital
Sciences Corporation ("Orbital Sciences"). The Astrotech acquisitersified SPACEHAB's customer
base to include commercialistomers ofspacesatellite payload processing serviceand broadened the
Company's services to include services in support of manned as well as unmanned space activities.

SPACEHAB expanded its core business by acquiring Johnson Engineering Corp@i#Edmn
July 1, 1998. Withover 650 employees, JRerforms several critical services fdASA including flight
crew support services, operations, trainiagd fabrication of mockups at NASA’'s Neutrd&uoyancy
Laboratory ("NBL") and aNASA’s Space Vehicle Mockugacility ("SVMF"), whereastronauts train for
both Space ShuttlendISS missions. JE alstesignsandfabricatesflight hardwaresuch as flightcrew
equipment and crew quarters habitability outfitting as well as providing stowage integration services.
also responsible for configuration management of the ISS.

SPACEHAB's fundamentalbusiness strategy idased on carefully anticipating customer
requirements,investing capital todevelop space-flight assets, contractingith establishedaerospace
companies for engineerirapdasset production while retaining ownership of these assetsproviding
innovative, cost-effectivesolutions that meet customesquirementsusing fixed-price servicecontracts.
This strategy has been successful for the Company in obtahiegsignificant contractsvith NASA: a
$184.2 million CommerciaMiddeck AugmentationModule contract (th¢ CMAM Contract”) for five
missions, a $91.5 milliorcontract for fourmissions and three option missions (all of whichwere
exercised) tothe Mir SpaceStation (the Mir Contract”) and a$68.2 million Researchand Logistics
Mission Support Contract (the “REALMGontract”) for fourmissionsand six option missions. The
REALMS Contractprovides aropportunity for the Company tprovide similar services to commercial
customers. Contracts witbommercial customers o8TS-95 and STS-107 are approximately$26.1
million.

The CMAM Contractsigned in Novembet990, required SPACEHAB to furnish NASA with
SPACEHAB module accommodations for experimedéseloped bythe Centers for the Commercial

JE is

Development of Space (“CCDS”) on five Space Shuttle missions. The fifth and final CMAM mission was

completed successfully during September 1996.

The basidMir Contractsigned inJuly 1995requiredthe Company tgrovide Single and Double
Module accommodations fahe provision of logistics resupply to théir SpaceStation onfour Space
Shuttle missions. The fourth mission, STS-84, was completed successfully in May 198ddition, in
September 1996, the Compaesteredinto agreementsvith the Japanese Space Agency (“NASDA”) and
the European Space Agency (“ESA'collectively, the “NASDA/ESA Contract”). Pursuant to the
NASDA/ESA Contract, SPACEHABprovided hardware anthtegration and operations for scientific
microgravity experiments to NASDA and ESA aboard the Logistics Double Module on STS-84.

In June 1997, NAS/exercisedall threeoptionsfor additionalmissionsfor $39.0 million under
the Mir Contract. TheMir Contract optiongalledfor two Logistics DoubleModule missionsand one
Single Module mission that were successfully completed in September 1997, Je9f@and Junel998,
respectively.

The REALMS Contract, signed in December 1997, requires that the Company provide a single and

a doubleresearchmodule tosupport microgravityresearch payloads ofwo missionsand two double
logistics module flights to the ISS to support outfitting of the ISS. STS-9&searchmission, flew in
October 1998, STS-96, a logistics mission, flew in May 1999. STS-101, a logistics missionedsled
to fly in Decemberl999 andSTS-107, aesearchmission, isscheduled tofly in December2000. The
REALMS Contractprovides aropportunity for the Company tprovide similar services to commercial
customers on STS-98nd STS-107. During FY 1998, the Compampteredinto agreementswith
NASDA, ESA, theCanadian Space Agency (“CSAand the Japanese Broadcasting Agen¢iNHK”)
(collectively, the “STS-95 Commercial Customers”). Pursuant to the agreements, SPAQkbIAdRd
hardware and integration and operations for scientific microgravity experimetite ®TS-95Commercial
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Customersaboardthe Single Research Module 0%TS-95. The Compangompletedintegration and
operations efforts for th&€TS-95andSTS-96 missionsand began integratiorand operations efforts for
STS-101andSTS-107during FY 1999 reporting $39.illion in revenuefor thesemissions under the
percentage-of-completion revenue recognition policy.

JE operatesinderthe Flight Crew Systems Development Contract (tHeCSD Contract") with
NASA, a $326.3 million multitask contract whicdommenced ifMay 1993. JEperforms several critical
services for NASA including flightrew support services, operations, trainiaigd fabrication of mockups
at NASA'’s Neutral Buoyancy Laboratory and at NASA's Space Vehicle MoElagility, whereastronauts
train for both Space Shuttle and ISS missions. JE also designs and fabricatdmftiglatre such as flight
crew equipment and crew quartébitability outfitting as well as providing stowage integratsgnvices.
JE is also responsible for configuration management of the ISS.

Industry Overview

The U.S. space program encompasses fbroad objectives: toadvancescientific research, to
establish apermanent humapresence inspace, todevelopnew technologies that contribute 14.S.
economic growth and security and to foster improved international relations ttpeagéfulcooperation in
spacewith Europe, Japan, Russand other nations. SPACEHAB idocused ontwo markets: (i)
microgravity and life sciences spa@search andii) spacesupportservices such aspacestation logistics
and resupply, ground operations and payload processing and training.

Microgravity and Life Sciences Space Research

In orbit, the forces of inertia and gravity counterbalance each other, theesting a condition of
near weightlessness known as “microgravity.” In a microgravity environment, materidising matter
behave in fundamentally different ways than they do on Earth. This phenomenon has stwvarldiade
interest from scientistand commercialresearchersvho are seeking improved ways to manipulate and
process materialand to study biologicalprocesseghat cannot otherwise bachieved in ground-based
laboratories.

The demandfor access to anicrogravity environmentan bedivided into two broad categories:
scientific research andommercial applications. NASAnd other U.S. and international government
research organizations provide supportifoth basic scientificesearch anids commercial applications to
determine the fundamental effects that gravity has on physical processes.

Space Support Services and Training

Space support services include providing logistics and payload processing support to at#8A,
governments and commercial customers of the SBhcdtle andthe ISS. Permanently orbiting facilities
such as the ISS require reliable sources of logistics: food, clothing, equipnienipplies that sustain the
astronautsaind enablethem toconduct researciNASA’s currentplans call for theSpaceShuttle to be
launched at least seven times per year for the foreseeable future. As currently planisssl,viile require
approximately five Space Shuttle logistics missions per year.

In order tosupport theSpaceShuttle andISS operations, NASAequires groundperations and
payload supportservices beforeand after eachmission. Payload processing operatioesitail payload
scheduling,mission planningsafety/certificationanalysis, physical integration of thgayload into its
carrier(such as SPACEHAB modules), the integration of dhriersinto the SpaceShuttle’s cargo bay,
flight operations,technicaldata gatheringand synthesis,and launch and landing site activities. Space
supportservicesalso involve the provision ofpecialized serviceand support near launch sites for
commercial satellite manufacturers and launch services. These activities include mechanical assembly or re-
assembly, electrical check, calibration, liquid propellant loading and related activities.



A significant component of Space Support Servioeides managingll training operations and
facility engineering at the NBL. NASA also requires design and fabrication of full-scale mockups of the ISS
elements used in NBL and SVMF training and the development of hardware f8&tlveew living quarters
that is scheduled for launch in 2003.

Products and Services

SPACEHAB Single Modules are aluminum cylinders, measuring 10 feet in length bye&Bix
diameter,that incorporate a patented desigrcluding a truncatedtop and flat-end caps. Thesdully
instrumented modules provide experiment resouscet as poweidatamanagement, thermal control and
vacuum venting. SPACEHAB SingModulesare employedprimarily for researctmissions such as the
STS-95 flight that carried senator John Glenn back into space in October 1998. In FY 1996, the Company
completed a development prograand introducedthe Logistics Double Module. Thisnodule was
optimized to carry logistics and was used by NASA to carry vital supplies to the astramdctsmonauts
who resided onthe Russianspacestation Mir. SPACEHAB invested $12.5 million in thedesign,
development, and production tife Logistics Double Module. During FY 1997, in effort to anticipate
the need ofcustomers, the Comparyegan the full-scalelevelopmentand construction of itsResearch
Module with double modulehardwarewhich whencombinedwith a Single Module becomeshe RDM.
The RDM is fully dedicated to microgravitgsearch and is undeontract forthe STS-107 missiomhich
is scheduled tdly in December2000. Expenditures fothe RDM through FY 199%vere $34.3 million.
The Company anticipates total expenditures of approximately $5.7 million to complete thianaispktce
it into service. The Company expethtst, in order tocompletelyrealizeits investmentexpenditures for
the RDM, this module must be used in seven missions of the RDM.

The Company expects that the RDM will meet or exceed all of NABASEcted requirements for
dedicated microgravity and life sciences research that had been performed by StieedlaB, government-
owned habitable module, which wastired afterits final mission in April 1998. As a result of the
retirement of NASA’'s Spacelab, the Company believes fitst flight-proven modules position
SPACEHAB tobecomethe soleprovider of crew-tendedmicrogravity researchcapabilities for theSpace
Shuttles. The Company alsatiated preliminary developmeraictivities for the DDM, whichcould be
used by NASA to maintain the ISS in the proper orbit while providing more flexible re-ssgpiges to
the ISS utilizing the Space shuttle Columbia.

SPACEHAB hasaddressedhe need tocarry unpressurized cargo tbhe ISS bydesigning and
developingthe ICC. The ICCcan be usedingularly or in combination with SPACEHAB Single or
Double Modules to provide the optimum mix of pressurized and unpressurized cargo on anssge to
the ISS. The ICC was first flown on the first supply mission to the ISS, STS-96, in May 19%f#derin
to more fully meet NASA's requirements fattachedcargo, the Company has initiated prelimindesign
efforts of a vertical carrier and other derivatives with characteristics similar to the ICC.

In 1998, the Company built on faundation ofexisting microgravityresearchcapabilities by
establishing a "Microgravity Staircasehat offers researchers &roader array ofservices to tailor
experiments to specific microgravity environments and budgets. The Corap@ngdinto a joint venture
with Guigne’ Technologies Ltd., to build the SpaceDRUMS ™ facility, a facility that uses acenst@y
to position samples inside an experiment device for “containerless processing”, which is scheduled to be the
first commercial research facility on the ISS.

SPACEHAB's Astrotectpayloadprocessing business exclusivegrves the commercial satellite
manufacturing and launch services industries in Florida and at the Vandenberg AiB&seca California.
Although payload processing is generalsociatedvith the final preparation of aatellite or othespace
payloadfor launch, it is also the first step in the launch process requirespecializedfacilities and
support usualljocated atthe launch siteAstrotech’spayloadprocessing activitieprovide the necessary
resources for mechanical assembly or reassembly, electrical check, caliicaiidmropellant loading and
numerous other related activities. Additionally, Astrotech’s specialized facilities include, but diriteat



to, cleanrooms, airlocksystems,overhead cransystems,hazard-proofwork areas andenvironmentally
controlled rooms.

Astrotech completed the expansion of its Florida facility in 199&8dtbanew encapsulatiohigh
bay thatenables parallel processing activities in support of the Awtas Il andDelta Il launch vehicle
payloads. The expansion aladll support the smalandmedium classes of the Air Force’'s n&wolved
Expendable Launch Vehicle (“EELV"), which is scheduled to begin commercial paoadh activities in
2001. Astrotech also completed an expansion of its Vandenberg facility during 1998. Expendittivesefor
expansions were approximately $4.0 million.

In FY 1999, Astrotech acquired aulditional23.5 acres of landadjoiningits existing Florida site
to support theplannedconstruction ofadditional payloadprocessing facilities to support thiacreased
projected launch rate and larger sized payloads assouwidtedhe new EELV's beingleveloped byBoeing
and LockheedVartin underAir Force contracts. Astrotedhitially plans to supportommercialpayload
launches on the Boeing Delta 1V, whichgsheduled tdegin operations in 200IExpenditures forthis
expansion in FY 1999 were approximately $1.1 million.

Astrotech operatets payloadprocessing servicesnder exclusive multiyearagreementswith
Lockheed Martin to support the processing of all commercial Atlas payloads and with Boeing to support the
processing of all Deltpayloads launcheffom CapeCanaveralAir Station, Florida and Vandenberg Air
Force Base, California. Astrotech also has a similar arrangement with Boeing to support the processing of
all Sea Launch payloads at Boeing's facility in Long Beach, California.

Astrotech continues its pursuit ofsecondmajor businessrea, providingsounding rockeflight
hardware andaunch services. IDecemberl998, Astrotechenteredinto a relationship with AllianfTech
Services, Inc.located in Rocket Center, WV, tadevelop anew sounding rocketystem, named the
"Oriole." Astrotech plans to market the Oriole to NASA in supporit®fsuborbital microgravity and
scientific researctprograms,and tothe Department oDefense ("DoD") insupport of its TheaterHigh
Altitude Air Defense ("THAAD")targetmissile programs. The test launch of the Orioleexpected to
occur in December 1999.

Astrotech also plans to pursue additional opportunities, including: (i) providipipad processing
facilities and services to new U.S. Government customers idefease andhtelligence communities(ii)
supporting newspacelaunch facilitiesand relatecpayload processing functions internationalgnd (iii)
expandingits soundingrocket services to includthe provision of microgravityesearch by developing
research facilities and flight hardware.

On July 1, 1998, SPACEHAB broadened dtsre business byacquiringJohnson Engineering. JE
performs several critical services for NASA including fliginew support services, operations, training and
fabrication of mockups at NASA’s NeutrBuoyancy Laboratorand atNASA’'s Space Vehicle Mockup
Facility, whereastronauts train for botBpaceShuttle andISS missions. JE alsdesignsand fabricates
flight hardware, such as flight crew equipment and crew qudrédoigability outfitting as well aproviding
stowage integration services. JE is also responsible for configuration management of the ISS. JE’s ability
to perform detailed design, fabrication, and operations complements the Company’s traditional strengths in
conceptual design and program management. The acquisition of JE proeidgsof the criticabkills and
capabilitiesused to perform SPACEHAB serviceshat currently are acquired through subcontracting
relationships.

JE primarilyoperatesunderthe FCSDContract which is currently $326.3 million multitask
cost-plus-awara@ndincentive-feecontract. The contractommenced inMay 1993 and will conclude in
April 2001 although NASA has the option to exercise a one-year extension.

The Company continues to pursue new business opportunities by identifystgmer
requirements and creating and implementing innovative technical solutions. The Company believes that the
demand for microgravitandlife sciencegesearch conducted #3PACEHAB Modulesand demandor the
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use of its modules for logistics suppartd other infrastructure services includiegmmunicationspower
supply and refueling and reboosting services will increase both during the assemblamutefter the 1SS
becomes fully operational. The ISS is the largegfineeringandscientific projectever undertaken. More
than adozennations,led by the United States, Russialapanandthe EuropeanCommunity, have spent
over $25 billion to date and will spend over $90 billion to develbyild, launchand operatethe I1SS. The
ISS assemblpegan in latel998. Inaddition,the Company also believes that the increasiegand for
satellitesand the improvements in satellite technology will continue pimvide opportunities in the
satellite launch services field.

Company Strategy

SPACEHAB's goal is to beecognized as global marketeaderproviding productsandservices
supporting the human space flight, logistics and satellite launch industries. The Company aehievdo
this goal through implementation of the following strategy:

1. Focusing on Quality of ServicEPACEHAB hashadthirteen Shuttle Missions tdate,
all of which have been completeduccessfully. The Company intends to maintaiml enhance its
reputation for product reliability, process innovation and performance excellence.

2. Expanding Scope of BusineSRACEHAB continuouslevaluatesopportunities tooffer new
productsand services toits customeibaseand to developassetsand acquirecomplementary, attractively
valued businesses. For example, the Company is inpilogess of constructing thBesearch Double
Module anddevelopingthe Docking DoubleModule and has developed andlown the Integrated Cargo
Carrier. Based onSPACEHAB's continuing involvement in microgravitgsearch andogistics Space
Shuttle missions, and its close interaction with NASA and other users of its SPACHKIddille services,
the Company is well positioned to anticipate emergeguirements for new services tine humanspace
flight industry. In 1998, the Company built on ifsundation of microgravityresearchservices by
establishing a "Microgravity Staircase." The Microgravity Staircaféers researchers lroader array of
services to tailor experiments to specific microgravity environmamdudgets. With the acquisition of
Astrotech on February 12, 1997, the Company diversifieceitenueand customer base targeting new and
related space services markets. Astrotech is the premier commercial provider of patdtidd processing
facilities in the United States providing launch site preparation of flight-ready satellites toUraj@pace
launch companieand satellite manufacturers.  The acquisition of JE Juty 1, 1998 complements
SPACEHAB's traditional strengths in conceptdalsignand program management whibalding skills in
engineering, design and training critical to NASA as well as the successful completion of the ISS.

