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FORWARD-LOOKING STATEMENTS

This Form 10-K contains “forward-looking stateménisthin the meaning of Section 27A of the SecustiAct of
1933 and Section 21E of the Securities Exchangeoft934. All statements other than statementsstbfical fact
are “forward-looking statements” for purposes afdial and state securities laws. Forward-lookiageshents may
include the words “may,” “will,” “plans,” “believe$ “estimates,” “expects,” “intends” and other slami
expressions. Such statements are subject to risttsuacertainties that could cause our actual redoltdiffer
materially from those projected in the stateme®tsh risks and uncertainties include, but areinatdd to:

Our ability to raise sufficient capital to meet dong and short-term liquidity requirements;

Our ability to successfully pursue our businesspla

Uncertainty about our future liquidity;

Whether we will fully realize the economic benefitsdder our NASA and other customer contracts;
Completion of the International Space Station, mdcontinued availability and use of the U.S. $p&huttle
and the International Space Station;

Technological difficulties and potential legal e arising from any technological difficulties;

Product demand and market acceptance risks, imgualir ability to develop and sell products andrises to
be used by the manned and unmanned space prodraimsilace the Space Shuttle Program;

The effect of economic conditions in the U.S. dnestspace faring nations that could impact ouritsttib
access space and support or gain customers;

Uncertainty in government funding and support fey kpace programs;

The impact of competition on our ability to win neantracts;

Delays and uncertainties in future space shutttkthe International Space Station programs;

Uncertainty in securing reliable and consistentasdo space;

Delays in the timing of performance of other coctsaand

Risks described in the “Risk Factors” section @ ffiorm 10-K.

Although we believe that the assumptions underlyng forward-looking statements are reasonable, Ginthe

assumptions could be inaccurate, and, thereforesanaot assure you that the forward-looking stateémimcluded
in this Form 10-K will prove to be accurate. Inhtgf the significant uncertainties inherent in éamward-looking

statements, the inclusion of such information stiandt be regarded as a representation by us ootlugy person
that our objectives and plans will be achieved. 8afithese and other risks and uncertainties tbaldccause
actual results to differ materially from such forddooking statements are more fully described uride heading
“Risk Factors” beginning on page ten of this For®iKLand elsewhere in this Form 10-K, or in the dueuts
incorporated by reference herein. Except as mayebaired by applicable law, we undertake no obidgato

publicly update or advise of any change in any fokooking statement, whether as a result of n&arimation,

future events or otherwise. In making these statgsneve disclaim any obligation to address or updstch factor
in future filings with the Securities and Exchar@emmission (“SEC”) or communications regarding business
or results, and we do not undertake to addressamwof these factors may have caused changesdosdisns or
information contained in previous filings or comneations. In addition, any of the matters discusabdve may
have affected our past results and may affect dutasults, so that our actual results may diffetenialy from

those expressed in this Form 10-K and in priorutissequent communications.



DEFINITIONS

As used in this Form 10-K, the abbreviations andm@gms contained herein have the meanings set boaibw.
Additionally, the terms “SPACEHAB”, “the Company*we”, “us” and “our” refer to SPACEHAB, Incorporate
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and its subsidiaries, unless the context cleadicates otherwise.

1994 Plan
AAC

ARES

ASO

Astrium
Astrotech

ATV

Boeing
CCAFS
Common Stock
COTS
CRADA

DOT
Engineering Services
FASB
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ISS
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SSI
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1994 Stock Incentive Plan
Applied Astronautics Corporation

ARES Corporation

Astrotech Space Operations

Astrium GmbH

Astrotech Space Operations
Automated Transfer Vehicle

The Boeing Company

Cape Canaveral Air Force Station

SPACEHAB Common Stock

Commercial Orbital Transportation Services
Cooperative Research and Development Agreémen
Department of Transportation

Astrotech Engineering Seryices

Financial Accounting Standards Board

SPACEHAB Flight Services

Generally Accepted Accounting Principles
H-Il Transfer Vehicle

Integrated Cargo Carrier

Indefinite Delivery, Indefinite Quantity
Intellectual Property

International Space Station

Kennedy Space Center

Lockheed Martin Corporation

National Aeronautics and Space Administration
Program Integration and Control

Research Double Module

Research and Logistics Mission Support
Space Act Agreement

Securities and Exchange Commission
SPACEHAB Flight Services

Statement of Financial Accounting Standards
Space Media, Inc.

Space Media, Inc. Stock Option Plan
Sarbanes-Oxley Act of 2002

Spaceport Systems International

United States Air Force
Vandenberg Air Force Base

Vertical Cargo Carrier



Item 1. Business.
Our Company

SPACEHAB, Inc. was incorporated in the state of Wagton in 1984. We provide a range of products serdices
that focus on the needs of industry, governments amademia requiring access to, and utilizatiothef unique
environment of space. We own and operate spacemefaunch facilities and provide supporting seesi at three
U.S. launch sites. We employ a staff of engineatstachnicians who have supported hundreds of inattmed and
unmanned missions to space from multiple locatism@ldwide. SPACEHAB is a commercial leader and
entrepreneurial force in the space industry pronjdi full spectrum of products and services infoflewing areas:

Facilities and support services necessary for thpgration of satellites and payloads for launch;
Expertise in qualifying hardware for spaceflightlie habitability and occupational challenges @icep
Product design, development, and fabrication ofspuipment;

Engineering, analysis, and space-bound payloadatipas services;

Program integration and control.

Our Business Units

Our company is currently comprised of five priméysiness segments, which provide the following potsl and
services to the government and commercial markais business units include:

Astrotech Space Operations, Inc. (ASOASO provides all support necessary for its gowrent and commercial
customers to successfully process complex commiimicaEarth observation and deep space satellites i
preparation for their launch on a variety of doresind foreign launch vehicles. Processing ac#sitinclude
satellite ground transportation; pre-launch hardwategration and testing; satellite encapsulatfoaling, launch
pad delivery; and communication linked launch cointOur ASO facilities can accommodate five metkrss
satellites with weights of 11,000 kilograms, encasging the majority of U.S. based satellite prearaervices.

BioSpace Technologies, Ine A natural extension of SPACEHAB’s many yeargxperience preparing, launching
and operating over 1,500 science payloads in sgheeCompany is transitioning from supporting gowveent-
sponsored basic research into producing commepoiaucts from the microgravity discoveries. Thisvriausiness
initiative involves the use of microgravity platfos, such as the Space Shuttle and the ISS, falebhelopment of
space-made products that are to be sold on EaitSpBce Technologies has successfully processetineac
samples in space on Space Shuttle Flights, STS818;123, and STS-124, which have resulted in ipieéiry
salmonella vaccine production data. Through Jun@2B08, BioSpace Technologies has had no revenue.

SPACETECH, Inc- SPACETECH is an incubator envisioned to comnadire space-industry technologies into
real-world applications to be sold to consumers amtustry. The T Detect mini-mass spectrometer and the
AirWard hazardous cargo containers, both develdpge8PACEHAB engineers, are being positioned foryeinto

the commercial marketplace. Airward is a shippingtainer designed to meet the specific requiremaintise U.S.
Department of Transportation (“DOT”) for all commoi airlines in U.S. airspace to protect pres&dinxygen
bottles from flame and heat during flight. Th& Detect mini-mass spectrometer offers a low powertable
detection device.*1Detect has been awarded a Developmental TestidgEaaluation designation from the U.S.
Department of Homeland Security as a “promising-emtorism technology.”

Astrotech Engineering Services, Inc. (AESfFormerly SPACEHAB Government Services, AES piesi large
scale program technical support and specializetheagng analysis, products and services, and gordtion and
data management support to NASA and other governmestomers through the current fiscal year. AEBvdd
most of its revenue from NASA’s Program Integratanmd Control (“PI&C”) contract for the Internatidn@pace
Station (“ISS”). The Company'’s role in the PI&C ¢att was terminated in June of 2008.

SPACEHAB Orbital Transportation Services, Inc. (ST Historically called SPACEHAB Flight Services, eféd

a range of engineering, research, logistics, iatimm, operations, and ground support services@tipg our space
shuttle module and pallet assets. At this timerettee no more scheduled missions to be performeéruthis

business segment as the shuttle space transpor&ytitem nears retirement in 2010. During the figear 2008,
the Company completed space shuttle mission STS#ELBst contracted module mission, and recoghizsidual

SOTS activity from previous missions. We continaerétain our space shuttle module assets to bdabiaifor

future opportunities should they arise.



Governance

We maintain an Internet Web site w&tvw.spacehab.comOur reports on Form 10-K, Form 10-Q, as well as
amendments to those reports and press releasasalable, free of charge, on our web site as smoreasonably
practical after filing with the SEC. Our Committ€barters and Code of Conduct are also availableuomveb site.

Our Chief Executive Officer and Chief Financial iO#r executed the required Sarbanes-Oxley Act di220
(“SOX") Sections 302 and 906 certifications relgtito this Annual Report on Form 10-K, which aredilwith the
SEC as Exhibits to the Annual Report on Form 10-K.

Competitive Strengths

The majority of the Company’s revenue derived fraum Astrotech subsidiary, which processes satslfite launch

from U.S. launch facilities. The only significamropetition to Astrotech’s facilities is from the $J.government,
however, we believe that the majority of domestiteBites, including most government satelliteg processed at
Astrotech due to the state-of-the-art, clean, msifmally operated, full-service environment.

In anticipation of the planned 2007 SPACEHAB Modtdérement, the Company has been refocusing fisrtise,
that includes its 23 year history in microgravitgwards making products in space. Due to the coxie of
working within the distinctive microgravity envirarent, SPACEHAB and its subsidiaries are uniquelglifjad to
pursue these opportunities. In addition, clearifgSI's safety and review procedure requires yearsxgfertise
when working within NASA’s manned space environmdritese are significant barriers to entry and cditipe
strengths the Company retains and is currentlyrégiag to produce products in space to be soldasthE

Since 1984, SPACEHAB has earned the distinctiomrasnnovator in space products and services thraugh
commercially developed habitable research and cargdules designed for and operated in the U.S. &8aattle
Program. The Company continues to pursue progeessideavors to maintain this position and to furtbeerage
the many identified and yet to be discovered oppities in the space industry. SPACEHAB is onelwf few
entrepreneurial companies in the aerospace indtisatyhas identified and acted upon valuable opipdiées in
space providing the Company with a competitive athge that we expect to promote growth and earrimgise
coming years. With this solid foundation, we exptxtachieve our business strategy through our bosness
units:

ASTROTECH SPACE OPERATIONS

Our ASO spacecraft and payload processing fadldiee in three locations — one in Florida and tw&alifornia.
As the commercial gateway to space, ASO providgmralleled Ground Processing Services for bothigarand
domestic customers seeking the pre-launch preparafi satellites and payloads. Since 1984, the Gmyphas
supported the processing of over 250 satellitehawit negatively impacting a customer's mission ¢auschedule
or physical assets - a notable accomplishment ifnduastry where changes to customer launch masifast
processing schedules are commonplace.

Products/Services Between its three locations, with more than @80,square feet of clean room, high bay,
processing space, ASO has provided facilities fa@rlaunch ground based operations for 24 yearsddin
commercial and government satellites and is theelen this service sector.

Market/Customers- ASO services government and commercial custosarding satellites to low-earth-orbit
(LEO) or geosynchronous orbit (GEO). ASO servicaeliite payloads for flights on Lockheed Marti##as,
Boeing’'s Delta, Orbital Sciences’ Taurus and Pegamud Zenit 3SL launch vehicles. ASO has long-term
contracts in place with NASA, other governmentadrages, United Launch Alliance, and Sea Launch, LLC
During fiscal year 2008, ASO accounted for 62% af consolidated revenues.

As of June 30, 2008 our contract backlog and ptefecevenue concentration rests primarily with AS@e
ASO contract backlog consists of contracts for feitgervices, contractually guaranteed minimum #gtiv
contracts, committed missions under Indefinite By, Indefinite Quantity (“IDIQ") contracts and tar
contractual arrangements. As of June 30, 2008, comtractual backlog and scheduled but uncommitted
missions represented the following revenues:



Contract FY2009 FY2010 Total

Astrotech — Guaranteed Missions 3,209,124 3,337,489 6,546,613
Committed Missions 12,395,371 6,386,325 18,781,696

Facility Programs 2,680,324 963,750 3,644,074

Total Backlog 18,248,819 10,687,564 28,972,383

For fiscal year 2009, ASO'’s secured backlog cossi$tnine satellite missions from various governtresmd
commercial entities requiring pre-launch processieyices at its Titusville, Florida and VandenbangForce
Base facilities. ASO’s backlog related to launchgassing services also includes a fixed-price eshiwith
Sea Launch that is scheduled to process theidisseduring fiscal year 2009, and a commercialtamst that
guarantees an annual fixed-price for processindgoufour satellites at the Titusville facility. AS@as also
positioned itself as a supplier of launch procegservices for other types of commercial spacecraft

ASO'’s fiscal year 2009 revenue backlog for launobcpssing services is $15.6 million, and, when dosib

with other ASO revenue backlog of $2.7 million, regents a 16% increase over fiscal year 2008 revehu
$15.8 million. The majority of this substantial irase will be realized as project margin, as tieeséract types
have low variable cost.

Additionally, ASO has continued its contracted @piens to construct a launch processing facilitipegint to

its existing facility at VAFB. Construction commestt in March 2007 and is scheduled for completion in
September 2009. ASO has also expanded this effanctude design support for facility processingistures.
Revenues received are based upon completion ofislgtemilestones. To date, all milestones have Ineen
within both budgeted and scheduled parameters!Bisk Factors — Termination of our backlog ordeosild
negatively impact our revenues” for additional dission of our backlog.

Growth Strategy— As a leading satellite processing provider, étstth is expanding its service offerings
beyond pre-launch services to offer a continuingueercial relationship with each satellite followitegunch.
This new expanded service offering has been nammettd&End-Mission-Assurance (EEMA) and includes
rescuing stranded satellites, extending the lifeatéllites by providing additional fuel capacitydare-locating
satellites from one on-orbit location to anotheneThew EEMA services are contemplated to extend '&SO
current relationships with customers’ spacecrajtolbe our normal Ground Processing Services to tlieod
the satellite’s lifecycle. We believe that there &wundreds of commercial and government satelitesently
on-orbit that could benefit from ASO’s new EEMA giee offering.

Competition— Due to the logistical complications of transportsppcecraft internationally, our ASO business
unit generally does not compete with launch sesvibased in other countries. ASO has two primary
competitors in the payload processing services etpldce in the U.S.:

Commercial

Spaceport Systems International (SSI) — SSI opeted manages a commercial spaceport at VAFB aad is
provider of payload processing and launch senficeboth commercial and government users. The 8Slitfy
throughput capability is significantly less thamttlof ASO VAFB and it is heavily influenced by gomment
customers. The ASO VAFB contract award for the -fiveter high bay construction significantly improvbs
ASO competitive advantage at VAFB. SSI does notipe payload processing services in support of the
CCAFS / KSC launch site; and therefore, does notpeie with ASO Florida.

Governmental

NASA and the USAF own and operate payload procgsfnilities at both the CCAFS / KSC and VAFB
launch sites. These facilities are used to proselext government spacecraft only. They are nat tsprocess
commercial spacecraft.

NASA — The current NASA internal policy is to procedispayloads in commercially provided facilities
with the exception of nuclear powered and biololgg@acecraft. These specific spacecraft constiute
small percentage of the overall NASA missions. ABQhe only commercial provider in Florida and
competes with SSI at VAFB for the NASA missions.

USAF — The USAF facilities are used to process manthef USAF and other governmental operated
spacecraft. Due to lack of facility capacity andreased focus on commercialization of many USAF
spacecraft, commercial facilities are employedddition to the USAF owned facilities. ASO Floridathe
only commercial provider for these facilities amohpetes with SSI at VAFB. The new ASO facility at



VAFB will give the Company a competitive advantagethat it is the only facility that will be ablet
provide a five-meter high bay at VAFB.

ASTROTECH ENGINEERING SERVICES

Astrotech Engineering Services (AES) consolidat@ésyears of “cost plus” government contract experéefrom
both ASO and SPACEHAB into a single business WHS is attempting to grow the cost plus businesbiligling
on various projects announced by the governmemiegd of comprehensive engineering solutions, aogiges
unique capabilities such as specialty engineefitagdware design and development and configuratiah data
management. We believe that Astrotech and SPACEH®BY a reputation that is highly respected initttistry
largely due to the hundreds of successful satedhiig shuttle launches completed and the Compawoyiiguration
and data management support that was providecettSi, which yielded consistent near-perfect ofeperaward
fee scores during the evaluation periods.

Products/Services The core competencies of the AES division arthenareas of Systems Engineering and
Integration, Test and Verification, Requirementsnsigement and Avionics/Software Test and Verifiaatio
which provides a solid platform on which to realasiditional growth in our AES business unit.

Market/Customers- The aerospace industry includes the manufa@ode maintenance of aircraft, missiles,
launch vehicles systems, spacecraft, satellites theii associated components; various aspects fehse
technology; the transportation of people and goddsair and space; and related research, technaogly
support services. The industry sector covers chmillitary and commercial transportation, researahgd
manufacturing. Our Engineering Services businegscontributed 21% of our fiscal year 2008 revenue.

Growth Strategy- Our target growth for the AES business unit Wwél accomplished by the continued pursuit
and successful acquisition of contracts with NAS# Department of Defense, and other governmeitiesnt
and aerospace companies through the competitivéingidprocess. In addition, we will continue to seek
opportunities for teaming arrangements and subaotar opportunities where our core competenciesicadd

value to the governmental customer. We have estadili relationships with Boeing, Lockheed Martin,
European Aeronautical Defense and Space Companye Wabs, United Launch Alliance, United Space
Alliance, ARES Engineering Corporation, and Jadebgineering.

Competition— This business unit competes with companies pinavide operations support, configuration

management, and engineering and fabrication sexvioe NASA. These competitors include aerospace

contractors such as Boeing, Lockheed Martin, Un8pdce Alliance, ARES Corporation, Barrios Techg@s
Inc., Bastion Technologies, Cimarron, and Oceange8pace Systems.

SPACEHAB ORBITAL TRANSPORTION SERVICES, INC.

SPACEHAB Orbital Transportation Services Inc. (SQTT8s assumed the goodwill, expertise, technologres
trade secrets of the SPACEHAB Space Flight Senvitieéision. SOTS has completed more than 20 spautileh
missions for launch, and has been responsibléhéotdgistics of over 1,500 experiments flown to amdpace. We
are the only commercial company that designed &@wl liabitable modules for use by the space shatders as
additional living and working space. Further, thaligy to integrate products into a variety of caimers and
ultimately vehicles, is a significant competitivdvantage for SOTS.

Products/Services SOTS has provided integration services forlients, whether delivering an experiment to
low-earth-orbit, critical supplies to the ISS, otdgrating its Logistics Module into the space gsaytayload
bay. In the event additional opportunities on tpac Shuttle develop (see: Growth Strategy). S@TENS its
legacy technology and significant goodwill valuevas continue to fly microgravity processing missian the
Space Shuttles (see: BioSpace Technologies, Ind.wark with NASA to prepare these sensitive pagftor
flight. During fiscal year 2008, our Space Fligl#rdces business contributed 17% of our revenue.

Market/Customers- The aerospace industry is quickly evolving asShas recently awarded $500 million to
two commercial launch providers under the Comme@idital Transport System (“COTS”) program. The
COTS winners are to develop spacecraft to sendocangd ultimately personnel, to the ISS after tpace
Shuttle is retired at the end of 2010. As thesemerial providers prove their launch systems, wiehe

SOTS expertise will be required to prepare cargoldanch on these new spacecraft much as the Cogmpan

provided during its 23 years of integration sersiéar its proprietary modules.



Growth Strategy- The Company is currently planning and flying ciae targets on Space Shuttle launches
with our BioSpace subsidiary (see: BioSpace Teduyies, Inc.). Additionally, while there are no niiss
scheduled at this time, our Logistics Module rersamailable for a future role in the U.S. spacegpam and
could fly again if the space shuttle program isexied beyond the planned Shuttle retirement da2810.

Competition— SOTS does not have any direct commercial comapetiThe Logistics Modules and other assets
that we own represent a sizable capital investnreptesenting a significant barrier to entry. Imitidn, the
cost of developing the expertise, trust and traeets would represent another restrictive barkfiereover, it

is estimated that a new entrant would require maaays of review and testing by NASA before any rspace
hardware and procedures would be granted the apbtovily on the Space Shuttles. NASA does compete
directly with the Logistics Module by flying theMulti Purpose Logistics Module. However, we beliexar
assets provide more utility in supporting powerggdeziments, as we are able to carry more weightvahgne
than the other solutions available to NASA. COT&cggraft, the European ATV and Japanese HTV wvab al
provide alternative transportation systems and cc@aind both pressurized and unpressurized cargowo
Earth Orbit. Neither the ATV or the HTV have retdmearth capabilities and the COTS spacecraft ¢hat
return to earth are not expected to be flight raautyl 2013.

BIOSPACE TECHNOLOGIES, INC.

BioSpace Technologies, Inc. was created to comalérei biotechnology products processed in extended
microgravity (micro-g), which is a unique environmenly found in space. We are currently utiliziogr 23 year
heritage of having sent over 1,500 science expetisnédor NASA to space, to develop both hardware and
procedures needed for large scale production ofaaggoroducts. Our operational SPACEHAB Orbital ¢&ssing
Platform (SOPP) includes pre-flight sample prepamatflight hardware manufacturing, mission plarmgniand
operations, astronaut training, and certifying kanck and processes for use within the highly ragdla
environment of manned space flight. Significantastibnes include:

Our comprehensive evaluation of the most promisiigro-g experiments, has led us to the conclusiat t
commercializing a salmonella vaccine developedpice held the lowest risk and highest return coethéo
other potential products reviewed.

In 2008, SPACEHAB entered into a formal Space Adreement with NASA allowing SPACEHAB to
produce and sell products produced in the Spac#lSland on the ISS.

A contract between SPACEHAB and the Durham Veterifisirs Medical Center was signed on February
2008 under a Cooperative Research and Developngnetefent (“CRADA”). The CRADA secured both the
exclusive rights to the intellectual property oéthalmonella vaccines discovered in micro-g (notuiding
active duty military personnel), and the exclusiights to utilize VA laboratories and scientists fire-flight
preparation and post-flight analysis.

BioSpace secured the rights from NASA to occupyi@-aeck locker on the Space Shuttle Discovery STI8-1
on October 2007 in NASA’s new National Lab Pathénd/issions for which SPACEHAB established another
industry milestone by sending the first commeréiatrogravity Processing (“MGP”) payload to spacéist
mission resulted in the successful completion effttst step of our proprietary Vaccine Processtngcedures
(“VPP").

BioSpace secured the rights to another mid-deckeloon STS-123 which again resulted in an industry
milestone by discovering the first commercial vaeciarget produced in micro-g for Salmonella Typimiiom.
BioSpace secured the rights to STS-124 which regdult the loss of 80% of the samples due to comtatioin.

A full “lesson learned” analysis has been complethith has resulted in significant improvementshia MGP
Vaccine Processing Procedures.

BioSpace has secured the rights to fly additioaaies on the upcoming STS-125 scheduled for Ocb@s
which will represent the final VPP flight for Salmella Typhimurium. Preliminary samples of Staphl aiso

be flown on this flight as we continue our vacciagget pipeline.

Product/Service- BioSpace’s Microgravity Processing (MGP) captbd include preparing microgravity payloads
that can be flown on a variety of launch systemsluding the Space Shuttle, the Russian Soyuz,réssegand
Photon, the European ATV, the Japanese HTV andSpiaceX Dragon (still under development). Our Vagcin
Processing Procedure (“VPP”) has been developgdotw microbes in space that, under ideal conditioas result
in significant advantages over the traditional fl#aotund vaccine discovery processes reducing thelg@went time
from years to only a few flights to space.



Our Logistics Training Module, located at the SPAZB Payload Processing Facility (SPPF) in Cape @ers,
Florida has been retrofitted as the Micro-g TragnModule (MGTM) to train astronauts Microgravitydeessing
on-orbit procedures. Our flight ready Logistics Mi&lis being used to simulate on-orbit environmlecoaditions
in order to determine the effects of humidity, braedric pressure, temperature variations and vitmation
microgravity processes. Our Advanced Research amoéhtional Technology Utilization Spacecraft (ARZS),
designed for COTS, were also configured to delaed return Microgravity Processing payloads andbekeve
could be privately funded should there be a stadgmgand for our microgravity products.

We continue to develop our MGP hardware, procedangsproduction techniques to continually improaenple
densities and production yields. Our proprietary R@ocedures include pre-launch sample processingrietary
flight hardware design, safety certification, eovimental controls, remote process controls, robptstronaut
training and procedures, on-orbit data communicat&nd post-flight sample analysis.

Our BioSpace business unit has not yet generateshues. Preparation, recovery, and testing of macsamples in
space require an on-going substantial investmelné frocess of testing such samples and the develupaof
marketable vaccine products will require significadditional capital investment, and unless the gamy can
market its samples to drug development entitiearnatarly stage of development will require subsarititure
investments before revenue would be recognized.

Market/Customers— While there have been no MGP product sales te, dikely customers will be large
international pharmaceutical companies and smabitgechnology companies. BioSpace continues to taooiur
proprietary Biotechnology Investment, Acquisition and Joint tWen Studywhich currently indicates that the
biotechnology sector is very active in partnerinighwor acquiring small biotechnology companies IB®Space
once the discoveries enter into the FDA PhasestriBloSpace is currently focused on starting theA HEhase
process with the salmonella vaccine in order tideé¢ our business model while providing guidansdoahow to
best commercialize our MGP VPP,

Growth Strategy- Our BioSpace growth strategy is to first conaeton commercializing the salmonella vaccine,
completing the samples remaining microgravity fligh and then progressing into initial FDA testidpanwhile,
we will fly other selected vaccine targets to migrin available spacecraft. There are nine addili@pace Shuttle
flights until the scheduled retirement of the flé@t2010. While NASA may add more Space Shuttlghtis, our
business strategy assumes that there will be ribefuflights after 2010. BioSpace will focus on ideing more
efficient mass/volume MGP hardware while improviyiglds in order to maximize the remaining Spacetthu
flight opportunities. Based on our ARCTUS desigattivas submitted to NASA for the COTS competitie, are
designing our own “free flyer” spacecraft callee tBioSpace Processing Satellite (BPS) that wouttvige an
autonomous, on-orbit platform, to optimize our ovatcine target discovery process while also seltimgro-g lab
capacity and processes to third pattiese BPS is being designed to fly on a number ofllemand less expensive
rockets or as a secondary payload on larger lauahltles, thus providing the Company with maximuexibility
and assured access to space in the coming yeavanéed design and development of the BPs wouldinequ
significant capital investment and would take selgears to complete.

Competition— There are many earthbound developers of vacdinelsiding most large pharmaceutical companies
and many smaller biotechnology firms. While there @0 known competitors developing vaccines in aigravity,
with the recent delivery of both the European Spagency ("“ESA”) and the Japanese Space Agency (AAX
nodes on the ISS, competition from foreign govemisieacademia and commercial companies, competision
anticipated.

SPACETECH, INC.

SPACEHAB has established a business incubator n@R&CETECH that selects various qualified techniel®g
that use space-related engineering and technoBR¥CETECH is currently engaged with two initiatives

1% Detect

SPACETECH began development of a mini-mass speetem{MMS) for use on ISS under a Space Act
Agreement (SAA) with NASA in 2005. The Company ddycrealized the many commercial applications of
such a device and began parallel development afréel weight, lower power unit named Detect. We
believe that this device represents a breakthraug¢fre mass spectrometer market, filling an unielfi niche

in the marketplace by being accurate, light weidlatitery powered, durable, inexpensive and progidin
rapid reading of the identified substance.



Products/Services A mass spectrometer is a universal chemical aaalhat measures the constituent
chemicals in a sample by measuring the mass tgehatio (m/z) of the atoms and/or molecules for
which the sample is comprised. The resulting spettis then compared to other known sample spectra
to determine the identification of each chemicatgent. A unique “fingerprint” (spectra) exists for
essentially every known substance in the world.fdot, the National Institute of Standards and
Technology (NIST) has catalogued over 100,000 wiffe chemicals. *1 Detect uses a proprietary ion
trap technology, allowing for the device’s portéijl versatility, sensitivity, durability, efficiery and

low cost.

lon trap technology has been used in spectronfetryears. In fact, most of the explosive detectors
found in airports use the ion trap technology. Hesvethese units are large, heavy and require dit0 v
power and must be plugged into an electrical oatfet can only detect one substance.. ThBdtect ion
trap design is approximately the size of a shoe heighs approximately 12 pounds and only requires
12 volts (battery powered) while being able to detmany substances simultaneously. It is also very
sensitive, which reduces the amount of false pasaiarms compared to competing products in itsepri
range..

1% Detect is currently a working prototype that regsifurther refinement and optimization with a
finished prototype expected in eight to twelve nhentf' Detect unit pricing is expected to range from
$50,000 to $80,000 depending on the configuratmhapplication.

Market/Customers- Given ' Detect’s very light weight, its ability to run doatteries and its relatively
low price point,  Detect will open markets that were not availalledmpeting units. The following
are possible markets that Detect can serve:

- Military - Explosive Detection

- Federal Buildings, Airports & Border Crossings Drug Detection

- Police Departments - Portable Drug Breathalyzéfiéh Lab Detector
- Fire Departments - Chemical Spill & Smoke Soubegector

- Environmental Monitoring - Contamination & Hazatts Waste Detector

- Food, Beverage and Drug Processing - Manufag@iontamination Detector

- Hospitals and Doctors Offices - Human Exhaled Gasple Analysis

- Semiconductor Processing - Process Control amda@dnation Detection

- Petroleum & Chemical Refineries - Plastics & Rebblanufacturing

- University Research Labs - Research

Growth Strategy- As we continue development of th&Detect product, we have undertaken a primary
strategy to seek to partner with existing specttemeompanies where our product could benefit from
established distribution channels.

Competition— There are many portable mini mass spectrometapetitors. We believe the 1st Detect
product offers a combination of attributes that emerently unavailable in the marketplace on alsing
product.

AirWard :

On May11, 1996, ValuJet Airlines flight No. 596 shad in the Florida Everglades resulting in 1168lfidés.
The National Transportation Safety Board (NTSB)nduhat chemical oxygen generators initiated ama th
intensified a fire in a Class D cargo compartmehiciv caused the crash. Shortly after the crash,BNTS
recommended that the Department of Transportatib®T), the Research and Special Programs
Administration (RSPA) and the Federal Aviation Adistration (FAA) take action.

In response to the NTSB recommendation, the DOT ARB&blished a notice of proposed rulemaking
(NPRM) in the Federal Register (61 FR 68955) prompso amend the Hazardous Materials Regulations
(HMR; 49 CFR Parts 171-180) to prohibit transpartinxidizers, including compressed oxygen, in
passenger-carrying aircraft. This new regulatiohiclv places much more stringent heat and flamsteexe
requirements regarding the air transportation afahdous materials such as oxygen cylinders, iseo b
effective October 2009.

SPACEHAB applied its over 20 years of space engingeexpertise to this terrestrial problem and has
recently completed pre-production testing of theWsard Container to the new DOT requirements,



demonstrating that the design meets and exceedscalirements. The AirWard Containers fully meeig a
exceeded, all of the applicable requirements ofHagardous Materials Regulations (HMR; 49 CFR Parts
171-180) that are to become effective in Octob&920

Product/Services- The AirWard thermal resistant transportation taorers serve the commercial
domestic airline industry by providing protectiventainers for transportation of hazardous materials
AirWard has met the DOT'’s stringent requirementhjclv will apply to all domestic and U.S.-bound
airlines, effective October 2009. The containmeystesm can be scaled to support numerous common
and custom applications, utilizing a stainless Istegerior, durable interior fabrics and proprigtar
combination of interior packing materials.

Market/Customers— Since the successful completion of the rigoragstification requirements
established by DOT for hazardous containment, the@any has presented its product to many of the
domestic commercial airlines as well as regulatosgies, receiving encouraging results. AirWard will
be marketed directly to commercial airlines throulgh Company’s sales staff. Primarily designed for
the aviation industry, AirwWard also holds commer@pplications across varying industries including
manufacturing, packaging/transportation, and thigany.

Growth/Strategy- Applying experience in the development of spemd containers for transporting
goods in space, we have developed and certifiedraamment system to meet the DOT's 2009
requirements. Attendance during industry confersraoed seminars, as well as rigorous sales iniéativ
has shown enthusiasm by potential aviation custent@ur prototype unit is now undergoing evaluation
by commercial airlines. Our internal sales initiatwill continue to pursue sales as the DOT compka
deadline of September 2009 approaches.

Competition— To date, we are unaware of any viable compstimr manufacturers of a similar
hazardous cargo containment product that meets dd’s 2009 requirements. One potential
competitor, Viking Packaging, began pursuing thepasfunity; however, has since halted due to
preliminary testing obstacles.

Dependence on a Single Customer or Limited Numberf€Customers

Approximately 45% of our revenue in fiscal year 20as generated by various NASA contracts or suiacts.
Other contracts with commercial and governmentatamers provide revenue from varying sources. Weaaia
make any assurances that NASA will require ourisesvin the future; and therefore, we continue trkwon
diversifying our customer base to include otheragoment agencies, foreign space agencies, aeroppatrers,
and private companies.