3. Maintaining Position ad.ow-Price Provider. The Company continues toffer its payload
processing and logistics suppsdrvices toNASA andother customers using SPACEHABvnedassets,
on a fixed-pricebasis that the Company believes is significantly lower than the cost-plus usasisby
traditional aerospace contractors. Through the focus and rigorous application of commercial best practices in
the developmentind operation ofits hardware andacilities, SPACEHAB substantiallyeducesthe cost,
time andcomplexity thatburdenconventional government contractors providing servioeder cost-plus
contracts.

JE performs services under a cost-plus award and incentive fee contract for government services that
is requested by and directed by NASA. This contract form provides for the lowest cost to the government by
requiring a separateegotiation of theprice for eachtask order, thereby allowing JE to implement
commercial bespractices toreducecost. JE's capabilities alqmovide a basevith which to pursue
commercial opportunities.

4. Continuing Entrepreneuriallnitiative. The Company continues tdevelop and offer innovative
business arrangements to meet NASA and other customer requirements. The Compepgatedly taken
the initiative to improve itsmodulesand payload processing serviceand to deploy newassets in
anticipation of customer needs. By focusing on the quality, anu$tesponsiveness dfs servicesand by
attracting and recruiting highly talentedand experiencedersonnelinto its distinctly entrepreneurial
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organization, SPACEHAB seeks to distinguish itself as an innovatigeffective provider of commercial
space servicewhile achieving highecontractprofit margins for module contracts thamne customary in
traditional government aerospace contracts.

5. Leveraging International Strategislliances. The Company seeks tcreate andmaintain
strategic alliances with key international players in #paceindustry. Such relationshipsclude
Mitsubishi Corporation in JaparDaimlerChrysler Aerospace AG("DASA"), Alenia Spazio S.p.A.
("Alenia"), andIntospaceGmbH in Europeand RSC Energia inRussia. On August 2, 199ASA
strengtheneds strategic relationship with the Company agreeing to purchase 12.0 million equity
stake in SPACEHAB. The Company believes these alliahaesproduced andavill continue to produce
business opportunities with these partners, the governments of résgiective countriesand other
industries within those countries.

Through the Company’s contracts, it continues to implement its business stratpntifying
customer requirements, creating innovative technical solutions, raising private capliéketopassets and
providing services pursuant to those contracts.

Dependenceon a Single Customer

Approximately $85.8 million (or 79.7 percent) of the Company’s FY 1@9@nuewas generated
from two NASA contracts - th(REALMS Contractandthe FCSD Contract. While Astrotech,and the
STS-95 and STS-107 commercial customer contregiesented additional revenseurces, the Company
anticipates thatevenuefrom NASA will continue toaccount for a significardmount of the Company’s
revenue ovethe nextseveral years. There are noassurances, howevethat NASA will require the
Company’s module services in the future. Therefore, the Company’s failesetote new contractgith
NASA would have a material adverse effect on the Company'’s financial condititnesults of operations.
Additionally, a significant portion of the revenue for JE is derived under contracts with N¥@Ardingly,
the Company continues to focits efforts on diversifyingits customerbase to include commercial
companies, as evidenced with the Astrotech acquisition.

Research and Development

The Company believes that the timely development of new prodnd&snhancements texisting
hardware are essential to maintaining its competitive position. In thehpastfiscal yeardghe Company
has spent an aggregate of approximately $9.7 million on research and development.

Approximately $1.0 million of the Company'&search andlevelopment expenditures for FY
1999 were spent on thalevelopment of a new produate for Astrotech, sounding rockets. #&udition,
$0.7 million was spent on variossudiesconducted bythird parties. 1n1998 and 1997, approximately
$1.9 million and $0.7 million, respectively, was spent on the dedmrelopmentind qualification of the
new SPACEHAB Universal Communications System (“SHUCS”). Beginning in FY &a886@ontinuing
throughout FY 1998, the Company hlden working orthe development othis new proprietarynodule
communications system that will bmdependent ofthe SpaceShuttle’s existing data downlink.
SPACEHAB began capital asset construction of SHUCS in the foudtier of FY1998. Inaddition, in
1998, the Company spent approximately $0rfilion for research andlevelopment ofthe ICC.
SPACEHAB began capital asset construction of the ICC in FY 1999. Completion of thiexmsels
the Company’s product and service lines to meet market requirements for lowsposdsurized carriers for
research experimengdcargo. SPACEHABevelopedhe ICC tocarry unpressurized cargo tbe ISS,
based on a patentg@allet technology (théUnpressurizedCargo Pallet” or “UCP”), whichcan beused
independently or in tandemith the SPACEHAB Single or Double Modules. The IC@gsign is such
that it islocated inwhat is ordinarilyunusedvolume in the front of th&paceShuttle’scargobay. By
expandingthe capabilities of the Spa&huttle and by offering flexibility in the mix of pressurized and
unpressurized cargo carried on each mission, the Company believes that twl€6ecomehe preferred
method for providinglogistics and utilization resupply to thdSS. The Company alsincurred $1.3



million, $1.7 million and$0.4 million in otherresearch andevelopment expenditures during fisgakrs
1999, 1998 and 1997 respectively.

Competition

Currently, there are noother companies that comped@ectly with SPACEHAB in providing
pressurized module services that are carried aboard the Space Shuttles. hadA&fovernment-owned and
operatedsystem, Spacelab, whigitovided servicessimilar to thoseprovided by SPACEHAB modules.
However, NASA has terminated the Spacelab program with its final mission in April 1998. The Company
has commencethe designand construction of théResearctDouble Moduleunder acontractwith Boeing
(formerly McDonnell DouglasAerospace). The ResearchDouble Module represents eommercial
replacement for NASA’s Spacelab. The Company believes thamibdlewill significantly outperform
Spacelab in terms of technology, capacity, functionality and cost-effectiveness.

The Company’s long-term strategy for growth isprovide researcHpgistics, infrastructure and
payload processing services to NAG@Adothers duringhe International Spacstationera. Thisstrategy
could requirehe Company to compete witbommercial companies such lasckheed-Martin, Boeing and
others who have existing NASA support contractgyreater financial resourcesand manufacturing
capabilities,and larger marketing, salesnd technical organizations than tl@ompany. In FY 1997,
SPACEHAB entered into an agreement with United Space Alliance (“USA”"), a Boeing and Lockheed Martin
joint venture, toexpandthe commercial use of the SpaSuttle fleet. Although thisgreement has
expired, SPACEHAB and USA are continuing to pursugoint business opportunitiesSPACEHAB’s
existing strategic relationships with DASAitsubishi Corporation,Boeing and Alenia may provide
additional opportunities for teaming and partnerships that management believes will enable the Company to
compete for market share.

The Italian Space Agency has contracted to build three multi-purpose logistics mosiREM™)
intendedfor use in connection with théSS. Although the MPLM provides similar services as
SPACEHAB’s Modules forISS logistics missions, SPACEHABelieves thatits Modules are
complementary to the MPLM. Each module is expected to be used for spra@sbns, e.g.- th&1PLM
is expected to be usadhen arequiremenexists forheavy construction materials; when theguirement
exists for crew rotation, food, supplies and equipmentStrecehab modules would bheed due irpart to
the flexibility andlate accessapabilities of the SPACEHAB modules. Of the figlanned orpossible
logistics missionsper year tothe ISS, the Compangxpectsthat two orthree will be SPACEHAB
missions with the remainder being MPLM missions.

Astrotech’s payload processing facilitiesare located inFlorida and California. At present,
management believes that Astrotech’s U.S. competition is limited to the CalifandenbergAir Force
Baselaunch sitewhere acompetitor, California Commercial Spaceport, Inc. (“CCSI")osated. CCSI
was established bgbtaining surplus U.SAir Force facilities at the VAFB launch complebefore
Astrotech establisheds facilities there and when no commercial alternative was available. To the
Company’'sknowledge,CCSI has wonseveral contracts to proceBBASA spacecraftfor launch from
VAFB. CCSI does not have payload processing facilities in Florida, where the majority afdch®ercial
satellite launches occur.

JE's competitordnclude Boeing, Lockheed-Martin, United SpacAlliance, RaytheonBarrios
Technologies, Hernandez Engineering, Cimarron and Oceaneering Space & Thermal Systems.

Backlog

A significant portion of the Company’'sevenue is currentlgeneratedrom its contractswith
NASA that, similar to contracts with othagencies othe U.S.government, contain provisions pursuant
to which NASA may terminate the contrdér convenience.” The Company’s contractsith NASA are
conditioned byits terms upon NASAeceiving anadequateannual appropriation ofunds from the U.S.
Congress. Failure toeceive funddrom Congress or avithdrawal by Congress of prior appropriations
would permit NASA to terminate its contracts with SPACEHAB “for convenience.” Fogdkernment’s
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fiscal year 1999, both the U.S. Senate and House of Representatives have authorized and approved an annual
appropriation of $13.7 billion for NASA, including $2.3 billidor the ISS, indicating a commitment by

the government to thepaceindustry. Howeverthere can be no assurantet the level ofapproved

funding will be adequatdfor NASA to complete all of the initiatives including those relating to the
contracts with the Company.

SPACEHAB anticipates that a portion of futuevenuewill be derived from contractswith
entities other than agencies of tHeS. government that will not be subject federalcontract regulations
such as terminatiorifor convenience ofthe government” ofrfederal government funding restrictions.
However, to the exterthat suchcontractsrequirethe use of the Spacghuttle for transportationthese
systems must be available and will have to be obtained at a reasonable cost to SPACEHAB.

As of June 30, 1999, the Companygsntract backlog is estimated to be approximag&l$7.3
million, of which $149.5 millionrepresentd).S. government backlognd$17.8 million represents non-
U.S government contracts.

Certain Regulatory Matters

The Company is subject tiederal,stateandlocal laws and regulationsdesigned toprotect the
environment and to regulate tdischarge oimaterials into the environment. The Company believes that
its policies, practicesand procedures apgoperly designed tgprevent unreasonablésk of environmental
damage andonsequential financidlability to the Company. Compliance with environmental laws and
regulationsandtechnology exportequirementdias nothad inthe pastand,the Company believesyill
not have in the future, material effects on the capital expenditures, earnings or compesitive of the
Company.

Employees

As of June 30, 1999, the Compaemployed745 regularemployees, 28 of whorare employed
by the Astrotech subsidiary and 659 are employed by JE. Of these 745 employees, 111 (approximately 15
percent) hold advanced degrees, including 11 who hold doctorate degrees. AdditiosighyfiGant number
of the Company’s employeesave experience irboth the spaceindustry and/or governmentalspace
agencies, with a speciakpertise in commercial spaead humanspaceflight. None of the Company’'s
employeesare covered byollective bargaining agreements. Underlyiafy of SPACEHAB's efforts has
been the dedication and skill of its personnel. The Company believes that the dedication of its employees is
critical to its success and that its relations with its employees are excellent.

ltem 2. Properties

The Company and its wholly-owned subsidiaries, Astrotech and JE, currently occupy six locations,
with the corporateheadquarters located 800 D Street SW, Suite 814, Washington, DC 20024. The
corporate headquarters occupy approximately 15,499 square-feet of office space and house SPACEHAB’s 19-
person executive management, accounéingmarketing team. The term of the preskeatse expires on
December 16, 2007.

SPACEHAB has 35 employees encompassing saldsnarketing, flight systendevelopment,
operationsand healthand sciences located dt331 Gemini Avenue, Suites 300 & 310, Houstdexas
77058. The Houstonffices consist of approximately 22,93uarefeet of non-contiguousoffice space
located neathe JohnsorSpace Center. ldanuaryl998, the Companyegotiated an agreement for one
lease for the two office suites. The new lease is a five-year term commeéfanicty 1, 1998, and expiring
February 28, 2003. Iaddition, JE occupies ortion of Suites 300 & 31@nd4,473 squarefeet of the
first and secondloors housing 76 employees supporting marketfimgnceand corporateservices. The
first and second floor space is on a month-to-month basis.



The Company’ayloadprocessing facility, housing 2xperson operations team, liscated near
the Kennedy Space Center in Cape Canaveral, Florida. The facilitgoigtained in an approximately
50,000 square-foot plant. The Company owns the building that houspaytbbadprocessing facility but
leases the land upon which it is constructed. The payload processing faciliticleasraom workarea of
approximately 24,000 square-feet. This work aredeisigned to accommodatee SPACEHAB Single and
Double Modules, as well as the ICC. This area includes 11 secure experiment/payload integulatmmk
areas ranging in size from 300 square-feet to 1,000 square-feet each. In athditfawcility providesoffice
space, stock roomsstorage areas, a machis@op, anelectrical shop, conferencerooms, and other
miscellaneous accommodations. Jaly 1997, the Companyegotiated a new agreemenith the
Canaveral Port Authority for the lease of the land. The term of the new lease ferftyrtaree yeaiperiod
commencing August 28, 1997. Upon expiration of the land lease, all improvements on the pevpdrty
at no cost to the lessor.

Astrotech occupies threlecations. Itsheadquarters are located @305 Ivy Lane, Suite520,
Greenbelt, MD 20770. Thieeadquartersccupy approximatel$,250 square-feet of leasauffice space at
this site and house a 9-person management and administrative team. The term of théeasesisntfive-
year period expiring on May 31, 2003.

Astrotech’s 12-person engineering and support tedotéed in areight-building, ownedfacility
at 1515 Chaffee Drive, Titusville, Florida 32780. This 88,80are-foofacility supportsnon-hazardous
and hazardous material processing, payload storage and customer offices. These buildings quagantly
one-third of the 37.5-acre propertyowned by Astrotech, with the remainingwo-thirds available for
expansion.

Astrotech has a 3-person technical stadtted atthe VandenbergAir Force Base in Vandenberg,
California. Astrotech presently rents6@-acresite on the Air ForceBase andowns four buildings
comprising 16,50Gquare-feetwhich are dedicated tahe same functionprovided atthe Florida facility.
The term of the preseménd leaseexpires onJuly 13, 2013. Upon expiration of thand lease, all
improvements on the property revert at no cost to the lessor.

JE occupies five locations. Ilfseadquarters are located 385 Forge River Road, Suit&50,
Webster, Texas 77058. The headquarters houses JE's 463-person engineerimighieasn 69,100square-
foot facility. This office lease will expire on June 30, 2003.

JE has an 11-person fabrication shop located at 920 Gemini Avenue, Houston, Texas, 77058. This
17,920 square-foot facility is being leased for a three-year term that will expire on January 31, 2001.

JE also occupies two facilitiessedfor storage at 92@&nd 928 Gemini Ave, HoustonTexas
77058. These facilities are 4,43fuarefeet and 8,992 squarefeet respectively. The leasewill expire on
April 30, 2002.

JE also occupies 3,852 square feet of space at 18100 Upper Bay Road, Hoeisaoii7058 that
houses a 19-person engineering and laboratory team. The lease will expire on July 31, 2000.

Additionally, JE has more than #slditionalemployees whare housed avarious government
facilities within the Houston area.

The Company believes that its current facilities and equipment are generally well maintained and in
good condition and are adequate for its present and foreseeable needs.

ltem 3. Litigation
The Company is not currently involved in any material legal proceedings.
Iltem 4. Submission of Matters to a Vote of Security Holders
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No matters were submitted to a vote of stockholders during the fourth quarter of FY 1999.

PART Il

ltem 5. Market for Registrant's Common Equity and Related Stockholder
Matters

The Company’s common stock (the “Common Stodkd)les onthe NASDAQ NationaMarket
Systemunderthe symbol “SPAB.” The Common Stock hbeenpublicly tradedsince December 22,
1995, the date of the closing of the Company'’s initial public offering. dUiagterlyhigh andlow stock
prices for fiscal years 1999, 1998 and 1997 are as follows:

Fiscal1999: High Low
First Quarter $17%, $ 81
Second Quarter $109, $7
Third Quarter $10 Y $ 6
Fourth Quarter $ 6 $5

Fiscal1998: High Low
First Quarter $1%, $ 83,
Second Quarter $11%, $ 9%,
Third Quarter $11%, $ 97,
Fourth Quarter $12 $11

Fiscal1997: High Low
First Quarter $1%, $ 8
Second Quarter $8 $ 5Y%
Third Quarter $ My $5
Fourth Quarter $ 9, $ 59,

The Company hasever paidcashdividends. It isthe present policy of the Company tetain
earnings to financeéhe growthand development ofits businessand, thereforethe Companydoes not
anticipate paying cash dividends on its Common Stock in the foreseeable future.