Common to contracts within agencies of the U.S.dBoment, our contracts servicing NASA contained/sions
pursuant to which NASA or the prime contractor rnteryninate the agreement “for convenience.” On Mag008,
SPACEHAB received a letter from ARES Corporatiotifyong of ARES’s intent to terminate the Cost Plward
Fee Subcontract No. SGS-0311403.00 with SPACEHAByAnNt to section GP-07(7.2) of the General Pronssi
as set forth in Attachment J-7 to the SubcontfBiot provision referred to in the ARES corresponeéssited
termination for “convenience.” The Company has tipstly received excellent reviews for its perfame under
the Subcontract and has earned near maximum aesd Previously, 45 of our employees were engagddruhe
Subcontract, which resulted in revenues of $4.%anifor the current fiscal year. The Subcontradeaded
pursuant to its original term until September 3B0& The Company and ARES have not resolved cegsires
relative to the early termination of the Subcorttraeluding, but not limited to, certain amoungeeivable from
ARES under this contract totaling $1.4 million. TBempany is evaluating its contractual rights atigtooptions
with respect to ARES’s claimed termination of théb€ontract, including ARES’ obligations with respaxsuch
claimed termination.

We anticipate that a portion of our revenue for ext fiscal year will be derived from contractdiwentities other
than agencies of the U.S. Government that willb@subject to federal contract regulations sudemsination “for
convenience” or government funding restrictions.

Our ASO bhusiness unit serves the satellite laundustry, which is dominated domestically by Lockihééartin
and Boeing. We have a contract in place with Unltadnch Alliance, successor to Lockheed Martin upport
payload processing for the Atlas launch vehiclegpmon and we also provide payload processing sevice
Boeing’s Delta launch vehicle program. This contiguaranteed us a minimum of four launches annuhtiyugh



December 2006 and was extended through Decembef. 200March, United Launch Alliance exercised the
contract’s calendar year 2008 option. We anticipuistéed Launch Alliance exercising the remainingethcalendar
year options that will extend the contract throl@gtember 31, 2011. Additionally, the fourth of fofully-funded
task orders under the $35 million Vandenberg AircEdBase indefinite delivery, indefinite quantitp[Q) contract
was awarded in June 2008 in which ASO has providetlities and payload processing services fromvitd=B
location.

We have other current contracts in place with NASA Boeing for support of spacecraft processintyities in
both Florida and California. Our ASO business algb manages the Sea Launch facility under a leng-tontract
with Sea Launch Company, LLC, which expires in 2011

Research and Development

We incurred $1.4 million and $0.8 million in resetarand development expense during fiscal years 2008007,
respectively. Research and development in fiscal 2608 has been directed towards developmentraFbDetect,
mini-mass spectrometer product, and AirWard hazassdoontainment system. The AirWard program advanced
from a concept to a product over the past year.béleve that the Department of Transportation ptanenforce
new regulations (CFR49) regarding the safe trariafion of oxygen cylinders aboard passenger aireféctive
October 1, 2009. SPACEHAB has designed, developddt@sted a container that meets all federal rements.
During fiscal year 2008, a prototype container fedwicated and subjected to rigorous testing. Tghoa series of
iterative design adjustments, a final desigh waeliged that meets all applicable requirementssaaadards. Our
design team attended trade shows and met with gmeat and airline representatives to advise pa@kectistomers
of our CFR49-compliant product. We are now activelgrketing this product for initial deliveries iaruary 2009.
In parallel, we are evaluating the use of advamatkrials for a “block 2” box that could potentjateduce weight,
while still meeting all applicable requirements.eTH' Detect chemical analyzer debuted at the AmeriaaieB/ of
Mass Spectrometry Conference in June 2008, durinighnseveral companies demonstrated significaetrdst in
the product. Currently, several operational undagenbeen manufactured including a boxed unit abérech-top
development unit. In tandem, we are working ondbeelopment of an automatic MS/MS capability, whveiti
increase accuracy; an RF signal refinement and R auto-tuning capability; reduction in size andstco
development of chemical identification softwared aimtellectual property development.

Certain Regulatory Matters

We are subject to federal, state, and local lavasragulations designed to protect the environmadtta regulate
the discharge of materials into the environmengriter to protect our domestic technology from terided foreign
exploitation, and to regulate certain businesstmas. We believe that our policies, practices, pratedures are
properly designed to prevent unreasonable riskheirenmental damage and consequential financihblliig to us.
Compliance with environmental laws and regulatiang technology export requirements has not hatienpast,
and, we believe, will not have in the future, mateeffects on our capital expenditures, earnirgsgompetitive
position. Our operations are subject to variousila&gns under federal laws relative to the intéioml transfer of
technology, as well as to various federal and stats relative to business operations. In additiea,are subject to
federal contracting procedures, audit, and ovetsiger Federal Acquisition Regulations.

Significant federal regulations impacting our opierss include the following:

Federal Regulation of International Busine¥ge are subject to various federal regulationatineg to the export of
certain goods, services, and technology. Thesdatgus, which include the Export Administration tAaf 1979
administered by the Commerce Department and thesAixport Control Act administered by the State Depant,
impose substantial restrictions on the sharingransfer of technology to foreign entities. Our tgs in the
development of space technology, and in the praogsd commercial satellites deal with technolodgtie type
subject to these regulations. Our operations anglweted pursuant to a comprehensive export congaigolicy
that provides close review and documentation a¥itiets subject to these laws and regulations.

Foreign Corrupt Practices ActThe Foreign Corrupt Practices Act establishessridbr U.S. companies doing
business internationally. Compliance with theseesuis achieved through established and enforcedocate
policies and documented procedures in our intggratedures and financial controls.

Iran Nonproliferation Act of 20Q0This act includes specific prohibitions on comoier activities with certain
specified Russian entities engaged in providingdgoor services to the International Space Statnr. activities
with Rocket Space Corporation-Energia of Russianatesubject to this act.
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Federal Acquisition Regulation§oods and services provided by us to NASA andrdthS. Government agencies
are subject to Federal Acquisition Regulations. sEheegulations provide rules and procedures fooiding,
documenting, and conducting business under conivilstsuch entities. The Federal Acquisition Regales also
subject us to audit by federal auditors to confauch compliance.

Truth in Negotiations AcfThe Truth in Negotiations Act was enacted for pliepose of providing for full and fair
disclosure by contractors in the conduct of negjotiz with the U.S. Government. The most significarovision
included in the Truth in Negotiations Act is thequgement that contractors submit certified cost pricing data
for negotiated procurements above a defined thidsho

Defense Security Serviderom time to time we are requested to process govent spacecraft payloads that must
be handled under federal security clearances. Tonamodate these requirements, we maintain fackgyurity
clearances within certain subsidiaries of the Camgpand have persons engaged by the Company wisssan/
active security clearances to support these remeinés. Maintenance of an active facility clearamequires
dedicated trained personnel, specified facilitydtads and recordkeeping.

Regulatory Compliance and Risk Management

We maintain compliance with regulatory requiremeautel manage our risks through a program of compdian
awareness, and insurance, which includes the follgw

Safety We place a continual emphasis on safety througbmuorganization. At the corporate level, safatygrams
and training are monitored by a corporate safetpagar. Senior safety professionals within our Eli§krvices
business unit provides safety as a component ofpace flight operations and augments the safetyenvess and
oversight available at the corporate level.

Export Control ComplianceWe have a designated senior officer responsibteekport control issues and the
procedures detailed in our export control polichisTofficer and the designated export complianceiaistrator
monitor training and compliance with regulationtati#e to foreign business activities. Employees provided
comprehensive training in compliance with regulasiorelative to export and foreign activities thrbugur
interactive training program and are certified asfipient in such regulations as are relative teirthjob
responsibilities.

Insurance Our operations are subject to the hazards adsedcigith operating assets in the severe environroent
space. These hazards include the risk of lossmmada to the assets during storage, preparatidadach, in transit
to the launch site, and during the space missieifitWe maintain insurance coverage against thagards with
reputable insurance underwriters. Although we diti fnlly insure our flight assets in the past, weaninsure our
flight assets at replacement value for risk of ldggng future space flight missions.

Employees Update

As of June 30, 2008 we employed 66 regular fulletimmployees. The breakdown by area is as follows:
SPACEHAB corporate and executive management isoP2; is employed by Flight Services; and, seven are
employed by SPACETECH. Engineering Services tota;and, 35 are employed by ASO. During the fourth
quarter of fiscal year 2008 the ASO business upitomnted retired Gen. Lance W. Lord to the positidrchief
executive officer responsible for expanding ASQlsrent core services from spacecraft processingpa@tipgo a
comprehensive line of End-to-End Mission Assuraafferings. Of these employees, approximately 1528fd
advanced degrees beyond a bachelor’'s degree. éadiiy, a significant number of our employees haxperience

in both the space industry and/or governmental espayencies, with a special expertise in commespakte and
human space flight. None of our employees are ealvby collective bargaining agreements.

Iltem 1A. Risk Factors.

The risks and uncertainties outlined below includet are not limited to space shuttle operatiofmgnges in

technology and customer’s needs, termination oklogcorders, and changes in government requirenmamtdaws.

Other unknown risks that may adversely affect énarfcial condition include those which may not leesidered

threatening based on present information. If angheffollowing risks or uncertainties actually ocguwour business,
financial condition, and results of operations doo¢ materially adversely affected.
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Risks Related to Our Business
Since August 2007, our cash flows from operatiorssaciated with space shuttle missions have beeninhted.

During fiscal year 2007, our Flight Services bussenit derived over 98% of its revenues, whichresgnted
approximately 64% of consolidated revenues forafigear 2007, from the use of our modules and mated cargo
carriers by the space shuttle fleet. We have hacbntracted missions since August 2007 for our rfesjuand, we
have terminated our leases for the integrated ceaigters, and no longer have the use of thesesa$3er inability
to generate new contracts on a timely basis coal@ la material adverse effect on our businessydinhcondition,
and results of operations.

If we are unable to anticipate technological advaxand customer requirements, including NASA's
requirements for products and services, our busis@sd financial condition will be adversely affecte

Our growth and future financial performance depepdn our ability to anticipate technological advesand
customer requirements. There can be no assuraatevth will be able to achieve the necessary teduyicdl
advances for us to remain competitive. In 2008, ecm@tinued new business initiatives for the comnagrci
exploitation of space. These new business inigatiwill require substantial investments of capaatl technical
expertise. We may not be able to develop produundsservices in connection with these new busineisiatives.
Our failure to anticipate or respond adequatelyxhanges in technology and NASA requirements, oaydein
additional product development or introduction, Idobave a material adverse effect on our businedsfiaancial
performance.

We plan to develop new products and services ferdpace industry. No assurances can be given ttatwill be
able to successfully develop these products andises.

Our business strategy outlines the use of decaflesperience we have accumulated to expand thécssrand
products we offer to both government and commeirndlistries. These services and products genearadblve the
commercial exploitation of space, and involve nemd auntested technologies and business models. These
technologies and business models may not be sdakeskich could result in the loss of any investtheve make

in developing them.

Our attempt to develop new technologies and busine®dels to commercially exploit space-derived etipe will
require substantial additional capital, which mayohbe available to us, and if available, may substally dilute
equity owners.

Our future business operations will be focused emetbping new technologies and business modelsthiar
commercial exploitation of space. We expect thahesof these technologies and models will requitestntial
additional capital. No assurances can be given ¢hpital will be available to us. The cost of ftwrapital, if
available, is likely to be costly; and therefoiikely to substantially dilute holders of equity.

We incur fixed lease obligations for our module asgppace shuttle operations payload processing féesi, which
currently have no contracts for such future busires

A substantial portion of our operating costs is\dEt from a fixed lease obligation for our Cape &aaral payload
processing facility, which is used to support ourdule and space shuttle operations. The balandkiofease
extends over a period of three additional years. Meently have no revenue-generating contractsfdture
business that would support our module and spactlestoperations. We must obtain new contractsrateoto
generate future revenue. Our inability to genera® contracts would have a material adverse efiecbur
business, financial condition, and results of opena. Additionally, since a large portion of oyerating costs are
relatively fixed due to this lease obligation, &ions in the timing and progress of future corigaan materially
affect our business, financial condition, and rissof operations.

The completion of our space shuttle module missiorAugust 2007 resulted in the redeployment or retion of
technical and operations personnel.

Due to the completion of our space shuttle moduission in August 2007, we have redeployed techrécel

operational personnel to other contracts, and mditite workforce, in order to lower our cost stuuetas part of a
reorganization of operations. Any future reductimmvorkforce would be accompanied by the paymergeskerance
obligations, which could have a material adver$ecefon our financial condition. In addition, adut reduction in
workforce would be accompanied by a risk of litigat which if initiated or successful, could harmr dusiness
and financial position.
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As a result of NASA selecting another successottte Space Shuttle Program, our financial conditiand
results of operations were materially adverselyeafed.

Approximately 85% of our revenue for fiscal yea0ZOvas generated from contracts supporting NASAisical
year 2008, NASA contributed 45% of our revenuetia past, we have developed products without amy fi
commitments from NASA. We currently have no coniedcNASA-related projects relative to NASA’s propds
successor for the Space Shuttle Program.

Termination of our backlog of orders could negatiyampact our revenues.

As of June 30, 2008, we had a firm backlog of apipnately $30.2 million. Backlog consists of aggregeontract
values, excluding the portion previously recogniasdrevenues, in work change orders on existingracts, and
our estimate of potential award fees. Backlog a®uof 30, 2008 does not give effect to new ordmasived or any
terminations or cancellations since that date. Agnately 51% of our firm contract backlog as ohdB0, 2008
was derived from contracts with the U.S. Governmantl its agencies or from subcontracts with the. U.S
Government’s prime contractors. Since our goverriraentracts are contingent upon Congressional gp@tions
and are terminable “for convenience,” we cannotigsthat our backlog will ultimately result in renees.

As a U.S. Government contractor, we are subjecatoumber of rules and regulations, the violation wfhich
could result in us being barred from future U.S. @ernment contracts.

We must comply with, and are affected by laws aadulations relating to the award, administrationd a
performance of U.S. Government contracts. These &awl regulations, among other things:

Require certification and disclosure of all cospdcing data in connection with certain contraggatiations.
Impose acquisition regulations that define allowaahd unallowable costs and otherwise govern gint to
reimbursement under certain cost-based U.S. Gowarhoontracts.

Restrict the use and dissemination of informatiassified for national security purposes and theoetation of
certain products and technical data.

A violation of specific laws and regulations couésult in the imposition of fines and penaltieg termination of
our contracts, or debarment from bidding on U.Své&opment contracts. Additionally, U.S. Governmeomtcacts
generally contain provisions that allow the Goveenito unilaterally suspend us from receiving nemtacts
pending resolution of alleged violations of certiéderal laws or regulations, reduce the valuexgdtimg contracts,
issue modifications to a contract, and control @otentially prohibit the export of our services amssociated
materials. Prohibition against bidding on futur&SUGovernment contracts would have a material agvaffect on
our financial condition and results of operations.

Our business could be adversely affected by a niegadudit by the U.S. Government.

U.S. Government agencies, including NASA, routinelydit and investigate government contractors. &hes
agencies review a contractor’s performance undesahtracts, cost structure, and compliance witliegble laws,
regulations, and standards. The U.S. Governmeatratsy review the adequacy of, and a contractonspti@nce
with, its internal control systems and policiesclimling the contractor’'s purchasing, property, reating,
compensation, and management information systemy. odsts found to be improperly allocated to a Bjgec
contract will not be reimbursed, while such codtgeay reimbursed must be refunded. If an auditouars
improper or illegal activities, we may be subjeotdivil and criminal penalties and administrativenstions,
including termination of contracts, forfeiture abfits, suspension of payments, fines, and susperwi prohibition
from doing business with the U.S. Government. Iditieh, we could suffer serious reputational hahattaffects
our non-governmental business if allegations ofroppety were made against us.

Our financial margins as compared to that of our epetitors.

The U.S. Government, the governments of other cmtand private companies participate in the Hkighl
competitive space industry often as both suppbes end-users of space services. Our long-terfregyrgrowth is
to commercially exploit space-based technologid®sE strategies could require us to compete withnuarcial
companies such as The Boeing Company, LockheedrMaotporation and other large aerospace compamiasy
of which have existing NASA support contracts, sabsally greater financial resources and manufaogu
capabilities, more established and larger marketimdjsales organizations, and larger technicdksadn we have.
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United Space Alliance, which is equally owned byeTBoeing Company and Lockheed Martin Corporatiothés
primary contractor for NASA’'s Space Shuttle Progrdgmited Space Alliance is responsible for the tagay
operation and management of the U.S. Space SHiettle United Space Alliance is currently the prignaontractor
in the market for civil ground operations and pagl@rocessing services. We believe that the praatin of space
station operations and successor programs willimoatto result in intense competitive pressure agrmontractors
to retain their current contracts and/or capture payload processing work from other contractors.tfle extent
that these contractors are able to retain or ealdhgir roles in payload processing operations, ahility to
successfully compete for a share in this markeldcbe impeded, which could have a material adveffeet on our
future financial performance.