The Company hasuthorized30,000,000shares of Common Stock. At July 24, 1999,
11,229,646 shares ofCommon Stockwere outstanding. The Companiiad approximately 2,151
shareholders of record and beneficial holders of its Common Stock on June 30, 1999.

The Company haauthorizedandissued975,000shares ofpreferredstock. On August 2, 1999,
DASA, a shareholderagreed topurchase an addition&12.0 million equity stake in SPACEHAB
representing 1,333,334 shares of Series B Senior Convertible Preferred Btdekthe agreement DASA
purchasedall of SPACEHAB's 975,000authorizedand unissued shares dfreferred stock. Theother
358,334 shares of Series B Senior Convertible Preferred Stock will be issued upon shareholder approval of a
proposal toincreasethe number ofauthorized shares gfreferredstock that will bepresented athe next
stockholderameetingscheduledor October14, 1999. Thepreferredstock purchasewill increaseDASA's
investment interest in SPACEHAB to approximately 1pé&rcent. The Series B Senior Convertible
PreferredStock is convertible at thieolders'option on the basis of orghare ofPreferredStock for one
share ofCommon Stockprovidesthe holder to aright to vote on an "asonverted"basis theequivalent
number of shares of Common Stoahd has preference irliquidation, dissolution or winding up &9.00
per preferred share. No dividends are payable on the convertible preferred shares.
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Sales of Unreqgistered Securities

During FY 1999, the Company issued no unregistered securities.
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Item 6. Selected Financial Data

The selectedfinancial data presentedbelow are derived from the audited consolidated
financial statements of SPACEHAB. Thgelectedfinancial information should beead in
conjunction with theConsolidatedFinancial Statements of the Compaagd the notesthereto
included elsewhere in this report.

Ninet
Year Months Year Year Year
Ended Ended Ended Ended Ended
September
30, June 30, June 30, June 30, June 30,
1995 1996 1997 1998 1999

(in thousands, except per share data)

Statement of Operations Data:

Revenué $ 46,059 $56,397 $56,601%64,087 $107,720
Costs of revenue 23,349 20,985 34,120 35,058 89,283
Gross profit 22,710 35,412 22,481 29,029 18,437
Marketing, general and administrative

expenses 3,816 4,056 8,567 13,712 14,599
Research and development expenses 1,600 100 1,252 2,620 3,636
Operating income 17,294 31,256 12,662 12,697 202
Interest expense, net of capitalized

amounts 1,365 699 955 4,480 4,905
Net income (loss) 15,809 28,829 13,832 12,131 (2,589)
Net income (loss) per common share —

Diluted® $2.36 $3.19 $1.24 $0.84 $(0.23)
Shares used in computing net income

(loss) Per common share - diluted 6,746 9,343 11,160 14,571 11,185

Other Data:
Cash provided by (used for) operations 2&838 $ 13,151 $ (5,995) $31,604 $ (6,331)
Total investing activities 4,943 6,266 29,308 23,113 58,619
Balance Sheet Data (at period end);

Working capital $7,192 $45942 $ 3,159 $62,660 $ 12,374
Total assets 86,701 129,709 114,450 220,604 204,346
Long-term debt, excluding current

portion 24,886 17,318 12,725 85,322 78,810
Stockholders' equity (deficit) (1,715) 71,596 86,622 96,408 94,165

! Effective October 1, 1995, the Company changed its fiscal year-end to June 30.

2 The Company recognized revenue upon the completi@adiflight underthe Mir andCMAM
Contracts. For new contraatvardsfor which the capability to successfully complete toatract
can be demonstrated @bntractinception, revenuerecognitionunder the percentage-of-completion
method is being reported based on costs incurred over the period of the contract.

% Includes revenues of $2,860 generated by Astrotech subseqitsnatguisition on February 12,
1997.

* Includes an extraordinaain of $3,274, net of taxemdlegal fees, relating to themendment
and restatement of a credit agreement.

° In December1997, the Compangdoptecdthe provisions of Statement of Financiatcounting
No. 128,Earnings Per Sharevhich establishes new guidelines for the calculations of earnings per
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share. Earnings per share for FY 1994 through FY 1997 have been restafieictthe provisions

of this new standard.

® Includes $20,134 of consideration for the purchase of Astrotech.

" Includes $24,745 of consideration for the purchase of JE and a $1,400 investment in a joint venture.

8 Includes revenues of $58.4 million generated by Johnson Engineering subsequent to its acquisition on
July 1, 1998.

Iltem 7. Management’s Discussion and Analysis of Financial Condition andResults of
Operations.

General

SPACEHAB was incorporated in 1984 to commercidiyelop spacbabitat modules toperate
in the cargo bay of the Space Shuttles. SPACEHAB, along witliAdtretechand JEsubsidiariesdefine
the Company.

During FY 1998 the Company operated under two contracts with NASA. Firstjith€ontract,
with a totalcontract value 0%$91.5 million, including $39.0million for threeMir option missions that
wereflown in FY 1998. Second, thd(REALMS Contract, with a totatontract value 0f44.9 million
consisting ofthreemissions, two of whiclwereflown in October 0f1998 and in May of 1999. The
remaining mission to be flowanderthe REALMS Contract ischeduledfor December 0f2000. This
contract also provides SPACEHAB an opportunity to have direct commercial relationships witlspaitesr
agencies by providing them research space in the modules. In fact, on the October 1998 flight, most of the
revenue recognized carfrem customers other than NASA. The Companggenues for FY1998 were
generatedprimarily from the Mir Contract, the REALMS Contractand through the Company’s
commercial customer contracts. The Compamgieenues for FY1999 were generategrimarily from the
REALMS Contract, with an additional mission scheduled for December 1999, and the FCSD Contract.

SPACEHAB generates revenue by providing a turnkey sethimigincludes access tthe modules
and providesintegrationand operations supporservices toscientistsand researchenesponsible for the
experiments and/or logistics supplies for moduissionsaboardthe SpaceShuttle Systemand under the
FCSD Contract Underthe CMAM and Mir Contracts, the Companiecognized revenuenly at the
completion of each Space Shuttle mission using Company as&eterdingly, the Company’guarterly
revenue and profits fluctuated dramatically based on NASA's launch schedwidllancdntinue to do so for
any contract for whictrevenue is recognizednly upon completion of a mission. For the REALMS
Contract and for new contract awards for which capability to successfully complete ttantract can be
demonstrated at contract inception, revenue recognition undpetbentage-of-completion method is being
reported based on costs incurred over the period of the contract. The percentage-of-completion method results
in the recognition ofevenue ovethe period of contract performance, theretigcreasinghe quarter-by-
guarter fluctuations of reported revenue.

The expenseassociatedvith the operations of SPACEHABre recordeddifferently based on the
type of expenseCosts of revenue includentegration and operations expenseassociatedwith the
performance of two types of efforts: (i) sustainiemgineering in support of athissionsunder a contract
and (ii) mission specific support. Expenses associated with sustaining engineering are expeosaeds
Mission specific expenses relating to the CMAM Contract and/fiheContractwere deferred asassets and
not expensedintil the specific Spac&huttle mission was flowandthe related revenuevas recognized.
Costs associatedvith the performance ofthe contractsusing the percentage-of-completion method of
revenuerecognitionare expensed as incurre€ostsassociatedvith the cost-plus-awardndincentive fee
contracts are expensed as incurred. Other costs of revenue include depreciationaegimarséeassociated
with the Astrotectpayloadprocessing facilities. Flight relatedinsurance covering transportation of the
SPACEHAB Modules from SPACEHAB'payload processing facility to the Spacghuttle, in-flight
insurance and third-party liability insurance are also included in costs of revenue esmbaied asncurred.
Marketing, general and administrative and interest and other expenses are recognized when incurred.
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Astrotech revenue is derived from various multi-yfeead-price contractswith satelliteandlaunch
vehicle manufacturers. The servicasd facilities Astrotechprovides toits customers support thinal
assembly,checkoutand countdown functions associatedwith preparing asatellite for launch. This
preparation includes: the final assembly and checkout of the satellite, installation of the solidnatckst
loading of theliquid propellant, encapsulation of the satellite in the launch vehicle, transportation to the
launch pad and command and control of the satellite during pre-launch countdown. Reeeiteel by the
Astrotechpayloadprocessing facilities isecognizedratably over theoccupancy period dhe satellites in
the Astrotech facilities.

Johnson Engineeringtevenue isderivedprimarily from theFCSD Contract which is a $326.3
million multitask contract which will conclude in April 2001, although NASA has the opticexdecise a
one year extension. JE performs services under a cost-plus award and incentive fee contract for government
services that is requested by and directed by NASA.

Results of Operations

FY 1997 results include the operations of Astrotech subsequets agquisition on February 12,
1997. In addition, FY 1999 results include JE that was acquired July 1, 1998.

Fiscal Year Ended June 30, 1999 as Compared to the Fiscal Year Ended June 30, 1998

Revenue.The Company's revenue increased approximately 68% to approximately $iillibn
for the year ended June 30, 1999, as compared to $64.1 million fgeahendedJune 30, 1998. For the
year ended June 30, 1999, $39.1 million was recognized from the REALMS contract and related commercial
customers, $9.8 million from Astrotech, $58.4 million from aad $0.4 of miscellaneousevenue.
Conversely, for theyear endedJune 30, 1998evenue of$39.0 million wasrecognizedfrom the Mir
Contract, $14.3 million from the REALMS Contraahd relateccommercial customerand$10.8 million
from Astrotech. Thalecrease ilmodule revenuérom theyearendedJune 30, 1998 is attributable to the
delay in the ISS assembly. Astrotectesenuedeclinedfrom theyearendedJune 30, 199&lue tolaunch
vehicle failures which have been subsequently corrected.

Costs of RevenueCosts ofrevenuefor the yearendedJune 30, 1999increasedl46% t0$89.3
million, as compared to $36.3 million for the year ended June 30, 1998. FpeathendedJune 30,1999,
$25.9 million of costs wafor integrationandoperation costainderthe REALMS Contractand related
commercial customers, $4.6 million was for integration and operations at Astrotech, $53.8 fioillomst
of revenue atlE, anddepreciation of$5.0 million. In contrast, therimary costs ofevenuefor the year
endedJune 30, 1998are $19.2 million for integrationand operation costsinderthe Mir Contract, $7.8
million underthe REALMS Contractand relateccommercial customer§4.4 million for integration and
operations at Astrotech, and depreciation of $4.9 million.

OperatingExpensesOperating expensedacreased by21.0% to approximately $18@illion for
the yearendedJune 30, 1999, amompared taapproximately $15.1million for the year endedJune 30,
1998. Thisincrease isdueprimarily to the inclusion of JE's operatirgpenses of approximatef§2.5
million, staff additionsand relatedexpenses duringhe first half of theyear and increasedonsulting
expenses partially offset by the decrease in R&D costs of $0.7 million. Research and development costs for
the year ended June 31999 were $3.6 million, ascompared tdb4.3 million for the yearendedJune 30,
1998. Thisdecrease is dyarimarily to the completion of the IC@nd SHUCS R&D efforts partially
offset by research and development expenses associated with Astrotech's sounding rocket program.

InterestExpense. Interest expense was approximat$.4 million for the year endedJune 30,
1999, ascomparedwith approximately $6.4million for the year endedJune 30, 1998. Thimcreased
interest expense is due primarily to a full year of interest expense on the $63.3 miltionveftible notes
as compared to a partial year in 1998. $2.5 million of interest expense was capitalized in d@8pased
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to $2.0 million in 1998.Interest is capitalizedasedprimarily on the construction of the Company’s
modules and payload processing facilities.

Interestincome.Interestand other income was approximately $In@llion and$3.9 million for
the years ended June 30, 1999 and 1998, respectively. This decrease is due primarily to the Company's use
of cash for thepurchase of JEand expenditures foproperty, plantand equipmentand debt payments.
Interest income is earned by the Company through the short-term investment of funds.

Net Income (Loss) Net Losblet loss for the year ended June 30, 1999, was approximately ($2.6)
million, or ($0.23)per share (basiand fully diluted EPS), on 11,184,748hares asompared t0$9.6
million, or $0.86 per share (basic EPS), for the year ended June 30, 1998, on 11,%54r2%nd$0.84
per sharefully diluted, on14,571,278 sharesincome taxexpense (benefit) for theperiodswas ($0.5)
million and $2.5 million for the years ended June 30, 18991998, respectively. As of June 31999,
the Companyhad approximately $19.7million of available net operatindpss carry-forwardsexpiring
between 2006 and 2019 to offset future regular taxable income

The effects ofinflation and changing prices havaot significantly impactedthe Company’s
revenue or income from continuing operations during FY 1999 and 1998.

Fiscal Year Ended June 30, 1998 as Compared to the Fiscal Year Ended June 30, 1997

Revenue.The Company’sevenue increaseapproximately 13% to approximately $64rillion
for the year ended June 30, 1998 as comparé&b®o6 million for the yearendedJune 30, 1997. For the
yearendedJune 30, 1998, $39.0 million wascognizedrom the Mir Contract, $14.3 million from the
REALMS Contract and related commercial customers,$rtd8 million from Astrotech. Conversely, for
the year ended June 30, 1997, $47.1 million was recognized froMith€ontract, $8.0 million from the
CMAM contract, $4.0 million from the NASDA/ESA contract, and $2.9 million from Astrotech.

Costs of RevenueCosts ofrevenuefor the yearendedJune 30, 1998increased 4% td$36.3
million, as compared to $35.0 million for the year ended June 30, 1997. The primary components of costs
of revenue for the year ended June 30, 1998482 million for integrationand operation costsinder the
Mir Contract, $7.8 million for costs under the REALMS Contraad relateccommercial customer§4.4
million for integrations and operations costs at Astrotech, and depreciation of $4.9 million. In contrast, the
primary costs of revenue for thyearendedJune 30, 199%re, $19.3 million of integratiorand operation
costs under the Mir Contract, $1.0 millionunder the CMAM Contract, $3.6 millionunder the
NASDA/ESA Contract, $1.3 million for integrations and operations costs at Astrotech, and $9.8 million of
depreciation.The decrease irdepreciation expense atributable to the impact axtendingthe estimated
useful lives of the Company’'s modules ®012. This change in accountingstimate is treated
prospectively and is based on current available information from NASA, which extendstithated useful
life of the Space Shuttle program to at least 2012.

Operating ExpenseQperating expenses increased by 69% to approxim@iéyl million for the
yearendedJune 30, 1998, asompared toapproximately $8.9million for the yearendedJune 30,1997.
This increase isdue primarily to staff additionsadding strength in engineeringjesignand research and
developmentapabilitiesandthe inclusion of a fullyear of Astrotech's operating expensesaposed to
approximately fourmonths ofexpenses irl997 subsequent tohe acquisitionResearctand development
costs for the year endedine 30, 1998vere $4.3 million, ascompared tab1.7 million for the yearended
June 30, 1997. Thiacrease isdue primarily to the Company’s efforts tdevelop space relategssets
including the ICCandthe SHUCS,which is beingdeveloped tgorovide reliableand Shuttle-independent
data communication channels that are responsive to payload user requirements.

InterestExpense. Interest expense was approximat$8.4 million for the year endedJune 30,
1998, ascomparedwith approximately $1.3nillion for the yearendedJune 30, 1997. Thimcrease in
interest expense wakle tothe Company’s issuance it§ SubordinatedConvertible Noteslue2007 and
interest costs from the use of a term note. There was also approximatelnifi®® and$0.3 million of
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interest capitalized during the year ended June 30, 1998, and year ended June 30, 1997, respectively. Interest
is capitalized basegrimarily on the construction of the Companytsearchdouble moduleand double
module hardware.

Interestincome.Interestand other income was approximately $3dillion and$1.8 million for
the yearsendedJune 30, 199&nd 1997, respectively. Thiscrease isdue to interestearned by the
Company through the short-term investment of funds raised by the Company’s financing activities.

Net Income. Net income for theyearendedJune 30, 1998 was approximately $9llion, or
$0.86 per share (basic EPS), on 11,154,271 shares as compared to $13.8 million, pei$h2de (basic
EPS), for the year ended June 30, 1997, on 11,118,825 sHaoesne taxexpense for thesgeriods was
$2.5 million and $3.0 milliorfor the yearsendedJune 30, 199&nd1997, respectively. As of June 30,
1998, the Company had approximately $7.9 million of available net opetasisgarry-forwardsexpiring
between2006 and 2009 to offset futureegular taxablancome. Utilization of these net operatitags
carry-forwards may be subjectlimitations in theevent of significanthanges irthe stock ownership of
the Company. While there are no restrictions on transfers or sales of sh@@msrabn Stock thatvould
prevent such a change from occurring, there is no plan to initiate anyclsailspes on ownership resulting
in the loss of these carry-forwards.