At present, competition in the United States for Astrotech spacecraft launch processing servdémited to the
California (Vandenberg) launch site, where a coingetompany called California Commercial Space@ydtems
International is located. California Commercial 8gaort Systems International does not have paywadessing
facilities in Florida, which is where the majority U.S. commercial satellite launches occur. HowgNeCalifornia
Commercial Spaceport Systems International or amatatellite launch processing service providervterbuild in
Florida, or NASA were to expand its facilities itoRda, our financial performance could be adverséiected.

A branch of the U.S. Government could construct sparaft ground processing facilities at one or maséthe
domestic launch sites served by Astrotech, whichldasignificantly reduce the number of missions ug
Astrotech’s facilities.

Astrotech currently provides services for domekdiench sites. In the event that the U.S. Governmeenstructs

spacecraft ground processing facilities that wazddhpete with the launch sites currently servicedAlsyrotech,

there would be a reduced need for use of Astrogefettilities. This would result in the U.S. Govewmh competing

directly with us for our existing customers in cention to servicing domestic launch sites, whichhi& aggregate
could significantly reduce our revenues. The U.8v&nment, as a competitor to Astrotech, may haeeem
extensive or more specialized engineering, manuifeaef and marketing capabilities than we do in thisa of

spacecraft ground processing facilities. There lbamo assurance that we will be able to competeesstully

against the U.S. Government as a potential congpetitthis area or that these competitive presswesnay face
will not result in reduced revenues and marketesif@ar us.

Our earnings and margins may vary because many of oontracts are fixed-price contracts.

Our business mix includes cost-reimbursable angdfigrice contracts. Cost-reimbursable contractemgdly have
lower profit margins than fixed-price contracts.rGilight Services and Astrotech spacecraft proogsbusiness
units’ contracts are mainly fixed-price contracts.

Under fixed-price contracts, we receive a fixed@iirrespective of the actual costs we incur andsequently, any
costs in excess of the fixed price are absorbedsbyCost overruns also may adversely affect odityabd sustain
existing programs and obtain future contract awdtigler a fixed-price contract, if we are unabledmtrol costs
we incur in performing under the contract, our fic@al condition and operating results could be maltg
adversely affected.

We are under a fixed-price contract to constructililing improvements for a government client at Astech’s
facilities and could incur losses or performancermdties in completing the work.

We currently have a contract to construct buildimgprovements for the U.S. Government at Astrotechdslities
on a fixed-price basis. While a fixed-price contratows us to benefit from cost savings, it alspases us to the
risk of cost overruns. If the initial estimates uged to calculate the contract price and the cogetform the work
prove to be incorrect, we could incur losses. Iditah, this contract has specific provisions rglgtto cost,
schedule, and performance. If we fail to meet gns specified in such contract, then our cosetdopm the work
could increase or our price could be reduced, whichild adversely affect our financial condition. Mover,
successful performance of this contract dependsuorability to meet production specifications aradivery rates.
If we are unable to perform and deliver under axttrequirements, our contract price could be redubrough the
incorporation of performance penalties, such asdigted damages, termination of the contract féaudg or other
financially significant exposure. Thus, this fixpdee contract has a substantial risk for poteritiakes if our
estimated costs exceed our estimated price, og famnot perform in accordance with the terms efctimtract.
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Most of the costs for our Astrotech business uniedixed regardless of the number of spacecraft tlzaie
processed at our facility.

The primary costs related to our Astrotech businesi$ are associated with operating and running thuee

spacecraft launch processing facilities. Thesescosimain relatively unchanged regardless of whetirenot

customers are using the facilities. As a resultyéf do not properly estimate the number of sadsllthat will be
processed when calculating our price structuretorspacecraft processing services, our finanesilits could be
adversely affected.

Our financial results could be adversely affectddhe estimates that we use in accounting for catts are
incorrect and need to be changed.

Contract accounting requires judgment relative ¢seasing risks, estimating contract revenues asts,cand
making assumptions for schedule and technical sssTige estimation of total revenues and cost atpbetion for

many of our contracts is complicated and subjeanémy variables. Assumptions have to be made ragattie

length of time to complete the contract becausdscalso include expected increases in wages amaspifor

materials. Incentives or penalties related to perémce on contracts are considered in estimativgniee and profit
rates, and are recorded when there is sufficidotrimation for us to assess anticipated performaBstimates of
award and incentive fees are also used in billugf@mers and estimating revenue and profit rateecdan actual
and anticipated awards. If our performance undessd reimbursable contract results in an awardteteis lower
than we have estimated, we would be required uncepreviously billed fee amounts and would havadjust our
revenue recognition accordingly. If our performangas determined to be significantly deficient, wayrbe

required to reimburse our customer for the entinewant of previously billed awards.

Because of the significance of the judgments atichason processes described above, it is likebt thaterially
different amounts could be recorded if we usededififit assumptions or if the underlying circumstaneere to
change. Changes in underlying assumptions, cir@amss, or estimates may adversely affect futuréogher
financial performance.

If we are unable to find users of future productsevdevelop without a contract for such product, witl wave to
write-off the value of such assets.

We have been funding the development of certaifept® prior to being awarded a contract for sudjgats. No
assurances can be made that any funds we may spehd future in connection with the developmentnein
products will lead to the award of a contract oattlany such contract will be awarded on terms trat
economically favorable to us. In addition, we defate space hardware, and intend to depreciateefudapital
assets that are dedicated to supporting the sprautbesover a period that approximates the uséfildf the space
shuttles. However, since we do not expect to recadlditional contracts for the use of our modubes have been
required to write-off the remaining value of our dates. In addition, in the event we are not awarcteatracts for
the use of future products or services, we couldebeired to write-off the value of any future dapassets, and/or
costs of prepaid services performed, which couldeha material adverse effect on our financial ctiowiand
results of operations.

Our spacecraft payload processing facilities areespically designed to process satellites and othayloads and
we would lose a substantial portion of their valifave no longer provided these services.

Our Astrotech spacecraft processing facilities Hredpayload processing facilities for our Flight\ees business
unit were built, specifically, to process satefliteour modules, and integrated cargo carriers. edtly, our

Astrotech facilities in Titusville, Florida are degiated using the straight-line method over tlesitimated useful
lives, which range from 16 to 40 years. If we werguired to terminate the processing businessesalue of these
facilities would be significantly impaired. In adidh to having to take a substantial write-dowrthed value of our
Titusville, Florida facility, if we attempted to I¢his facility, it is unlikely that we would bebde to recover the
amounts we have invested. If we were able to seblear leased facilities, we doubt such subleasmaddwbe

sufficient to cover our current rental payments.elto our substantial capital expenditures for quacecraft
processing facilities and the limited uses of thiesdlities, the termination of operations at outu$ville, Florida

facility that we own, or one or more of our otheased facilities could have a material adverseceff@ our

financial condition and results of operations.
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We incur substantial costs in preparing proposatstid on contracts that we may not be awarded.

Preparing a proposal to bid on a contract is gdigesiethree to six month process. This procesali®i-intensive
and results in the incurrence of substantial citbetsare generally not retrievable. Additionallithaugh we may be
awarded a contract, work performance does not caroen®r several months following completion of thidding
process. If funding problems by the party awardhegcontract or other matters further delay our memcement of
work, these delays may lower the value of the @mttror possibly render it unprofitable.

Because our operating results are highly dependentthe timing of space shuttle missions and spaedcr
launches, they may fluctuate significantly from quar to quarter.

Our microgravity product processing strategy reb@ssending payload samples to and from space. Vigrisy
requires the reliance of access to space on-bdtmer ¢he Space ShuttlProgress Soyuz ATV, Falcon HTV, or
other vehicles. The timing and availability of spahuttles or spacecraft missions that could caurysamples, the
availability of third party launch vehicles, the mbier and types of missions flown, the number andng of
satellite launches that use our Astrotech spadepratessing facilities, and other factors can eaus results of
operations to fluctuate significantly from quartemuarter.

Most obligations under our contracts, including tcact-related engineering, research and developraedtselling,
general and administrative expenses, are recordétkeiperiods in which they are incurred. Accorflingve may
report routine operating losses in quarters in tinio space missions are in process.

Additionally, we have incurred significant losseas the past and, as such, we believe that periqubtind
comparisons of our results of operations are noesgarily meaningful and should not be relied up®imdications
of future performance.

Compliance with environmental and other governmargulations could be costly and could negativelyesit
our financial condition.

Our business, particularly our Astrotech spacecpaficessing business unit is subject to numerowus land

regulations governing the operation and maintenafcrur facilities, and the release or discharg&afardous or
toxic substances, including spacecraft fuels andioers into the environment. Under these laws @glilations,

we could be liable for personal injury and cleantogts and other environmental and property damagewell as
administrative, civil, and criminal penalties. Imetevent of a violation of these laws, or a relezfsa hazardous
substances at or from our facilities, could hawaaterial adverse effect on our business, finarmaldition, and

results of operations.

Our failure to comply with U.S. export control lanend regulations could adversely affect our busises

We are obligated by law and under NASA contractsamply, and to ensure that our subcontractors tpmijth
all U.S. export control laws and regulations, imlihg the International Traffic in Arms Regulatioasd the Export
Administration Regulations. We are responsibledbtaining all necessary licenses or other approvatequired,
for exports of hardware, technical data, and softwar for the provision of technical assistances @e also
required to obtain export licenses, if requiredfobe utilizing foreign persons in the performandeoar NASA
contracts if the foreign person will have accesexport-controlled technical data or software. Vhwation of any
of the applicable export control laws and reguladjovhether by us or any of our subcontractorsldcsubject us to
administrative, civil, and criminal penalties.

Our inability to maintain required government sedity clearances or the impact of foreign ownership @ontrol
could result in a loss of potential future spacedrground processing and other opportunities.

In order to be a service and product provider fracgcraft ground processing and other relateditietivwe are
required to maintain certain government securigadnces and we must comply with laws that limreign
ownership and control. We may be subject to regtjyaaction and possibly other sanctions if we failcomply
with applicable laws and regulations relating tquieed security clearances and foreign ownershipcamtrol. This
could harm our reputation, our prospects for futiak and our operating results. Failure to compbyld also
result in the termination of current operationdiniling by the U.S. Government that we are notdmpliance with
security clearance standards could materially ahe@ely affect us. Similarly, a finding by the UGovernment
that we are not in compliance with foreign ownegoshind control laws or other related legislativeuissments
could materially and adversely affect us.
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Our facilities located in Florida and California ae particularly susceptible to damage caused by leanes,
earthquakes, or other natural disasters.

Our largest Astrotech spacecraft processing faciithich we own, and our leased Flight Servicedlifaoon the

east coast of Florida are particularly susceptibledamage caused by hurricanes or other naturakgis. In
addition, our leased launch processing facilitt¥@ndenberg Air Force Base and the facilities \perate at the
Port of Long Beach are subject to damage causeztifiquakes. The extent to which the buildingstextat these
facilities are designed to sustain natural disastaries. Although we insure our properties andniaié business
interruption insurance, there can be no assuramaiesuch insurance would be sufficient. If a sevaugicane,
earthquake, or other natural disaster materiafigcsdd any of these facilities, our financial cdiudi and results of
operations could be adversely affected.

The loss of key management and other employeesdbalve a material adverse effect on our business.

We are dependent on the personal efforts andiabilif our senior management, and our successlsdl depend
on our ability to attract and retain additional lified employees. We do not maintain key man ineaeawith any
of these employees. Failure to attract personri@icently qualified to execute our strategy, orrgtain existing
key personnel, could have a material adverse effectur business.

A long and protracted restructuring could cause tslose key management and technical employees and
otherwise adversely affect our business.

Continuing operating losses or ineffective busingtsategies could lead to a protracted financialrueturing that
would further disrupt our business and would divket attention of our management from operatioawfbusiness
and implementation of our business plan. It isljikihat such a prolonged financial restructuringbankruptcy
proceeding would cause us to lose many of our kagagement employees, particularly the most senamioers
of management. It is also likely a prolonged finahoestructuring or bankruptcy proceeding wouldsmus to lose
customer contracts or be ineligible to obtain gamegnt contracts. Such losses of key managementogegsd
would likely make it difficult for us to completefmancial restructuring and may make it less fkidat we will be
able to continue as a viable business (see Itaviafiagement’s Discussion and Analysis of Financ@dition and
Results of Operations — Liquidity and Capital Reses).

There may be no market for our stock on an activading market.

The NASDAQ has notified us that we are in violatwitheir listing requirements, since we have naiintained

our share price for our common stock of $1.00 orentf we do not meet the share price requiremgrttober 6,

2008, our common stock may be delisted from NASDKQue are delisted we have no current plans toolisany

securities exchange or other stock market. It Bsjibe that the market for our stock will be subjecdisruptions.

Shareholders may not be able to sell their stooknthey want and, if sold, may not be able to rex#ie expected
price.

If we fail to comply with Section 404 of the SarbestOxley Act of 2002, our reputation, financial cdition, and
the value of our notes and capital stock may be exdely affected.

Beginning with our report for the fiscal year erglilune 30, 2008, Section 404 of the Sarbanes-Gddepf 2002
will require us to include an internal control reppof management with our annual report on FornkK1@¢hich is to
include management’s assessment of the effectigesfesur internal control over financial reportiag of the end
of the fiscal year.

In order to achieve compliance with Section 404initthe prescribed period, management has adoptiedased
project work plan that assesses the adequacy dhtamal control over financial reporting, remadiany control
weaknesses that may be identified, validation thhotesting that controls are functioning as docuesinand
implementation of a continuous reporting and imgroent process for internal control over financeparting.
However, we may not be able to complete the wodessary for our management to issue its manageneoit in
a timely manner, in future periods or to test aothglete any work that will be required for our mgement to be
able to report that our internal control over fio@h reporting is effective. In addition, our indeqlent auditors
when required, may not be able to issue an atiestegport on management’'s assessment. Our faducomply
with Section 404, including issuing the managenreport and obtaining the attestation report, mayenslly
adversely affect our reputation, our financial dtind, and the value of our securities, includingr @utstanding
notes, exchange units, and common stock. Furthesmor costs of compliance with Section 404, initcilgdhe cost
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of remedying any identified weaknesses, could b&en# and could adversely affect our financial dition and
results of operations.

Our bank revolving credit facility expires in Febary 2009.

In February 2008, we entered into a financing fgcwith a bank that provided a $4.0 million teroah terminating
in February 2011 and a $2.0 million revolving ctefdicility terminating in February 2009. The bankahcing
facility contains certain financial and other coaats that are required to preclude a default amela@tion of
amounts outstanding. The Company’s failure to cwmito meet its covenant requirements or to rerfewv t
revolving credit facility could have an adverseecaffof the Company’s liquidity.

Iltem 1B. Unresolved Staff Comments.
Not applicable.
Item 2. Properties.

Our five business units, Astrotech Space Operatidistrotech Engineering Services, Flight Servid@sSpace
Technologies, and SPACETECH, currently occupy foaations. The corporate headquarters was locat2a180
Highway 3, Webster, Texas 77598, which terminatedene 30, 2008, upon mutual agreement. In Jung, 260
Company exchanged approximately 3.0 acres of ldjgtant to its Webster, Texas offices for earlynieation of
its lease for the former headquarters facility, anoved its corporate offices to leased offices @I @Gemini,
Houston, Texas 77058. The new corporate officedaated in approximately 16,000 square feet ofcefEhop
space under lease through December 2008. Our éxecndnagement, accounting, marketing and commtiois
human resources, and contracts administration alatigthe SPACETECH, BioSpace, and Engineering iBesv
employees are located at the corporate offices.

Astrotech occupies two company-owned locationsrodsth’s headquarters and Florida operations teansisting
of 24 personnel, are located in a nine-building plex located on a 62-acre space technology campd$ib

Chaffee Drive, Titusville, Florida 32780. This camspencompasses 140,000 square feet of facilityespagporting
non-hazardous and hazardous flight hardware primcggsayload storage, and customer offices. Thatroction of
an additional 50,000 square foot spacecraft praogsscility was completed in March 2002. Theseldings

presently occupy one-third of the 62-acre propewyed by Astrotech, with one-third available foparsion and
the remaining one-third reserved for hazardoudifiasiafety clearances.

Astrotech has a four-person technical staff locabedVandenberg Air Force Base in Santa Barbara tgoun
California. Astrotech presently leases a 60-adee @i the base and owns four buildings compris@®@d0 square
feet, dedicated to the same functions providedh@tHRorida facility. The term of the present lapdde expires on
July 13, 2013, with provisions to extend the leatsthe request of the lessee and the concurrertbe ¢éssor. Upon
final expiration of the land lease, all improvensoh the property revert, at the lessor’s optiorthe lessor at no
cost. During fiscal year 2007, we began an expansfahis facility that will be completed during @® that will
enhance our capabilities to process five-metesdatellite payloads.