The effects ofinflation and changing prices havaot significantly impactedthe Company’s
revenue or income from continuing operations during FY 1998 and 1997.

Liguidity and Capital Resources

The Company has historicallfnancedits capital expendituresyesearch andlevelopment and
working capital requirements with progress paymemderits various contracts, as well as witloceeds
receivedfrom privatedebtandequity offeringsand borrowingsunder creditfacilities. During December
1995, SPACEHAB completed an initial public offering of Common Stock (the “Offering”), wimavided
the Company with neproceeds ohpproximately $43.5nillion. In June 1997, the Comparsigned an
agreementvith a financialinstitution securing &10.0 million revolving line ofcredit (the “Revolving
Line of Credit”) that the Company may use for working capital purposes. As of 30nd.999, no
amounts were drawn on this line of credit that expires in October 1999. In July A€tech obtained a
five-yearterm loan (théTerm Loan Agreement”), which iguaranteed bysPACEHAB, and provides for
draws of up to $15.0 million for general corporate purposes. As of June 30, 1999, the Cbatpdrawn
$15.0 million on this loan, $1.0 million of which wasawn in April of 1999, whichhad anoutstanding
balance on that date of $1(ndillion. On October21, 1997, the Compangompleted a private placement
offering of convertiblesubordinatedhotes (the “Note©ffering”), which providedthe Company with net
proceeds ofipproximately $59.9nillion which hasbeen used, ipart, for capitalexpenditures associated
with the development and construction of space related assefsyrtese oflE, andfor generalcorporate
purposes. IDecemberl998, the Companymendedts agreementwith Alenia relative to subordinated
notes payable with an outstanding balance of $11.9 millionex¢hangeor payment of$4.0 million of
principal, Alenia agreed to reduce the annual interestfrane 12 percent to 10 percent c¢he outstanding
balance as of January 1, 1999, and the interest paydaefdr the quarterendedDecember31, 1998, was
waived resulting in ameffective interestrate of8.75 percent. Anamendedagreementvith the seniordebt
holdersunderthe Insurers’note requiresthat an interestate of8.25 percent be applied tthe seniordebt
with an outstanding balance of $1.0 million as of June 30, 1999.

Subsequent to Jung0, 1999, DASAagreed topurchase a$12.0 million equity stake in
SPACEHAB. DASA hasagreed topurchasel.33 million shares ofpreferred stock, convertibleinto
common shares on a one for one basis, which will increase DASA's investment interest in SPACEHAB to
approximately 11.5percent. Under the agreementDASA purchasedall of SPACEHAB's 975,000
authorized and unissued preferred shares. The other 358,334 shares will be isssbdrepotder approval
of a proposal toincreasethe number ofauthorizedpreferredsharesthat will be presented athe next
shareholdersneeting onOctober14, 1999. Nodividends arepayable onthe preferredshares which are
convertible into common shares on a one-for-one basis.
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For the period ended June 3®99, the Company was loreach of certaitban covenants of the
term loanandline of creditfacility. The covenant®ad been negotiategrior to the acquisition of JE.
While the Company had not drawn against the linereélit, covenant waivensere requested and received,
for the yearendedJune 30, 1999, from botlendinginstitutions. The Company believes it will be in
compliance with the covenants on a going forward basis.

Cash Flows From Operating Activitie€ash provided by (used for) operations forybarsended
June 30, 1999, 1998nd1997 was ($6.3million, $31.6 million and ($6.0) million, respectively. The
significant changes between 1999 and 1998 were; the ($@I8)n loss dueprimarily to thedelay in the
ISS assembhand a($7.8) million change indeferredflight revenuedue to the decrease inprogress
payments for themissionsunderthe REALMS Contraciand relatedcommercial customers. Progress
payments of $11.8 milliomwererecorded athe end of 1998 for missions STS-9%and STS-96. Those
missionsflew in 1999. Thereduction ofthose progress payments was partially offset poggress
payments forSTS-107. The significanthange betwee998 and 1997 wascaused bythe timing of
progress paymenteceived bythe Companynderits contractsUnder the Mir Contract, the REALMS
Contract and the NASDA/ESA Contracts progress payments are structured such that expenseandeurred
these contracts are billed as costs are incurred.

Cash Flows Used in Investing ActivitieBor the years ended June 30, 1999, 1998 and 128,
flows used ininvesting activitieswere $58.6 million, $23.1 millionand $29.3 million, respectively.
Expenditures during the year ended June 30, 1999 were $24.7 million for the purcBgse$a?.3million
of expenditures fothe various flight assets including the RDamd ICC system, $4.2 millionfor the
expansion of both SPACEHAB's payload processing facilaiebAstrotech'spayloadprocessing facilities
and a $1.4 million investment in the SpaceDRUMS joint venture. FoyefusendedJune 30, 1998 and
1997, the major items of investingerefor the construction of th&RDM, which began in1997, and the
purchase ofAstrotech. The Company anticipates that it wilendapproximately $5.7million in FY
2000, $40.0 million in the aggregate, to complete the RDM during FY 2000.

The Company expects to continue funding adgitional capital expendituresand working capital
requirements from internally generated cash flow, draw-downs on existing credit faailigsough future
debt and/or equity offerings.

Cash Flows From Financing Activitieszor the years ended June 30, 1999, 18981997, cash
flows provided by (usedor) financingactivities were ($6.0) million, $70.9 millionand ($2.6) million,
respectively. During the year ended June 1999, the Compadg aprincipal payment of $4.0 million to
Alenia, paid $2.8 million and borrowed an additional $1.0 million under the Term Loan Agreement. During
the year ended June 30, 1998, the Company received net proceeds of approgitdatelyillion and made
payments of $2.1 milliorunderthe Term Loan Agreement. Kctober1997, the Companyeceived net
proceeds after commissions and other expenses of approxitagey million by completing aoffering
of $55.0 million of its 8percentConvertibleSubordinatedNotes due 2007 as well as thenderwriters’
exercise of the over-allotment for an additional $8.3 million for a total of $63.3 million.

The Company believes thatash flows from thepreferred share purchase bYASA, the
Convertible Notes Offering, the Term Loan Agreement, and the Revolving Line of Giidite sufficient
to meet any cash flowequirementsfrom operationsand other fundingrequirements forcapital asset
construction and development for at least the next twelve months.

Recent Accounting Pronouncements

In 1998, the Financial Accountin§tandardsBoard issued SFAS No. 133,“Accounting for
Derivative Instrumentand HedgingActivities" ("SFAS 133"). SFAS 13®ecomes effectivdune 15,
2000 and will requirethe Company tadisclose additionainformation on itshedging activities. The
Company is reviewinghis standard;however, it isnot expectedthat implementing thisStandardwill
significantly impact the Company.
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Year 2000 Readiness Disclosure Statement

The Year 2000 ("Y2K") issue is the result of computer programs thate written using two
digits rather than four to define the applicable year. Any computer program thdathesensitive software
may recognize thelateusing "00" as therear 1900 ratherthan theyear2000. Thiserror couldresult in
systems failures and computational errors causing disruptions of operations, including, amotignather
the temporaryinability to process transactionsend invoices orengage insimilar normal business
activities.

SPACEHAB has established a Y2K programaiddressboth information-technology'IT") and
non-IT problems that may exist within the SPACEHAB system, includingeitslorsand customers, e.g.-
NASA and the Spac8huttle. SPACEHAB's Y2Korogram isdividedinto five majorphasesAwareness
and Risk Assessment, Inventaagd Risk Assessment, RepaReplacemenand Renovation,Verification
and Validation, and Implementation and Monitoring.

Phases

AWARENESS AND RISK ASSESSMENT- This phase is intended to ensure the establishment of
the Y2K program and the awareness of potential risks and issues.phHsis involves communicating the
status and progress of the Y2K program within SPACEHAB and to third parties. SPACEHAB expects that
this will be an on-going activity.

INVENTORY AND RISK ASSESSMENT- This phase involves taking inventory of SPACEHAB
hardware, software and infrastructure to identifgse systems thare and ar@ot Y2K compatible. The
emphasis is on those items, whiate believed bySPACEHAB to have a significanimpact on the
business from a financial, legal service perspective. While this process isongoing, SPACEHAB
estimates that thisphase is substantially complete for Compaowned hardware andsoftware.
SPACEHAB is continuing to survethird partyvendors to determintheir state ofreadiness.NASA has
informed SPACEHAB that the Space Shuttle, all onboard systems, shuttle facilities and operations are Y2K
compliant.

REPAIR, REPLACEMENTAND RENOVATION- This phase, also known as "conversion,” is
intended to ensure that the appropriate items identified in the precedingaphapgraded toneet the Y2K
compliance criteria. Material repairs, replacemeamidrenovationsare substantially complete faystems
that are under direatontrol of SPACEHAB. No assessment of completilates areavailable for those
items for which third parties are responsible until the completion of that portion of the InvantidRysk
Assessment phase.

VERIFICATION AND VALIDATION- This phaseensuresthat critical processes, systems and
infrastructure are verified and tested to ensure ¥§&kies will notcausemajor disruptions in the on-going
operationsandbusiness of the Companyerification andtesting of systemsinderSPACEHAB'sdirect
control has been substantially completed by SPACEHAB persandg@ersonnel of SPACEHAB'major
subcontractor, Boeing.

IMPLEMENTATION AND MONITORING- Y2K upgrades areand will be installed into
SPACEHAB's operating systems mscessary.Monitoring will be employed to ensurthat unforeseen
Y2K critical items are appropriately prioritized for correction. SPACEHAB's implementation and
monitoring activities are ongoing.

Stateof Readiness
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While there is uncertainty inherent in the Y2K problem resulting in large part fromnttetainty
of the readiness of third party vendo&?ACEHAB's progrestowardscompleting risk assessment within
the SPACEHAB systems is expected to be completed before the end of 1999.

A) Based on amngoing assessment, the Company theterminedhat the vast majority of the
hardware and software used in its administrative functoe¥ 2K compliant. The computers that
are not compliant are being replaced and the replacement will be completed during 1999.

B) Some computehardwareused inthe operations function of SPACEHAB wiltequire
upgrading. The computers at SPACEHABayload ProcesBacility in Florida usedfor ground
supportelectrical testing ("GSE")are antiquatedijnefficient and arenot Y2K compatible. A
proposal has been submitted to upgrade those systems d@8agndwork is progressing on the
upgrade.

C) Surveysand/or questionnaireare being sent to thos¢hird partiesthat might have animpact on
SPACEHAB's business to determine their state of readiness. Those third parties MAlBde;Boeing,
Lockheed-Martin and the various utility service companies serving our locations.

Costs

The costs associated with required modifications to become cé2ipliantare not expected to be
material to SPACEHAB's financial position or results of operations. The current estirbatmitoe Y2K
compliant is minimal, approximately $0.2 million, for the replacement ofialiware andoftware. This
estimate excludes system enhancements, modifications and upgresfgladethe inefficientand antiquated
GSE equipment, which costse estimated to b&0.8 million. The costs of the&/ear 2000 program are
being expensed as incurred. Replacement of the GSE equipment will be capifalizeslvas nospecific
budget in FY 1999 or for FY 2000 for Y2K costs.

Risks

In a likely worse casescenario, the failure toorrect amaterial Y2K problencouldresult in an
interruption in, or a failure of, certain normal business activities or operations, including operations that are
essential to the provision of SPACEHAB's services. Due tayémeral uncertainty inherent the Y2K
problem, resulting in major part from the statere&diness othird parties, SPACEHAB is unable to
determine atthis time whether the consequences o¥2K failures will have a materialimpact on
SPACEHAB's results of operations, liquidity or financial condition. Potential Y2K impacts thiodh
partiesincludethe failure ofutility companiesand power gridsandfrom the customeowned IT systems
that are located at Astrotech's payload processing facilities.

ContingencyPlans

After gatheringinformation from SPACEHAB's Y2Kreadinesrogramand to prepardor the
possibility thatcertaininformation systems othird partieswill not be Y2K compliant, SPACEHAB
intends to develop appropriate contingency plans. Based on third party respodats tb appearthat no
significant systems will baffected bythe Y2K issue. The GSE at SPACEHARjayload processing
facility in Florida, while not Y2K compliant, is still usable. The only functionality of the GSE that is
expected to be impaired is the printing of the correct date on computer generated reports.

Readers are cautioned that the discussion of SPACEHAB's efforts and
expectations related to Year 2000 are forward looking statements and should lead in
conjunction with SPACEHAB's disclosure under "Management's Discussion and
Analysis of Financial Condition and Results of Operations- Forward Looking
Statements.”
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Iltem 8. Financial Statements and Supplementary Data.
Independent Auditors’ Report

The Board of Directors
SPACEHAB, Incorporated and Subsidiaries:

We haveauditedthe accompanyingonsolidated balancgheets of SPACEHABIncorporated and
subsidiaries(the Company) as of June 30999 and 1998, and the related consolidatedgtatements of
operations, stockholders’ equity, and cash flows for each of the years in the thrperi@bendedJune 30,
1999. These consolidated financial statemargshe responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with genesattgptechuditing standards. Thosestandards
requirethat we planand perform the audit to obtain reasonable assuran@dout whether the financial
statementsare free ofmaterial misstatement. Aaudit includesexamining, on a test basigvidence
supporting the amountnddisclosures in the financiakatements. Amuditalsoincludesassessing the
accounting principles used and significant estimates made by management, as well as evaluatarglithe
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairlymatesial
respects, the financiglosition of SPACEHAB,Incorporated andubsidiaries as ofune 30,1999 and
1998, and the results of their operati@msitheir cash flows foeach ofthe years inthe three-yeamperiod
ended June 30, 1999, in conformity with generally accepted accounting principles.

Isl_ KPMG
LL

KPMG LLP

McLean, Virginia
August 13, 1999, except as to note 8
which is as of September 8, 1999
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SPACEHAB, INCORPORATED AND SUBSIDIARIES

Consolidated Balance Sheets
(In thousands, except share data)

June30,
Assets 1999 1998
Current assets:
Cash and cash equivalents 21,346 $ 92,327
Accounts receivable, net (note 4) 17,471 5,979
Prepaid expenses and other current assets 1,146 550
Total current assets 39,963 98,856
Property and equipment:
Flight assets 98,594 95,046
Module improvements in progress 49,553 33,829
Payload processing facilities 23,348 21,755
Furniture, fixtures equipment and leasehold improvements 9,936 5,296
181,431 155,926
Less accumulated depreciation and amortization (49,247) (43,338)
Property and equipment, net 132,184 112,588
Goodwill, net of accumulated amortization of $1,339 and $230,
respectively 25,498 3,224
Investment in joint venture (note 16) 1,400 -
Other assets, net 5,301 5,936
Total assets $204,346 $220,604
Liabilities and Stockholders’ Equity
Current liabilities:
Loans payable under credit agreement, current portion (note 6) $ 333 $ 500
Loans payable, current portion (note 8) 3,126 2,824
Accounts payable 3,772 1,075
Accrued expenses 9,409 5,129
Accrued subcontracting services 6,787 13,177
Deferred revenue 4,162 13,491
Total current liabilities 27,589 36,196
Loans payable under credit agreement, net of current portion (note 6) 667 1,000
Loans payable, net of current portion (note 8) 7,033 9,177
Convertible notes payable to shareholder (note 7) 7,860 11,895
Convertible subordinated notes payable (nhote 8) 63,250 63,250
Accrued contract costs 940 -
Deferred income taxes (note 13) 2,842 2,678
Total liabilities 110,181 124,196
Commitments and contingencies (hotes 1, 11, 15 and 16)
Stockholders’ equity (notes 8, 11 and 12):
Common stock, no par value, authorized 30,000,000 shares, issued and
outstanding 11,229,646 and 11,168,161 shares, respectively 81,585 81,239
Additional paid-in capital 16 16
Retained earnings 12,564 15,153
Total stockholders’ equity 94,165 96,408
Total liabilities and stockholders’ equity 264,346 $220,604

See accompanying notes to consolidated financial statements.
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SPACEHAB, INCORPORATED AND
SUBSIDIARIES

Consolidated Statements of Operations
(In thousands, except share data)

Year ended Year ended Year ended

June 30,1999 June 30,1998 June 30,1997
Revenue $ 107,720 64,087 $ 56,601
Costs of revenue:
Integration, operations and transportation 69,113 25,762 23,726
Depreciation 5,030 4,923 9,825
Other direct costs 5,334 4,373 569
Indirect costs 9,806 1,263 926
Total costs of revenue 89,283 36,321 35,046
Gross profit 18,437 27,766 21,555
Operating expenses:
Marketing, general and administrative 14,599 10,731 7,193
Research and development 3,636 4,338 1,700
Total operating expenses 18,235 15,069 8,893
Income from operations 202 12,697 12,662
Interest expense, net of capitalized interest (note 3) (4,905) (4,480) (955)
Interest and other income, net 1,615 3,914 1,822
Net income (loss) before income taxes and extraordinary item (3,088) 12,131 13,529
Income tax expense (benefit) (note 13) (499) 2,527 2,971
Net income (loss) before extraordinary item (2,589) 9,604 10,558
Extraordinary item — gain on early retirement of debt, net of
taxes and legal fees (note 6) - 3,274
Net income (loss) $ (2589 $ 9,604 $ 13,832
Basic earnings (loss) per share:
Net income (loss) before extraordinary item $ (0.23) $ 0.86 $ 0.95
Extraordinary item - 0.29
Net income (loss) per share - basic $ (0.23) $ 0.86 $ 1.24
Shares used in computing net income (loss) per share - basitl,184,742 11,154,271 11,118,825
Diluted earnings (loss) per share:
Net income (loss) before extraordinary item $ (0.23) $ 0.84 $ 0.95
Extraordinary item - 0.29
Net income (loss) per share - diluted $ (0.23) $ 0.84 $ 1.24
Shares used in cgmting net income (losg)er share - diluted 11,184,742 14,571,278 11,160,322

See accompanying notes to consolidated financial statements.
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SPACEHAB, INCORPORATED AND
SUBSIDIARIES

Consolidated Statements of Stockholders’ Equity
(In thousands, except share data)

Additional Retained Total
Common stock paid-in earnings  stockholders’
Shares Amount capital (deficit) equity
Balance at June 30, 1996 11,069,237 $ 79,863 $ 16 $3,283) $71,596
Common stock issued upon stock option exercises 2,000 24 - - 24
Common stock issued upon conversion of debt (note 75,000 1,170 - - 1,170
8)
Net income - - - 13,832 13,832
Balance at June 30, 1997 11,146,237 81,057 16 5,549 86,622
Common stock issued upon stock option exercises 8,725 60 - - 60
Common stock issued under employee stock purchase 13,199 122 - - 122
plan
Net income - - - 9,604 9,604
Balance at June 30, 1998 11,168,161 81,239 16 15,153 96,408
Common stock issued upon stock option exercises 1,070 8 - - 8
Common stock issued under employee stock purchase 60,415 338 - - 338
plan
Net income (loss) - - - (2,589) (2,589)
Balance at June 30, 1999 11,229,646 $81,585 $ 16 $ 12,564  $ 94,165

See accompanying notes to consolidated financial statements.
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SPACEHAB, INCORPORATED AND SUBSIDIARIES

Consolidated Statements of Cash Flows
(In thousands)

Yearended Year ended Year ended
June 30, June 30, June 30,
1999 1998 1997

Cash flows from operating activities:
Net income (loss) $ (2,589) $ 9,604 $ 13,832
Adjustments to reconcile net income (loss) to net cash provided by
(used for) operating activities:

Depreciation and amortization 7,017 5,587 10,185
Amortization of debt placement costs 538 226 -
Gain on early retirement of debt - - (4,093)
Interest converted to notes payable - 670 1,300
Changes in assets and liabilities:
Decrease (increase) in accounts receivable (3,126) (803) 1,843
Increase in prepaid expenses and other current assets (290) (351) (15)
Decrease in deferred mission costs - 1,439 1,267
Decrease (increase) in other assets (14) (1,980) (258)
Increase (decrease) in deferred flight revenue (7,762) 9,628 (28,051)
Increase (decrease) in accounts payable and -
accrued expenses 345 3,633 (968)
Increase (decrease) in advance billings (1,567) 720 (239)
Increase (decrease) in accrued
subcontracting services 97 553 (798)
Increase in deferred taxes 1,020 2,678 -
Net cash provided by (used for) operating activities (6,331) 31,604 (5,995)
Cash flows from investing activities:
Payments for flight assets under construction (27,381) (17,245) (8,443)
Payments for building under construction (871) (3,988) -
Purchases of property, equipment and leasehold improvements (4,222) (1,880) (731)
Purchase of Astrotech, net of cash acquired - - (20,134)
Purchase of Johnson Engineering, net of cash acquired (24,745) - -
Investment in joint venture (1,400) - -
Net cash used for investing activities (58,619) (23,113) (29,308)
Cash flows from financing activities:
Payments of note payable to insurers (500) (500) (2,520)
Payment of debt placement costs - (3,984) -
Proceeds from issuance of convertible subordinated notes payable - 63,250 -
Proceeds from note payable 1,000 14,119 -
Payments of note payable (2,842) (2,118) -
Payments of note payable to shareholder (4,035) - -
Payments of legal fees on early retirement of debt - - (110)
Proceeds from exercise of stock options 8 60 24
Proceeds from issuance of common stock, net of expenses 338 122 -
Net cash provided by (used for) financing activities (6,031) 70,949 (2,606)
Net increase (decrease) in cash and cash equivalents (70,981) 79,440 (37,909)
Cash and cash equivalents at beginning of year 92,327 12,887 50,796
Cash and cash equivalents at end of year 213346 $ 92,327 $ 12,887
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See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Description of the Company

SPACEHAB, Incorporatedthe Company) is the first company to commercialgvelop,
own and operate habitable modules that progjukce-basethboratoryresearctacilities and cargo
services aboard the U.S. Sp&tauttle system. The Compasurrently ownsand operateshree
pressurized laboratory and logistics supply modules, which significantly enhance the capabilities of
the SpaceShuttle fleet. The Company isurrently constructing a newesearchmodule with
associated double module hardware. The Company’s modules are unique to the Space Shulttle fleet.

To date,the Company has successfultpmpletedthirteen missionsaboardthe Space
Shuttle and substantially all of the Companytevenuehas beergenerated underontractswith
NASA. The Company’s contracts are subject to periodic funding allocations by NABYSA's
funding is dependent omreceiving annual appropriations from thénited States government.
During the years ended June 3099, 1998and 1997, approximately 80%, 68%1d88% of the
Company's revenues were generated under U.S. Government contracts.

On February 12, 1997, the Compaagquiredthe assetand certain ofthe liabilities of
Astrotech Space Operations, L.P. ("Astrotech"), a subsidiary of Northrop Grumrpesvider of
commercial satellite launch processisgrvicesand payload processing facilities in thdéJnited
States. These servicesre provided athe Astrotech facilities in Cape Canaveral, Florida and
VandenbergAir Force Base in California, and are provided tdaunch serviceproviders on a
fixed-pricebasis. Additionally, Astroteclprovides managemerand consulting services to the
Boeing Company for its Sea Launch program at the Boeing facility in Long Beach, California.

On July 1, 1998, the Comparmagquiredall of the outstandinghares of capitastock of
Johnson Engineering Corporation ("JE"). jpErforms several critical services for NASA
including flight crew support services, operations, training and fabrication of mocki#sSat's
Neutral Buoyancy Laboratorgnd atNASA'’s Space Vehicle Mockugacility, where astronauts
train for both Space Shuttle and ISS missions. JE also desigtistaicdtesflight hardwaresuch
as flight crew equipmentand crew quarterdiabitability outfitting as well as providingtowage
integration services. JE is also responsible for configuration management of the ISS.

(2) Summary of Significant Accounting Policies

Principles of Consolidation and Basis of Presentation

The consolidated financial statements include the accounts of SPACHHKE®Byorated and
its wholly ownedsubsidiaries Astrotecand JE. All significantintercompany transactiorsave
been eliminated in consolidation.
Cash and Cash Equivalents

For purposes of itsconsolidatedstatements of caslilows, the Companyconsiders
short-term investments with original maturitiestbfeemonths or less to beash equivalents.
Cash equivalentare primarily made up oftommercial papeinvestmentsecorded atost, which
approximates market value.
Property and Equipment

Property and equipmentare stated atost. All furniture, fixturesand equipment are

depreciated using tharaight-line method over thestimated usefdives of therespectiveassets,
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which is generally five years. The Companpayloadprocessing facilitiegre depreciatedsing
the straight-line method over their estimated useful lives ranging from sixteen to forty-three years.

ThroughJune 30,1997, the Company’s flighinoduleswere depreciatedver aten-year
period using the straight-line method.Effective July 1, 1997, the Companyextended the
estimated useful lives of its space modules thra2@h2. Thischange in accountingstimate is
treatedprospectivelyandwas based orthen currently available information froldASA, which
estimatedhe duration ofthe Spaceshuttle program through at leag8012. As a result ofhis
change in estimate, the Company’s net income increased by $6.2 million for FY 1998.

The Company hasadopted Statement of Financial AccountingtandardsNo. 121,
Accounting for the Impairment of Long-lived Assets and for Long-fss@éts to b®isposed Of
(Statement 121). Statement 1Bquiresthat long-lived assets to Heeld and used, including
goodwill, be reviewed by the Company for impairmeteneverevents or circumstancéwicate
that thecarryingamount of an asset may not tezoverable. Anmpairment loss igecognized
when theundiscountedhet cash flowsassociatedvith the asseareless than the assettarrying
amount. Impairment losses, if any, are measured as the excess of the carrying amouassat the
over its estimated fair value.

Goodwill

The excess of the cost over tfaér value ofnet tangibleandidentifiable intangible assets
acquired inpurchasebusiness combinations h&gen assigned tgoodwill. Goodwill is being
amortized on a straight-line basis over twenty to twenty-five years.

Investment in Joint Ventures

The Company generally uses the equity method of accountirigs forvestments in, and
earnings of, investees. In accordance with the equity method of accounting, the carrying amount of
such an investment is initiallyecorded atostand is increased toeflectthe Company'share of
the investee's incomand isreduced toreflectthe Company'share ofthe investee's losses. For
those investments for which the Company has provided substantially all of the inVestdias,
the Company uses thmodified equity method of accounting wherelip0% of the investee's
current period earnings or losses are recognized.

Stock-Based Compensation

The Company hasadopted Statement of Financial AccountingtandardsNo. 123,
Accountingfor Stock-basedCompensation(Statement 123)which encouragesbut does not
require,the recognition oktock-based employemmpensation at favalue. The Company has
elected tocontinue to account fatock-based employesompensation using the intrinsi@lue
method asprescribed inAccounting PrinciplesBoard Opinion No. 25, Accounting for Stock
Issued toEmployeesand relatednterpretations. Accordingly, compensaticost foroptions to
purchase common stock granted to employees is measured as the excess, if any, of the fair value of
common stock at the date of the grant over the exercise price an emplose@ay toacquire the
common stock.

Warrants to purchasgommon stockgranted toother than employees a®nsideration for
goods or services rendered are recognized at fair value.

Revenue Recognition
Prior to the REALMS contract (notel0), the Companyrecognized revenuaipon
completion ofeachmoduleflight. Total contract price waallocated to eacHight based on the

amount of services the Compapsovided onthe flight relative to thetotal servicesprovided for
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all flights under contract. Obligationsassociatedwith a specific mission, e.g.,integration
services, were also recognizegdon completion of the mission. Cogtsectly related to specific
missions were deferred until the respective missions were completed.

For all other contract awards for which the capability to successfully completerhact
can be reasonably assummtt costs at completiogan bereliably estimated at contractception,
revenuerecognitionunder the percentage-of-completion method k®ing used based ormosts
incurred over theperiod ofthe contract. Revenugrovided by Astrotech’spayload processing
services isrecognizedratably over theoccupancy period ofhe satellite while in thé\strotech
facilities. Revenugrovided by JE igprimarily based oncost-plusaward fee contracts,whereby
revenue is recognized to the extent of costs incurred plus estima@ardfee revenueaising the
percentage-of-completiomethod. Award fees, whichprovide earning®ased onthe Company’s
contract performance atetermined byNASA evaluationsarerecordedvhen the amountsan be
reasonably estimated, are awarded. Changes in estimatecbsts to complete, provisions for
contractlossesand estimatedamountsrecognized aswardfees are recognized ithe period they
become known.

Research and Development
Research and development costs are expensed as incurred.
Income Taxes

The Company recognizes income taxes under the asset and liability method. Under the asset
and liability method, deferred tax assets and liabilities are recognized for the futaoaseguences
attributable to differences betwet#hre financial statemertarryingamounts of existing assets and
liabilities andtheir respectivetax bases. Deferredtax assetsand liabilities are measuredising
enactedtax ratesexpected toapply to taxable income in thgears in which thosetemporary
differences are expected to be recovered or settled. The effect on deferred tandsistitities of
a change in tax rates is recognized in income in the period that includes the enactment date.

Net Income (loss) Per Share

In December 1997, the Compargdoptedthe provisions of Statement of Financial
Accounting Standards No. 12Barningsper Share (Statement 128). Statement 188persedes
Accounting PrinciplesBoard Opinion No. 15, Earnings per Share (APB 15) and its related
interpretations,and promulgates new accountirglandardsfor the computationand manner of
presentation of the Company’s earnings (Igs=) share. Th€ompany hagestatedpreviously
reportedannual earnings per shadata in accordancwith the provisions ofStatement 128
(note 14). The Companydoesnot believe that the adoption &tatement 128had amaterial
impact on the computation or manner of presentatioitsofarnings (lossper sharedata as
currently or previously presented under APB 15.

Basic earnings (loss) per share eatculated by dividinghet income (loss) by theeighted
average number of common shares outstanding during the period.

The computation of diluted earnings (loss) per share includes all common stock options and
warrants and other common stock, to the extent dilutive, that potentially may be issued as a result
of conversion privileges, including the convertible subordinated notes payable (note 8).

Comprehensive Income
During fiscalyear1999, the Companydoptedthe provisions of Statement of Financial
Accounting Standards No. 13Reporting Comprehensive Incoi€FAS No. 130"). SFAS No.

130 requiresthe display of comprehensiiecome, whichincludesunrealizedgains or losses on
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(3)

investments and accumulated foreign currency translation adjustments, iThese were nsuch
components of other comprehensive income for the years ended June 30, 1999, 1998 or 1997.

Accounting Estimates

The preparation ofonsolidatedinancial statements in conformity witpenerally accepted
accounting principlesequiresmanagement to make estimatsd assumptions thasffect the
reported amounts of asseisdliabilities anddisclosure ofcontingent assetandliabilities at the
date ofthe consolidatedfinancial statementand the reportedamounts ofrevenueand expenses
during the reported periods. Actual results could differ from these estimates.

Reclassifications

Certain FY 1997and 1998 amounthave been reclassified tonform to the fiscal 1999
consolidated financial statement presentation.

Statements of Cash Flows — Supplemental Information

Cash paid for interest costs was approximatel$5.4 million, $3.4 million and $1.3
million for the years ended June 30, 1999, 1998 and 1997, respectively. The Caaypitalized
interest of approximately $2.fillion, $2.0 million and $0.3 million during the yearsended
June 30, 1999, 1998 and 1997, respectividipted tothe module improvementndbuilding in
progress.

The Companypaid income taxes of approximately $0rillion, $19 thousandand $2.4
million for the years ended June 30, 1999, 1998 and 1997, respectively.

During FY 1997, the Company’'sonvertible note payable, with earrying value of
approximately $1.2 million, was converted into 75,000 shares of common stock (note 8).
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Accounts Receivable

At June 30, 1999 and 1998, accounts receivable consisted of (in thousands):

1999 1998
U.S. government contracts:
Billed $ 0,523 $ 452
Unbilled 2,661 3,202
Total U.S. government contracts 13,184 3,654
Commercial contracts:
Billed 3,481 2,277
Unbilled 806 48
Total commercial contracts 4,287 2,325
Total accounts receivable %.,471 $ 5,979

(5)

The Company anticipates collecting substantially all receivables within one year.
Acquisitions
Johnson Engineering

On July 1, 1998, the Comparpaid approximately $24.7million, including transaction
costs, to acquire all of the capital stock of JE. The business combinatitiedresccounted for
using thepurchase methodinder Accounting PrinciplesBoard Opinion No. 16, Business
Combinations (APB Opinion 16). Thepurchase pricenas beenallocated tothe assets and
liabilities acquiredbased orestimates of fair value as dfie date ofacquisition. Based on the
allocation of the net assets acquired, goodwill of approximately $23.4 milliorresasled. Such
goodwill is beingamortized on atraight-line basis over 25 years. Thachase prickhasbeen
allocated as follows (in thousands):

Cash $ 0
Prepaid and other current assets 306
Accounts receivable, net 8,366
Inventory 5
Property, plant and equipment, net 446
Other assets 622
Goodwill 23,362
Current liabilities (7,434)
Accrued contract costs (928)
Total purchase price $ 24,745
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The following representro formacombinedresults of operations for the prigear as if
the acquisition of JE had occurred as of July 1, 1997, (in thousands, except per share data):

Year ended
June 30, 1998

Revenue $116,266

Gross profit 34,280

Net income 9,251

Net income per common share — basic $.83

Net income per common share — diluted $0.82
Astrotech

The Company paid $20.1 million, including transaction costactpiresubstantially all
of the assets and certain of the liabilities of Astrotech. The purchase was effective on February 12,
1997. The business combination veesountedor using thepurchasemethod. Thepurchase
price was allocated tthe assetsndliabilities acquiredbased orestimates of fair value as of the
date of acquisition. Based dhe allocation of the net assetsquired,goodwill of approximately
$3.5 million was recorded and is being amortized on a straight line basis over twenty years.