Additionally, Astrotech has seven employees whohangsed at the Sea Launch Home Port facility ind_-Beach,
California provided in accordance with the provis®f the Astrotech contract with Sea Launch CompahC.

Our Flight Services payload processing facilitylosated near the Kennedy Space Center in Cape €alav
Florida. The facility is contained in an approxielt52,000 square foot plant. The payload procedsiaility has a
clean room work area of approximately 24,000 sqireee This work area is designed to accommodatesiogle
and double modules, as well as the Integrated C@agoiers (“ICCs”) and Vertical Cargo Carrier (“VOCThis
area includes eleven secure experiment/payloadration and work areas ranging in size from 300asgieet to
1,000 square feet each. In addition, the facilityvrles office space, stock rooms, storage areamchine shop, an
electrical shop, conference rooms, and other m@gmesbus accommodations. We negotiated an agreemitnthe
Canaveral Port Authority for the lease of the ldmda forty-three year period, which commenced amgést 28,
1997. Upon expiration of the land lease, all imgmments on the property revert at no cost to theole©n May 2,
2005 we sold the facility in Cape Canaveral, Flarfor $4.8 million. We now lease back 100% of theility
through December 31, 2010, with an option periodrofidditional five years.

We believe that our current facilities and equiptreme generally well maintained and in good conditiand are
adequate for our present and foreseeable needs.
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Item 3. Legal Proceedings.

In January 2004, the Company initiated a formalcpealing against NASA in which the Company was segki
damages in the amount of $87.7 million for the lokis Research Double Module (“RDM”) as a resilthe 2003
Space Shuttl€olumbiaaccident. In October 2004, NASA responded to thkagm with the determination that its
liability was $8.2 million, including interest, aqmhid SPACEHAB this amount. SPACEHAB subsequeriliygdfan
appeal with the Armed Services Board of Contragbégis, and over the next two years the two paptieseeded
with preparations for a court hearing. The Compalsy filed a tort claim in November 2004, seekirmgndges of
$79.7 million for the loss of the RDM, to which tlweurt granted a motion in June 2006 to stay thee aantil
resolution of the Company’s contract claim appeal.

On February 21, 2007, the Company dismissed wifugdice all litigation against NASA relating to &&s incurred
by the Company as a result of the February 2008&gauttleColumbiaaccident.

In July 2008, the Company filed a claim with itsumance underwriter for recovery of up to $750,0000st
revenue resulting from the January 2007 launcluraibnd subsequent closure of the Sea Launch apesathe
insurance underwriter has not confirmed or den@drage and is evaluating the Company’s claim.

Except as above, the Company is not a party to siggificant pending or threatened proceedings, hic
management’s opinion, would have a material adveffet on our business, financial condition, osules of
operation.

Item 4. Submission of Matters to a Vote of SecurtHolders.

No matters were submitted to a vote of stockholdering the fourth quarter of the year ended Juhe808.
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PART Il

Item 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.

Our Common Stock previously traded on the NASDAQid&N&l Market System under the symbol “SPAB” upilunt
March 21, 2006 at which point our common stock ca@nced trading on the NASDAQ Capital Market. The
following table sets forth the quarterly high anavlintra-day bid prices for the periods indicated.

Fiscal 2008 High Low
First Quarter $6.50 $3.90
Second Quarter $3.25 $1.10
Third Quarter $2.26 $0.55
Fourth Quarter $0.82 $0.37

Fiscal 2007 High Low
First Quarter $13.50 $6.70
Second Quarter $8.80 $5.60
Third Quarter $12.30 $5.70
Fourth Quarter $8.40 $4.10

We have never paid cash dividends. It is our pitgselicy to retain earnings to finance the growtia aevelopment
of our business; and therefore, we do not antieipatying cash dividends on our Common Stock irfdheseeable
future.

We have 75,000,000 shares of Common Stock autlibrige issuance. As of September 19, 2008 we had
16,404,378 shares of Common Stock outstanding. &tk dpproximately 259 shareholders of record of our
Common Stock on September 19, 2008.

The NASDAQ has notified us that we are in violatwfrtheir listing requirements, since we have naintained a
share price of our Common Stock of $1.00 or mdrevd do not meet the share price requirement byt 6,
2008, our Common Stock may be delisted from the NAR.

Number of securities to be
issued upon exercise of Weighted average exercise Number of securities
outstanding options,  price of outstanding options, remaining available

Plan Category warrants, and rights warrants, and rights for future issuance
(a) (b) (c)
Equity compensation plans 235,400 $ 10.03 5,510,869

approved by security holders
Equity compensation plans not - - -
approved by security holders

Total 235,400 $ 10.03 5,510,869
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SPACEHAB Stock Performance Graph

The following performance graph and table do natstiute soliciting material and the performanceagin and
table should not be deemed filed or incorporateddfgrence into any other previous or future fiknigy us under
the Securities Act of 1933, as amended, or theriesuExchange Act of 1934, as amended, excefitet@xtent
that we specifically incorporate the performancamr and table by reference therein.

The performance graph and table below compareithey€ar cumulative total return of our common ktedth the
comparable five-year cumulative total returns af 8tandard & Poor’s Aerospace & Defense Stock It8&P
Aerospace & Defense”) and the NASDAQ Composite Stadex (“NASDAQ Composite”). The figures assume an
initial investment of $100 at the close of businessJune 30, 2003 in SPACEHAB, S&P, and NASDAQ, tal
reinvestment of all dividends.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among SPACEHAB, Incorporated, The NASDAQ Composite Index
And The S&P Aerospace & Defense Index
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SPACEHAB, Incorporated 100.00 387.37 188.42 124.21 68.42 6.01
NASDAQ Composite 100.00 128.49 129.74 140.22 169.32 129.5
S&P Aerospace & Defense 100.00 132.36 154.68 184.25 208. 202.04
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Issuer Purchases of Equity Securities

On March 25, 2003, our Board of Directors authatims to repurchase up to $1.0 million of our outdiag stock
at market prices. As of June 30, 2008 we had réysed 11,660 shares at a cost of $117,320.

On July 13, 2005, we entered into an amendmenheéoAimended and Restated Rights Agreement, dated as
February 23, 2004, between us and American Stoeksfer & Trust Company, as rights agents, which thad
effect of terminating our Rights Agreement effeetiuly 13, 2005.

Sales of Unregistered Securities
Equity Securities

On February 11, 2008, the Company entered intoagkSPurchase Agreement with certain investors far t
purchase of 55,000 shares of the Company’s Seriesrdertible preferred stock for a total price &f%million.
Consummation of the transaction was contingent WWaBA awarding us a funded Space Act Agreement utioe
Commercial Orbital Transportation Services (“COT®Ppogram and shareholder approval of the transacts
consideration for investor commitment to this tet®n, the Company issued 150,150 shares of constamk
upon entering into the transaction.

The Company was not awarded a funded Space Actefmget under the COTS Program and, except for the

150,150 commitment compensation paid, the offeviag terminated.
Private Placement of Common Stock

On June 5, 2008, the Company entered into a SexsuRuUrchase Agreement with certain investors, uwtiech the
investors agreed to subscribe for and purchasé 1,82 shares of the Company’s common stock forgamegate
purchase price of $625,000. The consummation oftrdmesaction under the Securities Purchase Agreemas
contingent upon certain customary conditions prenetb each party’s obligation to close.

The 1,329,787 shares of common stock issued uhdeBecurities Purchase Agreement were sold imadian the
exemption from registration pursuant to Rule 50&Refulation D promulgated by the Commission purstmihe

Securities Act of 1933. The Company believes thahdssuance of securities qualifies for an exeomptinder Rule
506 because there are no more than 35 purchaseexwrfities and each Investor represents to thep@oynunder
the Securities Purchase Agreement at the time efugion and closing that it is an “accredited i@gswithin the

meaning of Rule 501 of Regulation D.
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Item 6. Selected Financial Data.

The following table sets forth our selected cortaikd financial data as of and for the years eddeé 30, 2004,
2005, 2006, 2007, and 2008. Such data has beewveddiiom our consolidated financial statements t@ddby
Grant Thornton LLP for the fiscal years ended J8de2004, 2005, and 2006, and by PMB Helin Dono\a, for
fiscal years ended June 30, 2007 and 2008. The sitaorth below should be read in conjunction with
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations,” “Risk Facta@sd our
Consolidated Financial Statements and Notes thérehoded in this annual report. All amounts ar¢hiousands.

Years Ended June 30,

2004 2005 2006 2007 2008

Statement of Operations Data:
Revenue from operations $ 77,608 59,401 $ 50,746 $ 52,762 $ 25,544
Costs of revenue 45,678 47,158 46,859 51,029" 19,540
Gross profit 31,928 12,243 3,891 1,733 6,004
Selling, general and administrative expenses 26982 1,639° 10,672 13,769 9,361V
Research and development expenses 223 77 410 801 375 1,
Income (loss) from operations 10,723 10,527 (7,191) (12,830) (4,732)
Interest expense, net of capitalized amounts and

interest and other income 8,142 5,424 5874 3,531 427
Debt conversion expense - - — — 30,194
Net income (loss) 2,075 5,249 (12,397) (16,292) ,428)
Net income (loss) per common share —basic $ 167 $416 $ (9.73) $ (12.61) $ (4.26)
Net income (loss) per common share — diluted $ 1.47 370 $ (9.73) $ (12.61) $ (4.26)
Shares used in computing net income (loss) per

common share — basic 1,245 1,261 1,274 1,292 9,254
Shares used in computing net income (loss) per

common share — diluted 1,414 1,419 1,274 1,292 49,25
Cash dividends declared per common share - - - - -
Other Data:
Cash provided by (used in) operations $ 5278  (7,153) $ 3989 6,028 $  (8,598)”
Cash provided by (used in) investing

activities 5,019 17,689 (1,141) (1,0779 (158)
Balance Sheet Data (at period end):
Working capital (deficit) surplus $ (6,351) $ 3 $ 2,753 $ (6,105) $ 1,004
Total assets 99,925 101,951 85,450 72,475 58,211
Long-term debt, excluding current

portion 66,942 64,885 63,250 52,944 10,387
Stockholders’ equity (deficit) 9,410 14,797 2,809 13,31) 34,936

(1) Includes approximately $17.5 million due to Bags termination of its spacecraft processing carttwith us.

(2) Includes approximately $0.3 million of non-castpenses related to subleasing of excess fasjlif#&3 million of goodwill impairment at our
Engineering Services and Astrotech Space Operabiosisess units, and a $1.8 million non-cash wdt@en of an investment in Guigne.

(3) Includes $7.7 million of net recovery from nmeurring transactions related to the loss of esearch double module.

(4) Includes approximately $8.2 million from ReALM®ntract indemnification clause related to the losour research double module.

(5) Includes approximately $6.3 million of non-castite downs related to our flight unit 3 and theitlle based flight assets.

(6) Includes approximately $0.6 million of non-castarges related to the acceleration of debt pleoefees related to the convertible
subordinated notes.

(7) Includes approximately $12.5 million of non-eagrite downs related to our flight unit 2 and gieittle based flight assets and a $0.1
million non-cash write down of an investment in Apg Astronautical Corporation.

(8) Includes $5.7 million advance for constructafra payload processing facility. Also includesI$illion advance from customer for in-
flight insurance for STS-118 that was paid in 2OY7 to the insurance carrier.

(9) Includes approximately $6.3 million of restedtcash for the construction of a payload procgdsicility.

(10) Includes $3.1 million payment for STS-118lilignsurance.

(11) Includes approximately $0.2 million of non-eagrite downs related to our inventory.
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Item 7. Management’s Discussion and Analysis of Rancial Condition and Results of Operations.

The following discussion should be read in conjiorciwith, and is qualified in its entirety by reéece to, our
audited consolidated financial statements and rtbgto included elsewhere in this report.

Historically, we operated in three main areas gaherelated to space flight activities within tteerospace
industry: space assets and mission support serficemanned and unmanned space exploration andratse
missions; commercial and exploratory satellite largach services; and, engineering services in suppb
government and commercial space operations. Beaube diversity among the operations of our atiéig, we
report the results of each business as a sepamgeest in our consolidated financial statements. é@nsolidated
financial results also reflect corporate-level enges such as general and administrative, inteaadtdepreciation
and amortization, but because of their nature gtitesns are not reported as a separate segment.

Overview

We were incorporated as a Washington corporatidi®84. We provide a range of products and sentltasfocus

on the needs of industry, governments and acadeagidring access to, and utilization of the unigueironment

of space. We employ a staff of engineers and tedms who have supported hundreds of both manndd an
unmanned missions to space from multiple locatisoddwide. The SPACEHAB name and brand is one sdlact
few that has appeared in a multitude of photos\adeos highlighted during 23 space shuttle missite offer
products and services in the following areas:

Facilities and support services necessary for thpgration of satellites and payloads for launch;
Expertise in qualifying hardware for spaceflightlahe habitability and occupational challengespafce;
Engineering, analysis, and space-bound payloadatipaes services;

Program integration and control; and

Product design, development, and fabrication ofspuipment.

Our Business Units

Astrotech Space Operations, Inc. provides all sdppecessary for its government and commercialornsts to
successfully process complex communication, Eabtervation and deep space satellites in preparé&tiotheir
launch on a variety of domestic and foreign launahicles. Processing activities include satellitmund
transportation; pre-launch hardware integration tsting; satellite encapsulation, fueling, laupeld delivery; and
communication linked launch control. Our ASO fa@k can accommodate five meter class satellités weights
of 11,000 kilograms, encompassing the majority o6.Ubased satellite preparation services. Duriegafi year
2008, ASO accounted for 62% of our consolidate@meres.

Revenue for our ASO business unit is generated franous fixed-priced contracts with launch senpceviders in
both the commercial and government markets. Thacser and facilities we provide to our customerngpsurt the
final assembly, checkout, and countdown functiossoeiated with preparing a spacecraft for laundte &arnings
and cash flows generated from our ASO operatioasrelated to the number of commercial spacecrafidaes,
which reflects the growth in the satellite-basedhownications industries; and, the requirement fdae aging
satellites. Other factors that have impacted, andeapected to continue to impact earnings and ftasls for this
business include:

Our ability to control our capital expenditures,iefh primarily are limited to modifications to accamdate
payload processing for new launch vehicles, upggadommunications infrastructure, maintenance aifietys
environmental and reliability projects, and othests, through disciplined management and safegiefi
operations;

The continuing limited availability of competingcilities at the major domestic launch sites that oéfer
compatible services, leading to an increase in gowent use of our services; and

Our ability to complete customer specified facilitypdifications within budgeted costs and time cotmmits.

Astrotech Engineering Services, Inc. — Formerly SEMAB Government Services, AES provides large scale
program technical support and specialized engingexhalysis, products and services, and confiqamadind data
management support to NASA and other governmenibmes's through the current fiscal year. AES derimrazbt

of its revenue from NASA’s Program Integration &uaintrol (“P1&C") contract for the International Sgea Station
(“ISS”). The Company’s role in the PI&C contract sverminated in June of 2008. During the first minenths of
fiscal year 2008, our AES business unit accounte@1% of our consolidated revenues.
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Earnings from AES are dependent upon our abilitgdntinue to win contracts with NASA or other gaverent
entities through the competitive bidding process],aur ability to sustain exemplary performancerss in order
to achieve performance bonuses. Other factorshidnad impacted, and are expected to continue todtganings
and cash flows for this business include:

The termination of the PI&C contract with the Imtational Space Station program;

Our ability to maintain small business qualificatifor the AES business unit under NASA contractigs;
Our ability to secure other engineering servicagreats with public or private sector entities; and

Our ability to control costs within our budget coitments.

SPACEHAB Orbital Transportation Services, Inc. stdrically called SPACEHAB Flight Services, offeredange
of engineering, research, logistics, integratigrerations, and ground support services supportimgpace shuttle
module and pallet assets. At this time, there arenore scheduled missions to be performed undsrhinsiness
segment as the shuttle space transportation systars retirement in 2010. During the fiscal yea®&0the

Company completed space shuttle mission STS-148ast contracted module mission, and recognizeiiuel

SOTS activity from previous missions. We continaergtain our space shuttle module assets to bdablaifor

future opportunities should they arise. During disgear 2008, our Flight Services business accouftte17% of

our consolidated revenues.

The primary factors impacting our Flight Servicasibess unit earnings and cash flows are the nuwbsgpace
shuttle missions flown, the requirements for usewaf space shuttle hardware and the configuratfoiiheo cargo
handling and research logistics required for eaésion. Other factors that have impacted, and apected to
continue to impact earnings and cash flows for Ithisiness unit include:

NASA's use of our space shuttle modules and relgpedte assets that utilize our competencies ingumation
and cargo handling;

Commercial demand for access to space launch daypainid need for research cargo logistics; and

Space shuttle mission requirements for the manufacif specialized cargo handling equipment.