Loans Payable Under Credit Agreement

Prior to anAugust 1996amendment, the Companycsedit agreementonsisted of #6.5
million term loan bearing interest at 1 percger month and a$5.5 million non-interest-bearing
term loan withseveral insuranceompanies. In addition, a revolvimmgedit commitment with a
subcontractor and former shareholder provided a maximum outstanding bal&6ce afillion and
bore interest at a rate of 1 percent per month.

In August 1996, the Company’s credit agreementavasnded. Unddghe amendment, the
revolving credit commitment with asubcontractorand former shareholdewas canceled. In
exchangefor the full satisfaction of the Company’'s term loans with the varimssrance
companies, the Compangaid the insurance companie$2.5 million and agreed tgpay an
additional$2.0 million under anew non-interest-bearing tertnan. As of June 30, 1999, the
remainingbalancedue undethe term loan isdue in installments of $0.33 million orach of
August 1, 1999, 2000and 2001. As a result of thimmended andestatedagreement, the
Company recognized an extraordingain of $3.3 million, net ofncome taxesnd otherrelated
expenses of $0.8 million and $0.1 million, respectively, during the year ended June 30, 1997.

In conjunction with a payment afertain principal ofnotespayabledue toAlenia Spazio
S.p.A. in Decemberl 998, seenote 7, the annual interesite onthe outstandingalances was
amended to be at 8.25 percent per year. Aggregate interegtaostd onthe debtsdue under the
variouscreditagreements was approximat&0 thousand , $0and $0.1 million for the years
ended June 30, 1999, 1998 and 1997 respectively.

Notes Payable to Shareholder

The Company issueslibordinatedhotes for a portion of the amoudte to Alenia Spazio
S.p.A. (Alenia), a shareholder,under a previously completed construction contract for the
Company'’s flight modules. IIDecemberl 998, the Compangmendedts agreementvith Alenia
Spazio S.p.A. relative to th&ubordinatechotespayablewith an outstanding principddalance of
$11.9 million due in August 2001. In exchange for payment of $4.0 million of prindifeaia

32



(8)

agreed to waive the interest payment due for the quarter ended December Zhdl898educe the
annual interest rate on the subordinated notes from 12 ferb@nt onthe outstandindpalance as
of January 1,1999. Inaddition, Aleniamay elect to convert, in whole or part, the remaining
principal amount into SPACEHAB equity, on termed conditions to beagreed with
SPACEHAB.

The subordinatechotes had aggregateoutstanding balances &7.9 million and $11.9
million at June 30,1999and 1998, respectively. The notesrrently bearinterest at arannual
rate of 10 percent. No amount of principal accruedinterest on the notes idue until all
amountsunderthe amended andestated credit agreemethiie tothe variousinsurance companies
(note 6) are repaid. As such, all principal payments are due under these natgguenl, 2001.
However, during fiscal 998, the Companpegan paying interesfuarterly. The Companypaid
$0.4 million of interestduring the year endedJune 30,1999 and intends to continue to pay
interest quarterly.

Interest cost converted to additional principal on bées to Alenia was approximately $0
and $0.7 million for the years ended June 30, 1999 and 1998, respectively.

Other Long-Term Debt
Convertible Note Payable

On August 12, 1992, the Company issued a subordinated promissory note to an investment
bank in the amount of $0.9 million, carrying interesLEBOR plus 3 percentand maturing six
months after the payment of all otheindebtednesslue underthe amended andestatedcredit
agreemenandthe subordinatechotes to Alenia. The note was convertible at the option of the
holderinto 75,000shares of the Companytmmon stock at any time prior to maturity. On
October 25, 1996, the investmehank exercisedits option to convert the noteinto the
Company’s common stock.

Credit Facilities

On June 16, 1997, the Company entered into a $10.0 million liceedit agreemenwith
a financialinstitution. Outstanding balances dhe line of credit accrueinterest at either the
lender’s prime rate or a LIBOR-baseste. Certain assets of the Compajlateralizethis loan.
The term of the agreement is through October 1999. Thrdugh 30,1999, the Company has
not drawn against the line of credit.

On July 14, 1997, the Company'’s subsidiary, Astrotech, enteredaimttthercredit facility
for loans of up t0$15.0 million with afinancial institution. The term of theagreement is
throughJuly 13, 2002. This loan icollateralized bythe assets of Astrotecénd certain other
assets of the Company, and is guaranteed by the Compatgrestaccrues atIBOR plus three
percent. Principahindinterestare payable on a quarterlgasis. In April 1999, the Company
borrowed an additional $1.0 milliotnderthis credit facility with the same terms, conditions and
expirationdate ofthe original loan. Principal payments of $3.1 milliare due in FY2000,
2001, and 2002 and principal payments of $0.8 milko& due in FY2003. AtJune 30, 1999,
the Companyhad anoutstandingbalance of$10.2 million underthis credit facility and accrued
interest of $0.2 million.

Covenant Changes
For the period ended JuB®, 1999, the Company was lmeach of certaitoan covenants

of the term loanand line of credit facility. The covenantdad been negotiategrior to the
acquisition of JE. While the Company had doawnagainst the line o€redit, covenantvaivers
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were requested and received, for the year ended June 30, 1998pftolanding institutions. The
Company believes it will be in compliance with the covenants on a going forward basis.

Convertible Subordinated Notes

In October 1997, the Company completed a private placement offerig$3a8 million of
aggregateprincipal of unsecured 8 percefitonvertible SubordinatedNotesdue2007. Interest is
payable semi-annually. The notes are convertible into the common stock of the Compeaig at a
of $13.625per share. This offering providedthe Company with neproceeds ofapproximately
$59.9 million to be used for capital expenditures associated wittietredopmentnd construction
of space related assets and for other general corporate purposes.

(9) Fair Value of Financial Instruments

The following table presents thearrying amounts and estimated fair values of the
Company’s financial instruments as &fne 30,1999 and1998 in accordancevith Statement of
Financial AccountingStandard$No. 107, Disclosures abouFair Value of Financial Instruments
(in thousands):

June 30, 1999 June 30, 1998
Carrying Fair Carrying Fair
amount value amount value
Financial liabilities:
Loans payable under credit $ 1,000 920 $ 1,500 1,279
agreement
Notes payable to shareholder 7,860 7,860 11,895 11,895
Loans payable under credit facility =~ 10,159 10,159 12,001 12,001
Convertible notes payable 63,250 50,600 63,250 68,784

The fair value ofthe Company’s long-terrdebt is based oguotedmarket price or isestimated
based orthe current rate®ffered tothe Company fordebt of similar remaining maturities and
other terms. The carrying amounts of cash and cash equivalents, receamdbéEsountgpayable
and accrued expenses approximate their fair market value because of the relatiktelyration of
these instruments.

(10) NASA Contracts
Mir Space Station Contract

On July 14,1995, NASAandthe Companycompletedfinal negotiations toprovide the
Company'’s flight modules and related integration services over four missions to the Fagsgian
StationMir. The contract was subsequerdipendedvhich resulted in aotal contract value of
$91.5 million and the addition of three missions.

During theyearsendedJune 30,1998 and 1997, the Companyecognized $39.0 million
and $41.7 million, respectively, of revenue under Mie contract. Workunderthe Mir contract,
as amended, was completed with its final mission in June 1998.

Research and Logistics Module Services Contract
On December21, 1997, the Compangnteredinto the Researchand Logistics Module

Services (REALMS) Contract tprovide to NASA its flight modulesand relatedintegration
services over three missions at aggregate fixegrice of $44.9 million. Thiscontractprovides
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for NASA to use the flight modules for both science and logistics missions. During NA8SH
exercised an additionalption missionand changeordersthereby increasing theontract value to
$68.2 million.

During theyearsendedJune 30,1999 and 1998, the Companyecognized$28.2 million
and $14.3 million of revenue, respectively, under this contract.

Flight Crew Systems Development Contract ("FCSD")

JE primarily operatesunderNASA's FCSD Contract which is currently $326.3 million
multi task cost plus-award and incentifiee contract. The contractommenced irMay 1993 and
will conclude in April 2001. NASA has the option ¢xercise aoneyearextension. JEperforms
several critical services for NASA includirftight crew support services, operations, training and
fabrication of mockups at NASA’s NeutrBuoyancy Laboratorand atNASA’'s SpaceVehicle
Mockup Facility, where astronauts train for both Space Shuttle and ISS missions. dEsass
and fabricatesflight hardware,such as flightcrew equipmentand crew quarterdabitability
outfitting as well as providing stowage integration services. JE is also responsible for
configuration management of the ISS.

Stockholder Rights Plan

On March 26, 1999, thBoard of Directorsadopted aStockholderRights Plandesigned to
deter coercive takeovetactics and to prevent a potentiahcquirerfrom gaining control of the
Company withoutoffering a fair price taall of the Company's stockholders. dividend of one
preferred share purchaseight (a "Right") wasdeclared onevery share ofCommon Stock
outstanding on April 9, 1999 EachRight underthe Plan entitles théolder to buy oneone-
thousandth of a share of a new series of junior participating preferred stdkB5forlf anyperson
or group becomes theeneficial owner of 15 percent onore of common stock (witlzertain
limited exceptions), then each Right (not owned by the 15 percent stockholder) will then entitle its
holder topurchase, at th®ight's thencurrent exercisgrice, commonshares having anarket
value of twice theexerciseprice. In addition, ifafter any person havecome a 15percent
stockholderand isinvolved in a merger oother business combination transaction watother
person, each Right will entitle its holder (other than the 15 percent stockholder) to purchase, at the
Right's thencurrent exercis@rice, commorshares of thecquiringcompany having a value of
twice the Right's then current exercise price. The rights grargted to each shareholderre€ord
on April 9, 1999. At any timéefore aperson or groumcquires a5% position,SPACEHAB
generallywill be entitled toredeemthe Rights at aedemption price of0.01 per Right. The
Rights will expire on April 9, 2009.

Common Stock Option and Stock Purchase Plans
Non-qualified Options

Non-qualified options are granted at the sole discretion of the Board of directors. Prior to the
adoption of the 1994Stock Incentive Plan (the 1994 Plan), stock optiorgganted to the
Company’s officers and employeegre part of their employmentontract or offer. Th&umber
and price of the options granted wdefined inthe employmenagreementsndsuch options vest
incrementally over a period of four years and generally expire within ten yetire ddite ofgrant.
300,000 options were granted in fiscal year 1999 in connection with the acquisition of JE.

The 1994 Plan

Under the terms of the 1994 Plan, the number and price of the options granted to employees
is determined by the Board of Directors and such options vestost casesncrementally over a
period of four years and expire no more than ten years after the date of grant.
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The Directors’ Stock Option Plan

Prior to anamendment or©October 21, 1997eachnonemployee member of tHgoard of
Directors was annuallgrantedoptions to purchase5,000 shares ofcommon stock aexercise
pricesequal tothe fair market value ornthe date ofgrant. Subsequent to the amendmeath
nonemployee member of the Board of Directors received a one-time granopfiam to purchase
10,000shares ocommon stock. Furtheeachnew nonemployeelirector afterthe amendment
date shall receive a one-time grant of an option to purchase 10,000 shares. In afftitive as
of the date of eaclannual meeting of the Companystockholders on or aftéhe effective date,
each nonemployee director who is elected or continues as a member of the Board of Directors of the
Company shall be awarded aption to purchases,000 shares otommon stock. Optionsnder
the Director’s Plan vest after one year and expire seven years from the date of grant.

1997 Employee Stock Purchase Plan

During theyearendedJune 30,1998, the Compangdopted aremployee stockpurchase
plan that permits eligible employees porchase shares @ommon stock of the Company at
prices no less thaB5 percent of theurrent markefrice. Eligible employees maglect to
participate in the plan by authorizing payrdéductionsfrom one percent to ten percent of gross
compensation foreach payroll period. On thelast day of each quarter, eacparticipant’s
contribution account isised to purchasthe maximum number of wholendfractional shares of
common stockdetermined bydividing the contribution account’s balance byhe lesser of
85 percent of the price of a share of common stock on the first day of the quarter or tay lafst
a quarter. The maximum number of shares of common stock that may be purchased under the plan
is 1,500,000. Through June 30, 1999, 73,614 shares have been issued under the plan.
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Stock Option Activity Summary

The following table summarizes the Company’s stock option plans:

Non-qualified options 1994 Plan Directors’ plan
Weighted Weighted Weighted
average average average
Shares exercise Shares exercise Shares exercise
outstanding price outstanding price outstanding price
Outstanding at 6/30/96 620,4€& 12.2¢ 1,000,738 13.35 - -
Granted 14,16 8.8¢ 1,024,751 6.90 50,000 7.@
Exercised - - 2,000 12.00 - -
Forfeited 194,64 12.0C 790,266 13.14 -
Outstanding at 6/30/97 439,9& 12.01 1,233,223 8.20 50,000 7.@
Granted 10,0 10.1z 257,338 11.00 145,000 1029
Exercised - - 3,725 10.02 5,000 104
Forfeited 149,941 12.¢ 8,583 11.96 - -
Outstanding at 6/30/98 300,0& 12.3% 1,478,253 8.62 190,000 9.9
Granted 300,0@ 14.0C 572,713 11.69 50,000 7C0
Exercised - - 1,070 9.69 - -
Forfeited 106,241 12.0 140,670 9.16 -
Outstanding at 6/30/99 493,80 ¢ 13.42 1,909,226 $ 9.50 240,000¢ 9.37
Options exercisable at:
June 30, 1997 429,7X 12.1€ 819,742 8.49 - -
June 30, 1998 295,9% 12.17 983,620 8.55 45,000 7.
June 30, 1999 191,7C 12.3¢ 1,072,121 8.56 190,000 9.9
Weighted-average fair value
at date of grant during
the fiscal period ended
June 30, 1997 14,16 2.8C 1,024,751 2.56 50,000 2.
June 30, 1998 10,0 4.2t 257,338 3.83 145,000 3.4
June 30, 1999 300,0@ 3.1z 572,713 4.50 50,000 2.21
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The following table summarizes information about the Company's stoglons
outstanding at June 30, 1999:

Options outstanding Options exercisable
Weighted-

averge Weighted- Weighted-

remainirg averge averge

Number contractual exercise Number exercise

Range of exercise prices outstandig life (years) price  exercisable price

$24.00 6,100 3.25 $ 24.0 4,066 $ 24.00
$10.13 - $14.88 1,607,551 5.45 12.30 638,243 12.29
$ 5.75 - $9.88 1,029,379 3.80 6.89 811,582 6.80

$ 5.75 -%$24.00 2,643,030 4.80 $ 102 1,453,891 $ 9.26

The Company applies APBpinion 25 and relatednterpretations in accounting for its
plans. Accordingly, asall optionshave beergranted at exercisgrices equal tothe fair market
value as of thelate ofgrant, no compensation cost Haeenrecognized undethese plans in the
accompanying consolidatefinancial statements. Had compensation costeen determined
consistent with Statement 123, the Company’s net income and eapeing@mmonsharewould
have been reduced to the pro forma amounts indicated below (in thousands, except per share data):

Years ended June 30,

1999 1998 1997
Net income (loss):
As reported $ (2,589) $ 9,604 10,558
Pro forma (4,424) 8,772 8,964
Net income (loss) per share - basic:
As reported $ (0.23) $ 0.86 0.95
Pro forma (0.40) 0.79 0.81

The fair value ofeachoption granted is estimated onthe date of grant using the
Black-Scholesoption-pricing model with the following weighted averagassumptionsused for
grants in fiscalyears1999, 1998and 1997, respectively:0.0 percentdividend growth; expected
volatility ranging from 35 percent to 40 percent; risk-free interest rates rangingbfi@mpercent
to 6.71 percent; and expected lives ranging from three to seven years.

The effects of compensation cost as determined under Statement 123 on net infiscad in
years1999, 1998and1997 may not beepresentative athe effects onpro forma net income in
future periods.
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Warrants

(13)

The Company also has 53,0080rrently exercisable warrantautstanding topurchase the
Company’s common stock at $9.@@r sharewith an expirationdate of June 2002. The fair
market value of theswarrantswas recognized aissuance. All suclwarrantswere issued at
exercise prices equivaletd, or in excessof, the determinedair market value othe Company’s
common stock at the date of issuance.

Income Taxes

The components of income tax expense (benefit) from continuing operat®asfollows
(in thousands):

Year ended Year ended Year ended
June 30, 1999 June 30, 1998 June 30, 1997

Current:
Federal ¥1,447) - 2,706
State and local 15 - 265
(1,432) - 2,971
Deferred:
Federal 847 2,148 -
State and local 86 379 -
933 2,527 -
Income tax expense (benefit) §499) 2,527 2,971

During the year ended June 30, 1997, income tax expense of $819,0@llosatsd to the
extraordinary gain on early retirement of debt.

A reconciliation of theexpectedamount of income taxexpense (benefit)calculated by
applying the statutory federal income tax rate of 34 percent in FY 1999, 1998 and 1997 to income
(loss) from continuing operationseforetaxes, to the actual amount of income ®@xpense
(benefit) recognized follows (in thousands):

Years ended
June 30, 1999  June 30, 1998 June 30, 1997

Expected expense (benefit) (@,050) 4,241 4,600
Change in valuation allowance 169 (2,058) (2,640)
State income tax (15) 299 1,011
Other non deductiblegrimarily goodwill

amortization 397 45 -
Income tax expense $ (499) 2,627 2,971
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The tax effects of temporary differendbst give rise to significant portions of tlleferred
tax assetsand deferredtax liabilities as ofJune 30, 1999 and 1998 are presentedelow (in
thousands):

1999 1998

Deferred tax assets:

Net operating loss carryforwards ¥,863 $ 3,140

General business credit carryforwards 2,189 2,189

Alternative minimum tax credit carryforwards 3,292 4,905

Capitalized research and development costs 270 452

Other 900 225
Total gross deferred tax assets 14,514 10,911
Less — valuation allowance (169) -
Net deferred tax assets 14,345 10,911
Deferred tax liabilities:

Property and equipment, principally due to

differences in depreciation 16,700 13,364

Other 487 74
Total gross deferred tax liabilities 17,187 13,438
Net deferred tax liabilities £2,842) $ (2,527)

As of June 30, 1998, current deferred tax assets of $151,000 are included in gxppagts
and other current assets in the accompanying balance sheet.

The netchanges irnthe total valuatiorallowance forthe yearsendedJune 30,1999, 1998
and 1997 were an increase df0.2 million and decreases d#4.7 million and $2.1 million,
respectively.

At June 30,1999, the Companiad accumulatechet operating losses of $19illion
available to offset future regular taxablecome. These operatindoss carryforwards expire
betweenthe years2007 and2019. Utilization of these net operating losses may be subject to
limitations in the event of significant changes in stock ownership of the Company.

Additionally, the Company has approximately $2.2 million and $3.3 milliomes¢arch and
experimentation and alternative minimum taedit carryforwardstespectively, available toffset
future regulartax liabilities. Theresearch an@xperimentatiorcredits expire betweethe years
2000 and 2008; the alternative minimum tax credits carryforward indefinitely.

In assessing the realizability of deferred tax assets, management considers whetherat is
likely than not that some portion or all of thieferredtax assetsare realizable. Management
considers the scheduled reversaleferredtax liabilities, projectedfuture taxable incomeand tax
planning strategies in making this assessmdsdasedupon the level ofprojectedfuture regular
taxable income over the periods, which the deferred tax asgsetieductiblemanagement believes
that the Company wilrealizethe benefits of theseéeductions. As ofJune 30, 1999, the
Companyprovided avaluation allowance of$169 thousand againstleferredtax assets. The
amount of thedeferredtax assetsonsideredealizable, however, could veduced ifestimates of
future regular taxable income during the carryforward period are reduced.
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Net Income (Loss) Per Share

In December 1997, the Compargdoptedthe provisions of Statement of Financial
Accounting Standards (SFAS) No. 1Ernings Per Sharewhich established new guidelines for
the calculations of earnings (log®r share. Earning$oss) per share foall prior periodshave
been restated to reflect the provisions of this Statement.

The following are reconciliations of the numeratoend denominators of the basic and
diluted earnings (lossper sharecomputations for “income (losd)efore extraordinarytem” and
“extraordinary item” for the years ended June 30, 1999, 1998 and 1997 (in thousamgdshare
data):

Per common share Assurgibilutior

1999

Net loss $ (2,589) $ (2,589
Net loss, as adjusted $ (2,589) $ (2,589
Outstanding common shares 11,184,742 11,184,74
Adjusted shares 11,184,742 11,184,724
1998

Net income $ 9,604 $ 9,6@
Assuming conversion of convertible subordinated notes $ -$ 2,6
Net income, as adjusted $ 9,604 $ 12,22
Outstanding common shares 11,154,271 11,154,271
Outstanding stock options - 269189
Assuming conversion of convertible subordinated notes - 3,147,1@
Adjusted shares 11,154,271 14,571,%7
1997

Net income before extraordinary item $ 10,558 $ 10,56
Net income $ 13,832 $ 13,83
Outstanding common shares 11,118,825 11,118,82
Outstanding stock options - 1446
Assuming conversion of convertible notes - 2%E,32
Adjusted shares 11,118,825 11,160,322

Options and warrants to purcha&&®9,131and792,361shares ocommon stock, aprices
ranging from $7.50 to $24.0fer sharewvere outstanding for thgearsendedJune 30,1998 and
1997, respectively.Thesewerenot included inthe computations ofliluted earnings pershare
because the options’ and warrants’ exercise prices were greaténérereragemarket price of the
common shares during the years ended June 30, 1998 and 1997.

All options and warrants to purchase shares a@immon stockwere excludedfrom the
computations ofliluted earnings (lossper share fothe year endedJune 30, 1999because the
impact of such options and warrants is anti-dilutive.

Employee Benefit Plan

The Company has @efinedcontribution retiremenplan, whichcoversall employees and
officers. For the yearsendedJune 30,1999, 1998and 1997, the Companygontributed$0.8
million, $0.1 million and$0.1 million, respectively, to the plan. The Company hasright,
but not the obligation, tonake contributions to the plan in futuyears atthe discretion of the
Company’s Board of Directors.
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Commitments
Integration and Operations Contracts

On August 13, 1997, the Company initiated a letter agreement with The Boeimpgany,
a major subcontractor, fatandardntegrationand operation services tthe Company foffuture
missions thatwere not already providedor underits contract formissions to theMir Space
Station. In August 1998, this letter agreement became a cost plus indeatteatractwhereby
Boeing will provide integrationand operations servicesequired to successfully completéour
researchmissions (one singlanodule mission and three double module missions) and five
logistics double module missions. Additionally, there are several tasks that are sepeicatelto
yield a contract value of up #$42.3 million. As ofJune 30,1999, $16.2 million hadeen
incurred under this commitment.

Module Construction Contracts

During fiscalyear1997, the Compangnteredinto a $36.8 millioncost-plus-fee contract
with Boeing to construct a nemesearcimodule with associated double moduka@rdware. The
Company has taken initiadlelivery of the moduleand is inthe process of completing its
construction which isxpected to beompleted inthe middle of fiscal year2000. The Company
has incurred approximately $32.9 million in construction costs through June 30, 1999.

During FY 1999, the Company entered into a $4.6 million lettgeementvith Boeing to
initiate activities to support the fabrication of a double docking module. The letter cqeriact
of performance is through August 1999. The Company plans to extend the letter agreement. The
Company has incurred $1.0 million in costs through June 30, 1999.

Joint Venture

During June 1998, the Comparenteredinto a joint venture agreemendith Guigne
Technologies Limited for the purpose of developing, fabricating, markedimd) sales of
SpaceDRUMS™ services. laccordancewith the joint venture agreement, th@ompany has
agreed tocontribute, inexchangdor a 50 perceninterest in SpaceDRUMS™, aaggregate of
$2.0 million of working capital to the joint venture at varying datedamounts througt©ctober
1999. The Company's contributions will be in the form of an unsecured non-interest bearing note.
Through June 30, 1999, the Company ha@e contributions of $1.4 million to thgoint
venture. During 1999, the joirtentureenteredinto a $5.0 millioncontractwith the Colorado
School of Mines for the lease of the SpaceDRUMS™ facility.

The Company does not have the ability to exclusively control the operagiotiéhancial
policies of SpaceDRUMS, although the Compalagsexertsignificant influenceand assuch is
recognizingits investment in SpaceDRUMS using thwdified equity method of accounting.
During the year endedune 30, 1999, SpaceDRUMfad norevenuesand generated et loss of
approximately $0.001million of which the Companyrecognizedits proportionate share.
SpaceDRUMS has total assets, total liabilities and total equity as of June 30, 199@ilB&r7
$2.3 million and $1.4 million respectively. The carrying value dhe investment in
SpaceDRUMS is $1.4 million as of June 30, 1999.

Leases

The Company ibligatedundercapital leases for equipmeand noncancelable operating
leases for equipmentffice space, storage spa@mdthe land for a payload processing facility.
Future minimum paymentsnderthese capital leasesnd noncancelable operating leassa® as
follows (in thousands):
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Capital Operatirt

Year ending June 30, leases lease
2000 $ 873% 2,35
2001 57 2,241
2002 28 2,0%
2003 18 1,6%
2004 and thereafter 17 7,224

207 % 15,56

Less: amount representing interest between 9% and 12% (50)

Present value of net minimum capital lease payments $ 157

Rent expense for the years endeshe 30,1999, 1998and1997, was approximateli$2.2
million, $0.5 million and $0.5 million respectively.

(17) Segment information

The Company adopted SFAS No. 13Djstlosure abouSegments of aBnterprise and
RelatedInformation”, as of June 30, 1999. SFAS No. 131 establisasual and interim
reporting standards for an enterprise's operating segments.

Based on its organization, the Compamperates in threbusiness segments; Astrotech,
JE and SPACEHAB. Astrotech, acquired in Februed97, provides payloaghrocessing facilities
to servethe satellite manufacturingnd launch services industry. Astrotech currerhpvides
launch site preparation of flight ready satellites to major U.S. space launch congratsaellite
manufacturers. JE, acquired dnly 1998, is primarilyengaged improviding engineeringervices
and products tothe FederalGovernmentand NASA, primarily underthe Flight Crew Systems
Development Contract (FCSD). SPACEHAB was founded to commercially desgdae habitat
modules to operate ithe cargobay of the Spac&huttles. SPACEHABrovides access to the
modulesand integration and integration and operations supporservices forboth NASA and
commercial customers.

The Company'shief operating decision makatilizes bothrevenueand income before
taxes, includingallocated interest based onthe investment in the segment, in assessing
performanceand making overall operatinglecisionsand resourceallocations.  As suchother
income/expense items including taxes and corporate overhead have not been allocated to the various
segments.

The accounting policies of the segmeatsthe same as thosiescribed inthe summary

of significant accounting policieseenote 2. Information about the Company's segments is as
follows:
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(18)

Fiscal year 1999:

SPACEHAB
Astrotech
Johnson Engineering

Fiscal year 1998:

SPACEHAB
Astrotech
Johnson Engineering

Fiscal year 1997:

SPACEHAB
Astrotech
Johnson Engineering

Subsequent Event

(in thousands)

Net Depreciation
Pre-Tax Fixed And
Revenue Income (loss) Assets Amortization
$ 39,477 $ (2,925) $ 109,912 $ 5,227
9,845 (505) 20,625 1,164
58,398 342 1,647 1,164
$107,720 $ (3,088) $ 132,184 $ 7,555
Net Depreciation
Pre-Tax Fixed And
Revenue Income Assets Amortization
$ 53,262 $ 10,308 $ 92,815 $ 4,639
10,825 1,823 19,773 1,174
$ 64,087 $12,131 $ 112,588 $ 5,813
Net Depreciation
Pre-Tax Fixed And
Revenue Income Assets Amortization
$ 53,741 $ 13,070 $ 74,620 $ 9,806
2,860 459 16,341 379
$ 56,601 $ 13,529 $ 90,961 $ 10,185

On August 2, 1999DaimlerChryslerAerospace AG (Dasa), a shareholgemrchased an
additional$12.0 million equity stake in SPACEHAB representit333,334shares of Series B
Senior ConvertibléPreferredStock. Underthe agreementDasa purchasedall of SPACEHAB's
975,000authorizedand unissued shares @referredstock. The other 358,33ghares of Series B
Senior ConvertiblePreferredStock will be issuedupon shareholdeapproval of a proposal to
increasethe number ofauthorized shares qireferredstock that will bepresented athe next
stockholderameetingscheduledor Octoberl4, 1999. Thepreferredstock purchasewill increase
Dasa's investment interest in SPACEHAB to approximately perfgent. The Series B Senior
ConvertiblePreferredStock is: convertible at thenolders'option on the basis of onghare of
PreferredStock for oneshare ofcommon stockentitled to vote on an "asonverted"basis the
equivalentnumber of shares afommon stockand has preference inliquidation, dissolution or
winding up 0of$9.00 per preferredshare. Nadividends argpayable onthe convertiblepreferred

shares.
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(19) Summary of Selected Quarterly Financial Data (Unaudited)

The following is a summary of selectedarterlyfinancial datafor the previoushree fiscal
periods (in thousands, except per share data):

Three months ended
September 30 December 31 March 31 June 30

Year ended June 30, 1999

Revenue $ 28,2T% 23,634 26,693 29,120
Income (loss) from operations 2,151 (2,007) 338 (280)
Net income (loss) 41 (1,851) (541) (610)
Net income (loss) per share - 0.4 (0.17) (0.05) (0.05)
basic
Net income (loss) per share - 0.4 (0.17) (0.05) (0.05)
diluted

Year ended June 30, 1998
Revenue $ 2,537 17,756 18,997 24.797
Income (loss) from operations (5,685) 5,833 5,214 7,335
Net income (loss) (5,654) 5,727 4,891 4,640
Net income (loss) per share - (0.51) 0.51 0.44 0.42
basic
Net income (loss) per share - (0.51) 0.43 0.37 0.35
diluted

Year ended June 30, 1997
Revenue $ 113 22,992 15,031 18,465
Income (loss) from operations (6,171) 12,148 3,914 2,771
Net income (loss) before (7,074) 11,060 3,207 3,365
extraordinary item
Net income (loss) (3,800) 11,060 3,207 3,365
Net income (loss) per share - (0.34) 1.00 0.29 0.30
basic
Net income (loss) per share - (0.34) 0.99 0.29 0.28
diluted

ltem 9. Changes in and Disagreements With Accountants on Accounting and

Financial Disclosure.
None.
PART Il
Item 10. Directors and Executive Officers of the Registrant.

The informationrequired bythis item will be contained inthe Company’s definitiveProxy
Statement for its 1999 annual meeting of stockholders and is hereby incorporated by reference thereto.
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ltem 11. Executive Compensation.

The informationrequired bythis item will be contained inthe Company’'s definitiveProxy
Statement for its 1999 annual meeting of stockholders and is hereby incorporated by reference thereto.

ltem 12. Security Ownership of Certain Beneficial Owners and Management.
The informationrequired bythis item will be contained inthe Company’'s definitiveProxy
Statement for its 1999 annual meeting of stockholders and is hereby incorporated by reference thereto.

ltem 13. Certain Relationships and Related Transactions.

The informationrequired bythis item will be contained inthe Company’'s definitiveProxy
Statement for its 1999 annual meeting of stockholders and is hereby incorporated by reference thereto.

PART IV
Item 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K.
(a) The following documents are filed as part of the report:
1. Financial Statements.
The following consolidatedinancial statements of SPACEHABcorporated andgubsidiary and

related notes, together with theeport thereon of/KPMG LLP, the Company’sndependent
auditors, are set forth herein as indicated below.