Corporate and Other Significant items impacting future earnings &asgh flows include:

Interest expense, which has decreased due toghgment of our maturing convertible notes durirsgdl year
2008, and the successful execution of the Exchdmgasaction (see Note 16) resulting in the excharfge
$46.1 million of the $52.9 million of our seniorroeertible notes into common stock; and

Income taxes, with respect to which we currentllygray alternative minimum tax and minimal statedme
taxes. Income taxes have been impacted by limitation our net operating loss carryforward upon
consummation of our Exchange Transaction in Noverab87 (see Note 16).

New Business Initiatives

Our identified new business initiatives are focusadspace-based life sciences, end-to-end spasgomiassurance
services, and commercialization of space-basedtdabies, which are natural extensions of our 2&y®f space
industry experience and our core capabilities ies¢éhfields. These new business initiatives willuneg large

investments of capital and technical expertiseoA3une 30, 2008, we have recorded no revenue fhese new
business initiatives.

BioSpace Technologies, Inc.

BioSpace Technologies, Ine A natural extension of SPACEHAB’s many yeargxperience preparing, launching
and operating over 1,500 science payloads in sgheeCompany is transitioning from supporting gowveent-
sponsored basic research into producing commepoiaucts from the microgravity discoveries. Thisvrieusiness
initiative involves the use of microgravity platfos, such as the Space Shuttle and the ISS, falebelopment of
space-made products that are to be sold on EartSpBce Technologies has successfully processetineac
samples in space on Space Shuttle Flights, STS818;123, and STS-124, which have resulted in pieéiry
salmonella vaccine production data. Through Jun€808, BioSpace Technologies has had no revenue.

SPACETECH, Inc.

SPACETECH, Inc- SPACETECH is an incubator envisioned to comnadirme space-industry technologies into
real-world applications to be sold to consumers amtustry. The T Detect mini-mass spectrometer and the
AirWard hazardous cargo containers, both develdpye8PACEHAB engineers, are being positioned foryeinto
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the commercial marketplace. AirWard is a shippingtainer designed to meet the specific requiremaintise U.S.
Department of Transportation for all commercialia@s in U.S. airspace to protect pressurized omyugttles from
flame and heat during flight. Thé' Detect mini-mass spectrometer offers a low powertable detection device.
1* Detect has been awarded a Developmental TestidgEamluation designation from the U.S. Department o
Homeland Security as a “promising anti-terrorisehtelogy.”

FINANCIAL CONDITION, CAPITAL RESOURCES, AND LIQUIDI TY

Balance SheetOur total assets at June 30, 2008 were $58.®bmitlompared to total assets of $72.5 million at th
end of fiscal year 2007. The following table sei the significant components of the balance tshe®f June 30,
2008, compared with 2007 (in thousands):

2008 2007 Change
Assets:
Current assets $ 7,633 $ 19,644 $ (12,011)
Property and equipment (net) 40,999 43,884 (2,885)
Other assets (net) 9,579 8,947 632
Total $ 58,211 $ 72,475 (14,264)
Liabilities and stockholders’ equity (deficit):
Current liabilities $ 6,629 $ 25,749 $ (19,120)
Long-term debt-less current portion 10,387 52,944 42,857)
Other long-term liabilities 6,259 6,913 (654)
Stockholders’ equity (deficit) 34,936 (13,131) 480
Total $ 58,211 $ 72,475 $ (14,264)

Current assets as of June 30, 2008 decreased b§ $ilion as compared to June 30, 2007. This deses
primarily due to:

Cash decrease of $7.1 million resulting primanityni payments to Astrium/EADS of $6.4 million, paymeto
U.S. Bank for principal and interest to bondholdarshe amount of $3.2 million, payment to WillisrfSTS-
118 flight insurance of $3.1 million, and paymetatsarious other vendors in the amount of $1.5iami|l offset
by receipts from our customer for the flight insure of $3.1 million and receipts from a term ndateilfty in
the amount of $4.0 million. Decrease in accounteir@ble of $4.3 million is primarily attributable the
decreased volume of sales in Flight Services dumitacontracted missions for our shuttle assetingnitheir
contracted period of performance.

Decrease in other assets of $0.6 million is pripairesult of having reduced insurance policy prens of
$0.4 million in prepaids and of us valuing our int@y to market prices, which resulted in a nonicasite-
down of the inventory by $0.2 million.

The decrease in net property and equipment of 2I®n from June 30, 2008 to June 30, 2007 resuftemarily
from the depreciation expense of $2.7 million amel éxchange of the land in connection with theye@rmination
of the Ellington lease for $0.3 million offset bgw additions in the amount of $0.1 million.

The increase in other assets of $0.6 million framel30, 2008 to June 30, 2007 resulted primardynfa decrease
in net deferred financing costs offset by an inseea notes receivable related to the sale of nesdid a space
museum as well as increased spending on develapitgrotecting intellectual property.

Our current liabilities decreased by $19.1 millioom June 30, 2007 to June 30, 2008. The follovengqmarizes
significant items:

Our accounts payable and accrued expenses decriease®11.0 million to $5.3 million due a reductiam

mission activities in our Flight Services businaeg and the timing of payments.

Our short-term debt decreased by $10.3 million fdame 30, 2007 to June 30, 2008 as a result ofiotgting

our debt and converting the bonds that were orilyimue in October 2007. This amount was offsethry $0.3
million that is the current portion of a $4.0 nulti term note acquired in February 2008.

Current portion of our deferred gain on the sala bliilding decreased by $0.1 million.

Our short-term deposit account decreased by $3lllomiduring the current fiscal year. This is a uktsof

receiving $3.1 million from our customer prior tear-end for the in-flight insurance on our fliglstsats for
STS-118 that flew in August 2007. The payment toitisurance carrier was executed.
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Our current portion of deferred revenue decrease®it2 million for June 30, 2007 to June 30, 2008 tb
timing of payments receipt and recognizing revefonesatellite related programs.

Our long-term debt as of June 30, 2008 decreasé&di By million due to the maturity of $10.3 milliaf our 8.0%
convertible subordinated notes in October 2007 ,taadonversion of junior and senior convertibléeso

Other long-term liabilities decreased by $0.6 miiliat year end 2008 compared to year end 2007.a@wances on
the construction contract decreased by $0.9 miliiom June 30, 2007 to June 30, 2008. The deciaasgvances
on the construction contract was primarily due @oeiving the initial milestone payments on our cacit with a

governmental agency to design and build a new ggicg facility and corresponding payments to sutrestors

for work performed during the period. These castrefeses were offset by the $1.3 million increasbmng term

deferred revenue from our Astrotech business tihi&é long term portion of deferred gain on the sdlbuildings

decreased by $1.0 million.

Liquidity and Capital Resources

As of June 30, 2008 we had cash and restricted-aadtand of $11.0 million and our working capitabsv
approximately $1.0 million. Restricted cash, whimbnsists of advance payments on a government cbritva
modify certain spacecraft processing facilitiesj aestricted deposits per bank covenant totaled &8llion as of
June 30, 2008. For fiscal year 2008 we used $8lmfrom operating activities. Our $5.0 millioevolving credit
facility expired as of February 11, 2007, and wectdd not to renew the facility. A $4.0 million remnote facility
and $2.0 million revolving note facility were eslighed in February 2008.

$10.3 million of outstanding 8.0% convertible notesre due on October 15, 2007 and our $52.9 milibB.5%
senior convertible notes are due in October 20¥0006tober 5, 2007, we announced the successfuhglag our
offer to exchange (the “Exchange Offer”) any ardolour outstanding 8.0% Convertible Subordinatéxtes due
2007 (the “Junior Notes”) and any and all of outstanding 5.5% Senior Convertible Notes due 2046 {Senior
Notes”). As a result of the closing of the Exchaféer, for the approximately $7.4 million in priipal amount of
Junior Notes tendered, the holders received apmately 550,000 shares of common stock and 8,92iesha
Series C Convertible Preferred Stock on a pre-seveplit basis. Following the closing of the ExdamrOffer,
approximately $2.9 million of Junior Notes remainegtstanding pursuant to the original terms of itidenture
governing the Junior Notes. On October 15, 2007reteeemed the outstanding Junior Notes, includirgyuad
interest, for cash. In addition, for the approxiemat$46.1 million in principal amount of outstandiSenior Notes
tendered, the holders received approximately 3Qllfomshares of common stock and 46,083 shareSesfes C
Convertible Preferred Stock on a pre-reverse bpkis. Following the closing of the Exchange Ofégiproximately
$6.9 million of Senior Notes remained outstandingspant to an indenture governing the Senior Ntias was
amended through the elimination of substantiallpfthe indenture's restrictive covenants.

In addition, as a result of the closing of the Regttiring and Exchange Agreement, effective asudust 31, 2007,
among the Company and certain holders of JunioefNahd Senior Notes, the Company issued to AstGunbH
1,333,334 shares of common stock and 6,540 sh&i@sries C Convertible Preferred Stock on a prenmsy split
basis in exchange for Astrium's existing 1,333,884dres of Series B Convertible Preferred Stock .

As a consequence of the Exchange Transaction, eegmé&zed non-cash debt conversion expense of $8llian
in fiscal year 2008, and we increased our commackdby $98.4 million.

In November 2007, we converted the 61,550 shar&edés C convertible preferred stock into 89.9iomilshares
of common stock on a pre-reverse split basis afettafd a 1 for 10 reverse stock split, reducing issued and
outstanding common stock to 13.6 million shared.shbre amounts have been stated to reflect thisfsp all
periods presented.

On February 6, 2008, we entered into a financiegifia with a bank providing a $4.0 million termda terminating
February 2011 and a $2.0 million revolving creditifity terminating in February 2009. The term laarsubject to
monthly amortization of $22,222 plus interest at thte of prime plus 1.75% and the revolving créattlity incurs

interest at the rate of prime plus 1.75%. Fundslase under the revolving credit facility are lited to 80% of
eligible accounts receivable. The bank financingilifies are secured by the assets of our Astrot8place
Operations Florida facilities and other covenantduding a minimum tangible net worth covenant,aahcflow

coverage covenant, a debt service coverage ratibaaatio of total liabilities to tangible net wlorcovenant. The
balance of the $4.0 million term loan at June 3M&was $3.8 million. No amounts have been drawther2.0
million revolving credit facility.
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On May 22, 2008, the Company entered into a SéesifiRurchase Agreement with certain investors, undhich
the investors agreed to subscribe for and purchia®29,787 shares of the Company’s common stockafor
aggregate purchase price of $625,000.

The common stock issued on June 5, 2008 underdbariies Purchase Agreement were sold in relianrcéhe
exemption from registration pursuant to Rule 50&®Refulation D promulgated by the Commission purst@ithe
Securities Act of 1933.

Cash Flows From Operating Activitie<Cash provided by (used in) operations for the yesded June 30, 2008
and 2007 was ($8.6) million and $6.0 million, redpeely. The significant items affecting the diféerces in cash
flows from operating activities in fiscal year 2088 compared to fiscal year 2007 are discussedavbelo

Fiscal Year 2008 Compared to Fiscal Year 200t fiscal year 2008 compared to fiscal year 2@B& significant
items affecting cash provided by operating actgitivere:

Net loss for fiscal year 2008 was $36.0 millioncasnpared to net loss for fiscal year 2007 of $I6ifon.

Included in the net loss for fiscal year 2008 i$30.3 million of expenses related to the bond emgha

transaction in October 2007.

Depreciation and amortization for the year endate 80, 2008 was $2.7 million as compared to $6JMomi

for the year ended June 30, 2007. This reductilane®to the flight assets written down in Jun2@d7.

Restricted cash accounts increased by $2.1 millighe fiscal 2008 as compared to $6.3 millionigtél year

2007.

Stock based compensation amounted to $0.8 milboritfe year ended June 30, 2008. The portion awae

executive and board members subsequent to yeavan@0.7 million.

Recognition of a deferred gain from the 2005 sélthe Ellington facility in the amount of $0.8 mdh. The

gain recognized was reduced by the $0.3 millio@ah the land adjacent to the facility that wassferred to

the owner of the facility in negotiations to termii@ the lease agreement.

Write down of our special metals inventory was $@hllion during the year ended June 30, 2008. This

inventory was also written down in June of 200Thia amount of $1.6 million.

For the year ended June 30, 2008, changes in gssetded $4.1 million in cash from operations tethto:

- Decrease in accounts receivable of $3.8 million uthe completion of our shuttle mission cargotcact
with Lockheed Martin.

- Increase in prepaid and other expenses used $0i8nni both years ended June 30, 2008 and 2007. |
fiscal year 2008 this amount was offset by the elese in other assets in the amount of $0.6 million.

Changes in liabilities for fiscal year 2008 use8.8$ million in cash from operations primarily dioe

- Decreases in accounts payable, income taxes payaddaied expenses and accounts payable — Astrium
totaled ($1.3) million.

- Increase in deferred revenue related to new missiorracts in our ASO business unit amounted td $1.
million.

- Decrease in accrued subcontracting services rgltdithe modules leased in the Flight Servicesatjmrs
in the amount of ($3.6) million.

- Decrease in customer deposits for flight insurdocé$3.1) million.

- Decrease in advances for construction and othdraxircost in the amount of ($0.9) million is aukof
the recognition of some profit on the new facifitpject.

Cash Flows From Investing Activitied~or the years ended June 30, 2008 and 2007 floash provided by (used
in) investing activities were ($0.2) million and1(®) million, respectively. The significant iteméfegting the
differences in cash flows from investing activitiadiscal year 2008 compared to fiscal year 20@/as follows:

For fiscal year 2008 compared to fiscal year 200, significant items affecting cash provided byemging
activities were:

Property and equipment purchases of $0.2 millianfikzal 2008 as compared to $0.6 million for fisgaar
2007. This reduction is a continuation of our eéfdo reduce capital expenditures.
There was a $0.5 million payment for a legal clagttlement in fiscal year 2007.

Cash Flows From Financing ActivitiesFor the years ended June 30, 2008 and 2007 floaghprovided by (used
in) financing activities were $1.7 million and ($1.million, respectively. The significant items edfing the
differences in cash flows from financing activitiadiscal year 2008 compared to fiscal year 20@ras follows:

28



For the fiscal year 2008 compared to fiscal ye@72@he significant items affecting cash usedmarfficing activities
were:

Proceeds received from issuance of common stoclkuaied to $0.7 million and $0.1 million in years edd
June 30, 2008 and 2007 respectively.

Payment of junior notes not participating in the@ber bond conversion in the amount of ($2.9) onilli

Net proceeds received from a term loan facility $&s8 million at June 30, 2008.

Payment of a mortgage loan in fiscal year ended 200ounted to $1.6 million.

Liquidity. We continue to focus our efforts on improving kalk liquidity through identifying new business
opportunities within the areas of our core compats reducing operating expenses, and limitingh cas
commitments for future capital investments and @set development. We have continued to restrigtaapital
investment and new asset development, limitinggatsjto those required to support current contrawtsfacility
maintenance. Additionally, we continue to evalugperating expenses in an effort to reduce or ehtairtosts not
required for us to operate effectively.

Our capital requirements for continuing operatioassist of our general working capital needs, satletiprincipal
and interest payments on our debt obligationsagedontractual commitments, research and developarel other
investments in new programs, and capital expereituilhis includes short-term capital to finance tioming

operations at the end of 2007, and long-term cltoittinance our growth.

Critical Accounting Policies

Revenue RecognitiorDur business units’ revenue is derived primafityn long-term contracts with the U.S.
Government and commercial customers. Revenues timelgs contracts are recognized using the methesisided
below. Estimating future costs and, therefore, meres and profits is a process requiring a high ekegyf
management judgment. “Risk See Factors—Risks Rktat®©ur Business—Our financial results could Hecéd
if the estimates that we use in accounting for i@t are incorrect and need to be changed.” We daisestimate
on historical experience and on various assumpttbat are believed to be reasonable under the mstances
including the negotiation of equitable adjustmeats our fixed-price contracts due to launch deldyests to
complete include, when appropriate, material, lakabcontracting costs, lease costs, commissiassrance, and
depreciation. Our business units’ personnel perfpemodic contract status and performance reviémwshe event
of a change in total estimated contract cost ofitptbe cumulative effect of such change is reearih the period
that the change in estimate occurs.

A Summary of Revenue Recognition Methods Follows:

Services/Products Method of Revenue
Business Unit Provided Contract Type Recognition
Flight Services Commercial Space Firm Fixed Price Percentage-of-completion
Habitat Modules, based on costs incurred

Integration & Operations
Support Services
Astrotech Payload Processing Firm Fixed Price — Ratably, over the occupancy
Facilities Mission Specific period of a satellite within
the facility from arrival
through launch

Firm Fixed Price — For multi-year contract
Guaranteed Number gf payments recognized ratably
Missions over the contract period
Engineering Services| Configuration Cost Reimbursable Reimbursable costs incurred
Management, Award/Fixed Fee plus award/fixed fee

Engineering Services

Long-Lived Assetdn assessing the recoverability of long-livedeassfixed assets, assets under construction and
intangible assets, we evaluate the recoverabifith@se assets in accordance with the provisiortkeoStatement of
Financial Accounting Standards No. 144, “Accountingthe Impairment or Disposal of Long-Lived AsséfThis
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Statement requires that certain of our long-liveced assets be reviewed for impairment wheneventsver

changes in circumstances indicate that the carrgmgunt of an asset may not be recoverable. Reaoligy of

assets to be held and used is measured by a campari the carrying amount of an asset to fututecash flows
expected to be generated by the asset. If sucksam®seconsidered to be impaired, the impairmeiietoecognized
is measured by the amount by which the carryinguarhof the asset exceeds the fair value of thet.aAssets to be
disposed of are reported at the lower of the cagrgimount or fair value less costs to sell.

RESULTS OF OPERATIONS
Results of Operations for the Years Ended June 32008 and 2007

Overview In this section we discuss our results of opersti both on a consolidated basis, and where apatep
by business unit for our fiscal years ended June2808 and 2007. Where we report earnings or lass per share
basis, we have done so on a “diluted earnings Ipares basis. The weighted average number of comshamnes
applicable to diluted earnings for 2008 and 2007vev#254,346, and 1,291,951, respectively.

We had net losses of ($36.028) million or ($4.26) giluted share on revenues of $25.544 milliondar 2008
fiscal year compared to ($16.292) million or ($3.pér diluted share on revenues of $52.762 milfmr2007.

Revenue Our revenue for the twelve months ended June2808 and 2007 was generated primarily from the
contracts with Lockheed Martin, Boeing, NASA, arttiey commercial satellite providers in our Astrétdisiness
unit, Lockheed Martin Cargo Mission Contract andtcacts with related commercial customers in thighfl
Services business unit; and the PI&C contract mEmgineering Services business unit.

Our Astrotech business unit emerged as our primawgnue producer for the fiscal year 2008. In aaidito the

increased commercial and government satellite lautivity our satellite processing work done f@aS.aunch
resumed providing $1.6 million in revenue. Thedttihad been dormant as a result of the failedid¢tin January
of 2007. During fiscal year 2008, our Flight Seescbusiness unit completed its support of NASA'acsflight

activities on the STS-118 mission. In addition tiwst completed its contract work for other custosn€urrently,

we do not have any revenue producing activitieshis business unit. Our Engineering Services bgsineit

primary contract was terminated during the last tihari the fiscal year by the customer, which widMa an impact
on future earnings from this segment.

During the twelve months ended June 30, 2008, dmferevenue increased by $1.1 million as compaoed t
decrease of $0.2 million during the same period ghier year. We acquired new contracts where nolest
payments were received prior to the recognitiomeyenue. In addition, the completion of the Loclkhdéartin
Cargo Mission Contract had an impact, as it wagally billed on milestones. We don’t expect sigeait change
in deferred revenue through the next twelve mordghdstrotech has a stable backlog of business.

Costs of Revenu&Ve have several types of costs of revenue inbosginess segments. Costs of revenue for our
Flight Services business unit include integratiowl aperations expenses associated with the perfmenaf two
types of efforts, sustaining engineering in supmdrall missions under a contract, and mission ifigesupport.
Costs associated with the performance of the cctstrasing the percentage-of-completion method wémae
recognition are expensed as incurred. Costs assdaidth the cost-reimbursable award and fixedefestracts are
expensed as incurred by our Engineering Servicesnéss unit. Other costs of revenue include degtieci
expense and costs associated with the Astrotecloguhyrocessing facilities. Flight-related insuraraovering
transportation of our modules from our payload pesing facility to the space shuttle and thirdypdigbility
insurance are also included in costs of revenueaamdecorded as incurred. Selling, general andrasimative and
interest and other expenses are recognized wharrémt

Non-GAAP Financial MeasuresNe use income from operations before chargesnas measure of financial
performance. Income from operations before chargesnon-GAAP financial measure and consists ofatpey
income before unusual and infrequent events suchgesdwill impairments; asset impairments; invesite
impairments; and, the loss of the research douldduhe. Income from operations before charges atss dhot
include interest expense or income taxes, eachhidhnis evaluated on a consolidated basis. Becawgsdo not
allocate interest expense and income taxes by weithelieve that income from operations is a usefeasure of
our units’ operating performance for investors.oime from operations before charges should not bsidered an
alternative to, or more meaningful than, net incameash flows from operations as determined imatance with
GAAP. The “Other” column in the presentation belswur corporate selling, general and administeatixpenses
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that are incurred for our overall operations thed aot allocable to any specific business unit agsllts of

operations for our Space Media, Inc. (“SMI”) segien

The following tables provide summary financial deggarding our consolidated and segmented resiudfgerations

for our 2008 and 2007 fiscal years, respectivaiyntillions):
Fiscal Year Ended June 30, 2008

Engineering Flight
Astrotech Services Services  Spacetech
Business Business Business  Business
Unit Unit Unit Unit Other Total
Income (loss) from operations before charges ~ $ 4.8 02 $ (26) $ (06) $ (66) $ (4.7)
Operating income (loss) 4.9 0.2 (2.6) (0.6) .6)6 4.7)
Debt conversion expense — — — — 30.2 30.2
Other (income)/expense, net (0.3) — (0.2) — 0.8 (1.2)
Interest expense 0.1 — — — 1.5 1.6
Pre-tax income (loss) 5.1 0.2 (2.5) (0.6) B37. (35.3)
Income tax expense — — — — 0.7 0.7
Net income (loss) $ 51 % 02 $ (25 $ (0.6) $.738 $ (36.0)
Fiscal Year Ended June 30, 2007
Engineering Flight
Astrotech Services Services
Business Business Business
Unit Unit Unit Other Total
Income (loss) from operations before charges $ 2.0 $ 09 $ 4.9 $ (8.0 $ (0.2)
Asset impairment charge — (12.5) (0.1) (12.6)
Operating income (loss) 2.0 0.9 (7.6) (8.1) 2.8
Other (income)/expense, net 0.1 — — 0.6 0.7
Interest expense — — 4.3 4.3
Pre-tax income (loss) 2.1 0.9 (7.6) (11.8) 416
Income tax benefit — — — 0.1 0.1
Net income (loss) $ 21 $ 09 $ (v6) $(11..7) 6.3)

Operating Income (LossPperating income (loss) was ($36.0) million iacfl year 2008, compared to ($16.3)
million for fiscal year 2007. The following summaes the activity in each of our operating segments:

Astrotech Space Operations

Operating income for our Astrotech business ung ®4.9 million for fiscal year 2008, compared toGsillion for
fiscal year 2007. Operating income for 2008 inctldelling, general and administrative expense o2 $illion
and depreciation and amortization expense of $2llomas compared to selling, general and admiatste
expense of $0.3 million and depreciation and amatitn expense of $2.1 million for fiscal year 20@Tease see
“Results of Operations for the Years Ended June2B08 and 2007 — Other” for a consolidated disarssif
selling, general and administrative expense andedéion and amortization expense.
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Astrotech Business Unit Operating Results for Hisé@ar ended June 30, 2008 as Compared to the Fisear
Ended June 30, 2007

Our Astrotech business unit’'s operating income teefidharges increased by $3.0 million from fiscary2007 to
fiscal year 2008. The following summarizes sigmifit changes for our fiscal year ended June 30, 26@®mpared
to our fiscal year ended June 30, 2007:

Revenue increases of $3.7 million, consisting efftillowing:

Increase in revenue of $2.4 million due to threféedint satellites in our VAFB, California facilityvhereas,
for the same period last fiscal year, there wag onk satellite processed there.

Increase in other revenue of $1.2 million mainlyeda mission unique services requested by the gustin
addition to increased pricing on the Lockheed Magtiaranteed mission contract renewal.

Astrotech supported three satellite launches a8éa Launch facility during fiscal year 2008 argtdi year
2007. Revenue increased by $0.1 for the same nuafbmissions due contract pricing. On January 3@72
Sea Launch experienced a launch failure resultinthé loss of a satellite and damage to the flgaiunch
platform, which reduced the number of launchesoith iiscal years 2008 and 2007.

Cost of revenue from our Astrotech business urttekesed for the fiscal year 2008 as compared ¢alfisear ended
2007 by $0.2 million. The decrease is mainly dubigher professional services of $0.6 million fbe tcontract to
design a satellite processing facility paid in disgear 2007. This cost decrease was offset bgdkerecognized on
the construction portion of the contract by appntadely the same amount. Additionally, mission sfieeixpenses
increased by $0.2 million due to increased missigpport services in Florida and Vandenberg.

Astrotech Engineering Services

Operating income for our Engineering Services rssnunit was $0.2 million for fiscal year 2008, pamed to
$0.9 million fiscal year 2007. Operating income /808 included selling, general and administragxpense of
$0.6 million and depreciation and amortization exggeof zero as compared to selling, general andréstnative
expense of $0.3 and depreciation and amortizatqerese of zero for fiscal years 2007. Please sesuis of
Operations for the Years Ended June 30, 2008 afid 26 Other” for a consolidated discussion of seglligeneral
and administrative expense and depreciation andtemaiion expense.

Engineering Services Business Unit Results of Qe for Fiscal year ended June 30, 2008 as Comnpdo the
Fiscal Year Ended June 30, 2007

Our Engineering Services business unit's operaticgme before charges decreased by $0.7 milliom ffiscal
year 2007 to fiscal year 2008. The following sumizes significant changes for our fiscal year endiege 30, 2008
as compared to our fiscal year ended June 30, 2007:

Revenue decreases of $0.7 million, consisting efdflowing:

Decrease in revenue from the sale of our Destingluigoto the Seattle Space Museum in the amoun0& $
million during fiscal year 2007.

Decrease in revenue from our subcontract with ARBEShe PI&C contract of $0.4 million. This decredse
due to a reduction in our statement of work assediwith the contract as of June 6, 2008.

Cost of revenue decrease of $0.3 million, congistifthe following:

Decrease in cost of revenue from our subcontrath WRES on the PI&C contract of $0.3 million. This
decrease is due to a reduction in our statemenbdf associated with the contract.

SPACEHAB Flight Services

Operating loss for our Flight Services business wais ($2.6) million for fiscal year 2008, comparted($7.6)
million for fiscal year 2007. Operating loss for®@0included an asset impairment charge of $12.5omifor the
write down of our flight unit 2 module and otheigfit based assets due to our analysis of the rémgaspace
shuttle flights and NASA's potential need for oumodunle. Operating income for 2008 included general a
administrative expense of $1.7 million and deprtmmand amortization expense of $0.5 million ampared to
general and administrative expenses of $1.2 millind depreciation and amortization expense of #8l&n for
fiscal year 2007. Please see “Results of Operafionthe Years Ended June 30, 2008 and 2007 — Ofberm
consolidated discussion of general and adminisgakpense and depreciation and amortization egpens
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Flight Services Business Unit Results of Operatimnghe Fiscal Year Ended June 30, 2008 as Contp&wethe
Fiscal Year Ended June 30, 2007

The Flight Services business unit’'s operating inedrafore charges increased by $5.0 million fromafiyear 2007
to fiscal year 2008. The following summarizes digant changes for our fiscal year ended June 8082as
compared to our fiscal year ended June 30, 2007:

Revenue net decreases of $30.1 million, consistfrie following:

Decrease in revenue from STS-116, STS-121, and198Snissions in the amount of $30.5 million under t
CMC with Lockheed Martin that was completed in first quarter of fiscal year 2008. There are no enor
scheduled missions under our CMC contract with beed Martin.

Increase in revenue of approximately $0.4 million the manufacture of flight hardware for Lockheédrtin
and flight bags for Mitsubishi.

Cost of Revenue decreases of $31.2 million, cangistf the following:

Direct cost related to the STS-116, STS-121, an8-$I8 missions that were all completed in the fitgirter
of 2008 amounting to $16.1 million.

June 30, 2007 write down of flight assets in the@ant of $1.9 million.

Decrease in the amount of $10.7 million due totémmination of the ICC/VCC leases in August 2007.
Reduction of workforce commencing in January 208@reased cost approximately $2.5 million.

SPACETECH, Inc.
SPACETECH Business Unit Results of Operations i&rdF year ended June 30, 2008

Operating loss for fiscal year 2008 was ($0.6)imilifor this new business unit created during Hieldtquarter.
Being new there is no comparison to present veatmifiscal year 2007.

Revenue for this business unit was $0.1 milliomtesl to the manufacturing type work we are doingcfestomers.
This work includes the creation of a mock-up speaftcas well as the production of cargo transeegs(CTB).

Cost of revenue was $0.3 million consisting prirtyaof labor and material cost related to the maotufiled goods.
Other

Other operating loss was ($6.6) million for fisgalar 2008, compared to ($8.1) million for fiscary&@007. The
reduced loss for 2008 was comprised of primariliirag general and administration expenses andedggtion and
amortization expenses incurred at the corporatel.lihe $8.1 million operating loss for fiscal y&207 relates to
primarily selling, general and administrative exges and depreciation and amortization expenseshwihere

incurred at the corporate level and an impairméarge of $0.1 million attributable to our non-casfite-down of

our investment in Applied Astronautics Corporat{thAC”).

Consolidated selling, general and administrativee@ses, other than the asset impairment chargesufoshuttle-
based assets and our investment in Applied Astt@saCorporation, and research and development $&6e5
million in fiscal year 2008, compared to $10.8 il in 2007. The $0.3 million decrease for fiscahy 2007 to
2008 is principally due to:

Decrease of $0.8 million in legal expenses regylfiom us dropping our claims against NASA relatedhe
loss of our RDM (see Item 3 Legal Proceedings).

Decrease in audit fees of $0.3 million due to arel@®e in audit and tax for fiscal year 2008 as @etb to
fiscal year 2007.

Decrease in severance fees paid in the amount.8fiffillion as a result of the January 2007 reduciiforce.
Increase of $1.1 million related to stock and dashus compensation awarded and paid to an exeaifficer
and board members in July 2008 (see Note 29).

Interest Expensednterest expense totaled $1.5 million for fisgahr 2008, compared with $4.3 million for 2007.
The $2.8 million decrease for 2008 as compared@Y 2s related to:

Decrease in interest expense of $2.7 million dugh® conversion of $7.4 million of 8.0% convertible
subordinated notes due October 2007 and $46.Jlomitlf our 5.5% senior convertible notes due Oct@@di0
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into common and convertible preferred stock on Betd, 2007, and repayment of the remaining $2[Bomi
of 8.0% convertible subordinated notes on Octobe2007.

Decrease of $0.1 million resulting from the mortgagan on our Astrotech facility reaching maturity
January 2007 with the final payment being madeeaodinber 2006.

Income Tax Provision (Benefitjor fiscal year 2008 we recorded an income tgperge of $0.7 million. We
recorded income tax benefit for fiscal year 200tha amount of $0.07 million. As of June 30, 20@& had

approximately $13.25 million of available net opgerg loss carryforwards expiring between 2021 af@&to

offset future regular taxable income.

Inflation. The effects of inflation and changing prices haw material effect on our revenue or income from
continuing operations during the years ended JOn@®08 and 2007.

Market Risk

Our primary exposure to market risk relates torggerates. We do not currently use any interdst saaps or
derivative financial instruments to manage our expe to fluctuations in interest rates. A one parahange in
variable interest rates will not have a materigbact on our financial condition.

Off Balance Sheet Arrangements
We did not have any off-balance sheet arrangenasnté June 30, 2008.
ltem 7A. Quantitative and Qualitative Disclosuresabout Market Risk.

Our primary exposure to market risk relates torggerates. We do not currently use any interdst savaps or
derivative financial instruments to manage our expe to fluctuations in interest rates. A one perahange in
variable interest rates will not have a materigbact on our financial condition.
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Item 8. Financial Statements and Supplementary Dat
Report of Independent Registered Public Accountingrirm
The Board of Directors and Stockholders

SPACEHAB, Incorporated and Subsidiaries:

We have audited the accompanying consolidated balaheets of SPACEHAB, Incorporated and subsidigtie

“Company”) as of June 30, 2008 and 2007, and theed consolidated statements of operations, stidkrs’

equity (deficit) and cash flows for the years thended. These consolidated financial statementsttae
responsibility of the Company’s management. Oupaoasibility is to express an opinion on these ctdated

financial statements based on our audit.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighaigo
(United States). Those standards require that we a@hd perform the audits to obtain reasonablerasse about
whether the consolidated financial statements @e 6f material misstatement. The Company is ngtired to
have, nor were we engaged to perform an auditsahternal control over financial reporting. Ourdés included
consideration of internal control over financialpogting as a basis for designing audit proceduled are
appropriate in the circumstances, but not for tbeppse of expressing an opinion on the effectiverafsthe
Company'’s internal control over financial reportingccordingly, we express no such opinion. An awalgo
includes examining, on a test basis, evidence stipgahe amounts and disclosures in the consditifihancial
statements, assessing the accounting principled, @s®l significant estimates made by managementyefisas
evaluating the overall consolidated financial staat presentation. We believe that our audits piea reasonable
basis for our opinion.