Page
Report of KPMG LLP, Independent Public Accountants................ccocvveenene. 23
Consolidated BalanCe SheeIS.......c.iviiiiiiiiii e 24
Consolidated Statements of OperationS..........ccvviiiii i 25
Consolidated Statements of Stockholders’ EQUIty...........c.cocvvviiviiiiiiiinnns 26
Consolidated Statements of Cash FIOWS..........ccovvviiiiiiiiii e, 27
Notes to Consolidated Financial Statements.............ooooviviiiiiiiiiviieceeeaes 28

2. Financial Statement Schedules.

All financial statemenschedulesequired to bdiled in Part IV, Iltem 14(a) have been omitted
because they are not applicable, not required, or becausstliredinformation isincluded in the
financial statements or notes thereto.

3. Exhibits.

Exhibit No. Description of Exhibit

3.1* Amended and Restated Articles of Incorporation of the Company.

3.2* Amended and Restated By-Laws of the Company.

411t Designation of RightsTermsandPreferences oferies B Senior ConvertiblBreferred

Stock of the Registrant.

4211 Preferred Stock Purchase Agreement betwedhe Registrantand DaimlerChrysler
Aerospace AG dated as of August 2, 1999.

431t Registration Rightdgreement betweethe Registrantand DaimlerChryslerAerospace
AG dated as of August 5, 1999.
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4.4t

10.3*

10.6*

10.7*

10.12***

10.13*

10.16*

10.23**

10.24**

10.27**

10.28**

10.30**

10.31**

10.32**

10.34**

10.35**

10.36**

10.37**

RightsAgreementdated as ofMarch 26, 1999, betweenthe Registrantand American

Stock Transfer & Trust Company. The Rightagreement includethe Designation of
Rights Terms and Preferences of Series A JupieferredStock as Exhibit A, thdorm

of Rights Certificate as Exhibit B and the Summary of Rights as Exhibit C.

Cost Plusincentive Fee Contract (Number SHB)09), dated November23, 1994,
between the Registraand McDonnell Douglas (including thamendments theretgthe
“Mir Contract”).

Amended and Restated Representation Agreement, dated August 15, 1886 dapween
the Registrant and Mitsubishi Corporation.

Letter Agreement dateflugust 15, 1995, bwndbetweenthe Registranand Mitsubishi
Corporation.

Amended andRestated Credit AgreementatedAugust 20, 1996 among the Registrant,
the Insurers listed therein and the Chase Manhattan Bank (National Association), as agent.

SPACEHAB, Incorporated 1995 Directors’ Stock Option Plan.

Agreement ofSubleasedatedApril 9, 1991, byand between Eastern Americareak
Corporation and the Registrant (land lease for Cape Canaveral, Florida facility).

Employmentand Non-Interferencé\greement,dated December27, 1995, between the
Company and Nelda J. Wilbanks.

Employmentand Non-Interferencé\greement,dated December27, 1995, between the
Company and M. Dale Steffey.

Indemnification Agreementjated December27, 1995, betweenthe Companyand Dr.
Shelley A. Harrison.

Indemnification Agreementjated December27, 1995, betweenthe Companyand Dr.
Edward E. David, Jr.

Indemnification Agreement, dated December P¥95, betweenthe Companyand Robert
A. Citron.

Indemnification AgreementjatedDecember27, 1995,betweenthe CompanyandAlvin
L. Reeser.

Indemnification AgreementjatedDecember27, 1995,betweenthe Companyand James
R. Thompson.

Indemnification Agreementjated December27, 1995, betweenthe Companyand Dr.
Brad S. Meslin.

Indemnification Agreement, dated December 27, 1995, between the CoanpiBizester
M. Lee.

Indemnification AgreementjatedDecember27, 1995,betweenthe Companyand David
A. Rossi.

Indemnification Agreement, dated December 27, 1995, between the CoaniDy. Shi
H. Huang.
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10.38** Indemnification Agreement, dated December 27, 1995, between the Company and Nelda J.

Wilbanks.

10.39** Indemnification Agreementjated December27, 1995, betweenthe Companyand M.
Dale Steffey.

10.41** Indemnification Agreement, dated December 27, 1995, between the Company and Dr. Udo
Pollvogt.

10.43** Indemnification Agreementdated December27, 1995, betweenthe Company and

Hironori Aihara.

10.49*// Cost PlusFee Contract (Number SHBO013), dated July 31, 1997, between the
Registrant and McDonnell Douglas Corporation, McDonnell Dougla&erospace
Huntsville Division (the “Research Double Module Contract”).

10.52*// Office Building LeaseAgreement,datedOctober 6,1993, between Astrotectand the
Secretary of the Air Force (Lease number SPCVAN - 2-94-001).

10.54*// Loan and Security Agreement, dated June 16, 1997, between the Registrant, Astrotech and
First Union NationalBank (formerlyknown as SigneBank) (the “Revolving Credit
Agreement”).

10.55*// Loan and Security AgreementgatedJuly 14, 1997,between Astrotectand the CIT
Group/Equipment Financing, Inc. (the “Term Loan Agreement”).

10.57*// Employmentand Non-InterferenceAgreement, dated April 10, 1997, between the
Company and John M. Lounge.

10.58*// Indemnification Agreement, dated October 29296, betweenthe CompanyandJohn M.
Lounge.

10.69*//1 ESA Contract, Dated October 10, 1997, between the Registrant and Int@Gsphek(the
“ESA Contract”).

10.70*/111 NAS 9-97199, dated December21, 1997, betweenthe Registrantand NASA (the

“REALMS Contract”).

10.72*/111 Employment Agreementand Non-InterferenceAgreement dated January 15, 1998,
between the Company and Chester M. Lee.

10.73*/11/ Employment Agreement and Non-Interference Agreement dated January 13ét0@en
the Company and David A. Rossi.

10.74*/111 Amendment number 1 to Loaand Security Agreementdated December31, 1997,
between the Company and First Union National Bank.

10.75*/111/ STS-95 Agreement A, dated December 20, 1997, between the Registrant and Mitsubishi
Corporation.

10.76*/111/ STS-95 Agreement B, dated March 18, 1998, between the Registrant and Mitsubishi
Corporation.

10.77*/1111 NHK Contract, dated May 8, 1998, between the Registrant and Mitsubishi Corporation.
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10.78*/111/ SHB98001, dated January 31, 1998, between the Registrant and RSC Energia

10.79*/111/ SHB98002, dated February 11, 1998, between the Registrant and Daimler-Benz
Aerospace, Space Infrastructure Division

10.80*/111/ CSA Contract, dated May 21, 1998, between the Registrant and the Canadian Space
Agency.

10.81*/11/ Gemini Office Building Lease Agreement, dated January 14, 1998, between the

Registrant and Puget of Texas

10.82*/111/ SHB98006, dated July 8, 1998, between the Registrant and Daimler-Benz Aerospace AG,
Raumfahrt-Infrastuktur

10.84*/111/ Capital Office Park Lease as amended, dated April 23, 1998, between Astrotech and
Eleventh Springhill Lake Associates L.L.P.

10.8511+ Letter Agreement between the Company and Alenia Aerospazio.

10.8611t Employment and Non-Interference Agreement dated July 1, 1998 between the Company
and William A. Jackson

10.8711t Employment and Non-Interference Agreement dated July 1, 1998 between the Company
and Eugene A. Cernan

10.8811t Employment and Non-Interference Agreement dated July 1, 1998 between the Company
and W.T. Short

10.89ttt Modification S/A 14 to NAS9-97199 dated November 25, 1998, between the Company
and NASA.

10.90 SPACEHAB, Incorporated 1994 Stock Incentive Plan (as amended and restated effective

October 21, 1997).

10.91 Employmentand Non-InterferenceAgreement, dated March 1, 1999, between the
Company and Mark Kissman.

10.92 Employmentand Non-InterferenceAgreement, dated March 1, 1999, between the
Company and Michael Kearney.

10.93 Contract No. NAS 9-1880@etweenNASA and Johnson Engineerindated April 28,
1993.

10.94 Cost Plusncentive Fee Contradtlo. SHB 1014datedAugust 14, 1997between the
Boeing Company and the Registrant.

10.95 Amended and Restated Employment and Non-Interference Agreement, dated ApAI71,
between the Company and Dr. Shelly A. Harrison, amended and restated as of January 15,
1999.

10.96 European Marketing Agreement between Intospac®H andthe Registrantlated June
12, 1998.

10.97 Leasefor property at 555 Forge River DEuite #150,Webster, TX betweedohnson

Engineeringand CD UP LP awholly-owned subsidiary of Carey DiversifiedLC,
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successor in interest thA. Billip Development Corporatiodated April 30, 1993, as
amended.

10.98 Lease for property at 18100 Upper Bay Road, Suite #208, HoustobefidéenJohnson
Engineering Corporation and Nassau Development Company, dated February 19, 1998.

10.99 Leasefor property at920, 926and 928 Gemini Ave., Houston, TXunder Standard
Commercial Lease between Johnson Engineering Corporatibihakelanddevelopment
dated February 1, 1998.

10.100 Leasefor property at 300 D Stree§W, Suite #814, Washington, D®getween the
Registrant and The Washington Design Center, LLC dated December 16, 1998.

10.101 Lease for property at 16850Titan, Houston, TX between Johnson Engineering
Corporation and Computer Extension Systems, Inc. dated August 1, 1999.

10.102 Agreement of Sale and Purchase ofLeaseholdInterest between EasterAmerican
Technologies Corporation and Spacehab, Incorporated dated August 1997.

11. Statement regarding Computation of Per Share Earnings.

21.*// Subsidiary of the Registrant.

23. Consent of KPMG LLP.

217. Financial Data Schedule.

* Incorporated by reference tihe Registrant’s Registration Statement on Form S-1 (File

No. 33-97812)and all amendmentghereto, originallyfiled with the Securities and
Exchange Commission on October 5, 1995.

** Incorporated by reference tthe Registrant’s Report on Form 10f the quarterended
December 31, 1995, filed February 14, 1996.

*kk Incorporated by reference téhe Registrant's Report on Form 10f&r the fiscalyear
ended June 30, 199fled with the Securitieand ExchangeCommission orSeptember
17, 1996.

Fkkk Incorporated by reference to the Registrant’s Annual Report on Form 10fét/Ahe year
endedJune 30, 1996filed with the Securitieand ExchangeCommission orDecember
20, 1996.

Fkkkk Incorporated by reference to the Registrant’s Report on Form 10-Q/A fomttaeterended
SeptembeB0, 1996, filed with the Securitieand ExchangeCommission onDecember
20, 1996.

*/ Incorporated by reference to the Registrant’s Report on Form 8-K filed with the Securities
and Exchange Commission on February 27, 1997.

*// Incorporated by reference tihe Registrant’'s Report on Form 10fkr the fiscalyear

ended June 30, 199ffled with the Securitieand ExchangeCommission orSeptember
12, 1997.

48



I

Il

I

Tt

Tttt

(b)

Incorporated by reference the Registrant’'s Report on Form 10fQ the quarterended
September 30, 1997, filed November 6, 1997.

Incorporated by reference the Registrant’'s Report on Form 10fQ the quarterended
December 31, 1997, filed February 5, 1998.

Incorporated by reference tihe Registrant’'s Report on Form 10flr the fiscalyear
ended June 30, 199fled with the Securitieand ExchangeCommission orSeptember
17, 1998.

Incorporated by reference to the Registrant’s Report on Form 8-K filed with the Securities
and Exchange Commission on April 1, 1999.

Incorporated by reference to the Registrant’s Report on Form 8-K filed with the Securities
and Exchange Commission on August 19, 1999.

Incorporated by reference tioe Registrant's Report on Form 10k the quarterended
December 31, 1998.

The following Reports on Form 8-K were filed by the Registrant during the period
covered by this report.

1. Report on Form 8-K filed on April 1, 1999 disclosing the Registrant’s adoption of
its Stockholder Rights Plan.

2. Report on Form 8-K on July 13, 1998 disclosing the Registrant's acquisition of all

the outstanding shares of capital stock of Johnson Engineering Corporation, a
Colorado corporation.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities and Exchange Act of 1934, the

SIGNATURES

Registrant has duly caused this report to be signeitisdsehalf by theundersigned, hereuntiuly

authorized.

Date: September 16, 1999

Date: September 16, 1999

SPACEHAB, Incorporated

By: [sl/ Dr. ShelleyA. Harrison
Dr. Shelley A. Harrison
Chairman of the Board and
Chief Executive Officer

By: [s/ Mark A. Kissman_
Mark A. Kissman
Vice President of Finance and Chief
Financial Officer

Pursuant to theequirements othe Securitiesand ExchangeAct of 1934, thisreport hasbeen
signed below by the following persons on behalf of this registrant in the capaaitiesithe dates

indicated.

[s/_Hironori Aihara

Hironori Aihara

/s/ RobertA. Citron

Robert A. Citron

Dr. EdwardE. David, Jr.

Dr. Edward E. David, Jr.

[s/ Dr. Shi H. Huang

Dr. Shi H. Huang

/sl _ChesteiM. Lee

Chester M. Lee

/s/ Dr. BradM. Meslin

Dr. Brad M. Meslin

/s/ GordonS. Macklin

Gordon S. Macklin

JosefKind

Josef Kind

/sl Alvin L. Reeser

Director September 16, 1999
Director September 16, 1999
Director September 16, 1999
Director September 16, 1999
Director September 16, 1999
Director September 16, 1999
Director September 16, 1999
Director September 16, 1999
Director September 16, 1999
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Alvin L. Reeser

/sl _JameR. Thompson Director September 16, 1998
James R. Thompson

GuiseppeViriglio Director September 16, 1998
Guiseppe Viriglio
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SPACEHAB,

INCORPORATED AND SUBSIDIARIES

COMPUTATION OF EARNINGS PER COMMON SHARE

(in thousands, except share data)

Net Income (loss) and Adjusted Earnings:

Net income (loss) applicable to common
Shareholders used for primary
Computations

Fully diluted adjustments:

Savimgs in convertible notpayable interest gpense,
net of tax
Adjusted net income applicable to

Common shareholders assuming full dilution

Average number of shares of common stock
used for basic computation
Diluted adjustments (1):
Weighted Average Shares and Share
Equivalents Outstanding:
Stock options assumed exercised at average
Fair market value
Assumed conversion of convertible debt
Total number of shares assumed to be
Outstanding assuming full dilution
Earnings Common Per Share:
Income (loss) per common share:
Income (loss) before extraordinary item
Extraordinary item

Basic

Income (loss) before extraordinary item
Extraordinary item

Diluted (1):

Exhibit 11

Year Year Year
Ended Ended Ended
June 30, June 30, June 30,
1999 1998 1997
$(2,589) $9,604 $13,832
3,036 2,625 -
$447 $12,229 $13,832
11,184,742 11,154,271 11,118,825
109,928 269,898 14,168
4,642,202 3,147,109 27,329
15,936,872 14,571,278 11,186,886
($0.23) $0.86 $0.95
- 0.29
($0.23) $0.86 $1.24
$0.03 $0.84 $0.95
- - 0.29
$0.03 $0.84 $1.24

(1) The assumed exercise of options and warrants and the conversion of convertible debt is anti-dilutive but are
included in the calculation of dilutive earnings per share in accordance with Regulation S-K Item 601 (a)(11).
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SPACEHAB, INCORPORATED AND SUBSIDIARIES
FINANCIAL DATA SCHEDULE

<ARTICLE> 5
<CIK> 0001001907
<NAME> SPACEHAB, Inc.
<MULTIPLIER> 1,000
<CURRENCY> U.S. Dollars
<PERIOD-TYPE> 12-MOS
<FISCAL-YEAR-END> Jun-30-1999
<PERIOD-START> Jul-01-1998
<PERIOD-END> Jun-30-1999
<EXCHANGE-RATE> 1.000
<CASH> 21,346
<SECURITIES> 0
<RECEIVABLES> 17,471
<ALLOWANCES> 0
<INVENTORY> 0
<CURRENT-ASSETS> 39,963
<PP&E> 181,431
<DEPRECIATION> 49,247
<TOTAL-ASSETS> 204,346
<CURRENT-LIABILITIES> 27,589
<BONDS> 0
<PREFERRED-MANDATORY> 0
<PREFERRED> 0
<COMMON> 81,585
<OTHER-SE> 16
<TOTAL-LIABILITY-AND-EQUITY> 204,346
<SALES> 107,720
<TOTAL-REVENUES> 107,720
<CGS> 89,283
<TOTAL-COSTS> 89,283
<OTHER-EXPENSES> 18,235
<LOSS-PROVISION> 0
<INTEREST-EXPENSE> 4,905
<INCOME-PRETAX> (3,088)
<INCOME-TAX> (499)
<INCOME-CONTINUING> (2,589)
<DISCONTINUED> 0
<EXTRAORDINARY> 0
<CHANGES> 0
<NET-INCOME> (2,589)
<EPS-PRIMARY> (0.23)

<EPS-DILUTED>

(0.23)
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