In our opinion, the consolidated financial statetaeneferred to above present fairly, in all mater@spects, the
consolidated financial position of the Company &dume 30, 2008 and 2007, and the results of tperations and
their cash flows for the years then ended in canfigr with accounting principles generally acceptedhe United
States of America.

/s/IPMB HELIN DONOVAN LLP

Houston, Texas
September 26, 2008
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SPACEHAB, INCORPORATED AND SUBSIDIARIES

Consolidated Balance Sheets
(In thousands, except share data)

June 30,
Assets 2008 2007
Current asset
Cash and cash equivalents $ 2,640 $ 9,724
Accounts receivable, net 3,872 8,224
Inventory 482 695
Short term note receivable, net 175 95
Prepaid expenses and other current assets 464 906
Total current assets 7,633 19,644
Property and equipment
Flight assets 49,210 49,210
Capital improvements in progress 76 62
Payload processing facilities 42,600 42,588
Furniture, fixtures, equipment and leasehold imprognts 18,244 18,869
110,130 110,729
Less accumulated depreciation and amortization (69,131) (66,845)
Property and equipment, net 40,999 43,884
Restricted cash 8,386 6,282
Deferred financing costs, net 264 1,596
Long term note receivable, net 717 853
Other assets, net 212 216
Total assets $ 58,211 $ 72,475
Liabilities and Stockholders’ Equity (Deficit)
Current liabilities
Convertible subordinated notes payable — 8.0% $ - $ 10,306
Term note payable - current 267 -
Accounts payable 1,845 1,494
Accounts payable- Astrium 754 2,955
Income tax payable 463 -
Accrued interest 83 789
Accrued expenses 2,124 2,056
Accrued subcontracting services - 3,669
Deferred gains on sale of buildings 86 221
Customer deposit - 3,106
Deferred revenue, current portion 1,007 1,153
Total current liabilities 6,629 25,749
Accrued contract costs and other 40 39
Advances on construction contract 4,863 5,722
Deferred gains on sale of buildings 129 1,152
Deferred revenue, non-current 1,227 -
Term note payable - non current 3,526 -
Senior convertible subordinated notes payable %5.5 6,861 52,944
Total liabilities 23,275 85,606
Commitments and contingencies
Stockholders’ equity (deficit)
Preferred stock, no par value, convertible, autteati2,500,000 shares, issued and
outstanding 0 and 1,333,334 shares, (liquidatiefepence of $12,000) at June 3
2008 and 2007, respectively - 11,892
Common stock, no par value, 75,000,000 and 7,000s8@res authorized at June 3C
2008 and 2007 respectively
9,254,346 and 1,314,329 shares issued at Jun®@8,ahd 2007, respectively 183,306 84,122
Treasury stock, 11,650 shares at cost (117) (117)
Additional paid-in capital 691 544
Accumulated deficit (148,944) (109,572)
Total stockholders’ equity (deficit) 34,936 (13,131)
Total liabilities and stockholders’ equity (deficit $ 58,211 $ 72,475

See accompanying notes to consolidated finan@tdsients.
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SPACEHAB, INCORPORATED AND SUBSIDIARIES

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

Twelve Months Ended June 30,

2008 2007

Revenue 25544 $ 52,762
Costs of revenue 19,540 40,638
Impairment of flight asset - 10,391
Gross profit 6,004 1,733
Operating expenses

Selling, general and administrative 9,148 9,883

Research and development 1,375 801

Asset impairment charge 213 3,879
Total operating expenses 10,736 14,563
Loss from operations (4,732) (12,830)
Debt conversion expense (30,194)
Interest expense (1,596) (4,290)
Interest and other income, net 1,169 759
Loss before income taxes (35,353) (16,361)
Income tax (expense) benefit (675) 69
Net loss $ (36,028) $ (16,292)
Deemed dividend related to induced conversion efgpred shares  $ (3,344) $ -
Net loss applicable to common shares $ (39,372) $ (16,292)
Loss per common share
Loss per share — basic and diluted $ (4.26) $ (12.61)
Shares used in computing loss per share — basidikuteld 9,254,346 1,291,951

See accompanying notes to consolidated finanagsients.
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SPACEHAB, INCORPORATED AND SUBSIDIARIES

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

Total
Treasury Add'l. Stockholders’
Convertible Preferred Stoc Common Stock Stock Paid-In- Accumulated  Equity
Shares Amount Shares Amount Amount Capital Deficit (Deficit)
Balance at June 30, 2006 1,333,334 $ 11,892 1,297,626 $ 84,030 $ (117) $ 284 $ (93,280) % 2,809
Stock-based compensation - - - - - 260 - 260
Common Stock issued under
employee stock purchase p - - 16,703 92 - - - 92
Net loss - - - - - - (16,292) (16,292)
Balance at June 30, 2007 1,333,334 $ 11,892 1,314,329 $ 84,122 $ (117) $ 544 $ (109,572)$ (13,131)
Stock-based compensation - - - - - 147 - 147
Common Stock issued under
private placements:
October 2007 - - 150,150 168 - - - 168
June 2008 - - 1,329,787 625 - - - 625
Common stock issued in
exchange for outstanding
5.5% senior notes - - 9,723,221 70,865 - - - 70,865
Common stock issued in
exchange for outstanding
8.0% subordinated notes - - 1,348,064 12,290 - - - 12,290
Common stock issued in
exchange for preferred sto(1,333,334) $ (11,892) 1,088,827 $ 15,236 - - (3,344) -
Net loss (36,028) (36,028)
Balance at June 30, 2008 - - 14,954,378 $ 183,306 $ (117) $ 691 $ (148,944)$ 34,936

See accompanying notes to consolidated financsdsients.



SPACEHAB, INCORPORATED AND SUBSIDIARIES

Consolidated Statements of Cash Flows

(In thousands) Twelve Months Ended June 30,
2008 2007

Cash flows from operating activities
Net loss $ (36,028) $ (16,292)
Adjustments to reconcile net loss to net cash (irgggorovided
by operating activities:

Non-cash debt conversion expense 30,194 -
Increase in restricted cash (2,104) (6,282)
Stock-based compensation 800 260
Impairment of investment in AAC - 100
Depreciation and amortization 2,668 6,362
Amortization of deferred financing cost 78 -
Impairment of inventory 213 1,674
Loss on asset sales and write-offs 19 12,496
Recognition of deferred gain (1,158) (221)
Land transferred in lease termination transaction 345 -
Changes in assets and liabilities:
Decrease in accounts receivable 3,780 2,882
Increase in prepaid expenses and other currertsasse (339) (296)
Decrease in other assets 679 23
Increase (decrease) in deferred revenue 1,081 (168)
Decrease in accounts payable, income tax payatiejed
expenses and accounts payable-Astrium (1,165) (388)
Decrease in accrued subcontracting services arm oth (3,612) (2,893)
Increase (decrease) in advances for constructiotrami (848) 5,722
Increase (decrease) in customer deposits (3,106) 3,106
Decrease in long-term contracts costs and othiifitias (96) (57)
Net cash (used in) provided by operating activities (8,598) 6,028
Cash flows from investing activities
Purchases of property, equipment and leaseholdiveprents (158) (577)
Payment for legal claim settlement - (500)
Net cash (used in) provided by investing activities (158) (1,077)
Cash flows from financing activities
Proceeds from issuance of Common Stock 746 92
Payment of junior notes not participating in exaan (2,867) -
Proceeds from term loan payable 3,793 -
Repayment of mortgage loan - (1,636)
Net cash (used in) provided by financing activities 1,672 (1,544)
Net change in cash and cash equivalents (7,084) 3,407
Cash and cash equivalents at beginning of period 9,724 6,317
Cash and cash equivalents at end of period $ 2,640 $ 9,724

Supplemental disclosures of non-cash investingfimadicing activities (see Note 3).
See accompanying notes to consolidated financ@gsients.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1)

Description of the Company and Operating Envirament

SPACEHAB is a developer and operator of spacetfligindware assets, a provider of manned and unrdanne
payload processing services, and an entreprencfarieé in space commerce providing access to, and
utilization of the unique environment of space.

Historically, a substantial portion of our reverhas been generated under contracts with NASA, wiviete
subject to periodic funding allocations by the agerNASA'’s funding is dependent on receiving annual
appropriations from the U.S. Government. During ylears ended June 30, 2008 and 2007 approximately
84% and 80% of our revenues were generated und&erGhvernment contracts, respectively.

Our Astrotech subsidiary provides commercial spafetaunch processing services and payload prowgss
facilities in the U.S. These services are offerédthe Astrotech facilities in Titusville, Floridand
Vandenberg Air Force Base in California. AdditidgalAstrotech supplies payload processing and ifaes|
maintenance support services to Sea Launch Comp&®yfor its Sea Launch program at the Home Port
facilities in Long Beach, California. Our faciliseand services are provided on a fixed price perda basis.

Our Astrotech Engineering Services subsidiary masagrojects in need of comprehensive engineering
solutions, and provides unique capabilities suchpezialty engineering, hardware design and dewsbop,

and configuration and data management. Astrotedingaring Services also designs and fabricatesespac
flight hardware. We continuously review and seel heisiness opportunities with NASA, the Department
Defense, and other governmental agencies, eitheugh current contract expansion or teaming witeot
aerospace companies on new contract bid initiatives

SPACEHAB Flight Services offered a range of engiimgg research, logistics, integration, operatican
ground support services supporting our space shuitidule and pallet assets. At this time, therenarmore
scheduled missions to be performed under this basisegment as the shuttle space transportatitensys
nears retirement. During the fiscal year 2008,Gbenpany completed space shuttle mission STS-14 &st
contracted module mission, and recognized resi8&8 activity from previous missions. We continue to
retain our space shuttle module assets availableifiore opportunities.

Leveraging our heritage of supporting 23 spacetkhatissions with the development and provisiofilight
qualified hardware assets, and our experience thihintegration of complex science payloads enafles
entrance into the field of microgravity processimfghigh value bioscience products for the benefithe
general public.

We believe that NASA’s current major programs, ugthg the Space Shuttle Program (through at least
2010) and the International Space Station Progralincentinue to be funded and supported by the U.S.
Government. While delays have occurred, we belithat it is highly unlikely that any decision to
discontinue these programs would be made duringnétxé twelve months. However, we are subject tksris
and uncertainties.

BioSpace Technology involves the commercial utilaa of the ISS, and other microgravity platfornos f
the development of ‘biospace’ products to improNe bn Earth. Specifically, BioSpace Technologiss i
processing experiments for vaccines and proteihg&chawill be cultured in a microgravity setting space
shuttle missions to the ISS, and later tested athEBarly experiments have already proven to skimgular
results unlike those acquired from earth-originateads.

SPACETECH develops commercial products, whichagispace-based technologies to translate aerospace
ingenuity into real-world applications. The 1st 8&tmini-mass spectrometer and the AirWard hazardou
cargo containers both trace their origins to spmased technology and are now positioned and readsntry

into the commercial marketplace.

Liquidity
The Company has incurred net losses in the yeatsdedune 30, 2008 and 2007. Historically, the Campa
has financed its capital expenditures, research demalopment and working capital requirements with

progress payments under its various contracts gdsaw with proceeds received from both public pridate
debt and equity offerings and borrowings under itfadilities.
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As of June 30, 2008, we had cash and restrictedt@ashand of $11.0 million and our working capites
approximately $1.0 million. Restricted cash, whicmsists of advance payments on a government cbmhdra
modify certain spacecraft processing facilities agstricted deposit relating to bank covenantsl¢ot $8.4
million at June 30, 2008. We carry a liability of.8 million for obligations under this constructioantract.
For fiscal year 2008 we used $8.6 million of caslbur operating activities.

In February 2008 (see Note 5), we consummatedaading facility with a commercial bank. This fatyili
provides for a three year $4.0 million term loaayable in monthly installments of principal in tamount of
$22,222 plus interest and a $2.0 million revolvangdit facility. The term loan is secured by theeds of our
Astrotech subsidiary and the one-year revolvinglitriacility is secured by Astrotech’s accountseieable.
As of June 30, 2008, we have no outstanding balander the revolving credit facility.

We believe we have sufficient liquidity and backlmgfund ongoing operations for at least the nésdafl
year and expect to utilize existing cash and prdsdeom operations to support strategies for nesirtmss
initiatives.

Summary of Significant Accounting Policies

Principles of Consolidation and Basis of Presentati

The consolidated financial statements include tbeoants of SPACEHAB, Incorporated and its wholly-
owned and majority-owned subsidiaries: AstroteclacepOperations, Astrotech Engineering Services, and
Space Media. The Company owns approximately 99%pzce Media, Inc. All significant intercompany
transactions have been eliminated in consolidation.

Reclassification
Certain prior year amounts have been reclassifieshform to the current year presentation.
Cash and Cash Equivalents

The Company considers short-term investments wiifiiral maturities of three months or less to bshca
equivalents. Cash equivalents are primarily madefuponey market investments and overnight repiseha
agreements recorded at cost, which approximateahagtue.

Concentration of Credit Risk

We maintain our cash primarily with major U.S. datie banks and other financial institutions. Theoants
held in banks periodically exceed the insured liohi$100,000 and exceeded that balance as of 2088
and June 30, 2007 by $6.3 million and $15.9 milli@spectively. The terms of these deposits argeomand
to minimize risk. In addition, on June 30, 2008hetd an investment account of $5.0 million withreahcial
institution other than a bank. These funds aresteein money market funds. We have not incurredds
related to these deposits.

Accounts Receivable

The carrying value of the Company’s receivable,afdhe allowance for doubtful accounts, represémes

estimated net realizable value. We estimate tlmvalhce for doubtful accounts based on type of costp
age of outstanding receivable, historical collettteends, and existing economic conditions. Accsware
considered past due after 90 days from invoice. d&tevents or changes in circumstances indicas ¢h
specific receivable balance may be unrealizablghéu consideration is given to the collectibility those
balances, and the allowance is adjusted accordiRggeivable balances deemed uncollectible aréanrdff

against the allowance.

Restricted Cash

Restricted cash represents cash that is not readdifable for general purpose cash needs. As oé 30,
2008 and 2007 there was $8.4 million and $6.3 omi|lirespectively classified as restricted cashthif
amount $7.8 million and $6.3 million as of June 3008 and 2007, respectively is designated forinse
constructing a long live asset and is thereforesifiéd as a non-current asset. We have recordiatibty of
$4.9 million and $5.7 million as of June 30, 2008d a2007, respectively for obligations under this
construction contract. A total of $0.6 million itsa restricted as to obligations under our $4.Qionilterm
loan.
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Inventories

We state inventories at the lower of cost or madsetietermined by the first-in-first-out (FIFO) imed. Our
inventory consist of aerospace grade materialsiquely intended for use in constructing space-fligbsets.

Investments

We account for investments in accordance with 8Statg#s of Financial Accounting Standards No. 115,
“Accounting for Certain Investments in Debt and Eg$ecurities.”

Available-for-sale securities are recorded at failue on the balance sheet with the change invidine
during the period excluded from earnings and rezt@s a component of other comprehensive income.

For the years ended June 30, 2008 and 2007, inteoesne was $0.4 million and $0.5 million, respesly.
Interest income is recorded as a component of aticeme.

Property and Equipment

Property and equipment are stated at cost. Allitiurg, fixtures, and equipment are depreciated gusiie
straight-line method over the estimated usefuldigéthe respective assets, which is generallyyaars. Our
payload processing facilities are depreciated utfiegstraight-line method over their estimated uiskfes
ranging from sixteen to forty years.

We have estimated the useful lives of our spaagghffliassets, which is a component of property and
equipment, through August 31, 2007, based on cuanailable information published by NASA.

Leasehold improvements are amortized over the shoftthe useful life of the building or the terrhtbe
lease. Repairs and maintenance are expensed whereid.

From time to time, we purchase equipment or enhancdacilities to meet specific customer requiratse
These enhancements or equipment purchases are msage through our contract with the customer. The
difference between the amount reimbursed and teeafdhe enhancements is recognized as revenue.

Depreciation and amortization expense of propenty @quipment and patent costs for the years endes J
30, 2008 and 2007 was $2.7 million and $6.4 milli@spectively.

Deferred Financing Costs

Deferred financing costs represent loan originatems paid to the lender and related professi@ed.fThese
costs are amortized on a straight-line basis dvertérm of the respective loan agreements. Amdidiza
expense for the years ended June 30, 2008 andv8@7$0.1 million and $0.5 million, respectively.

Investments in Affiliates

We use the equity method of accounting for our $tweents in, and earnings of, investees in whiclexest
significant influence. In accordance with the eguitethod of accounting, the carrying amount of sanh
investment is initially recorded at cost and isr@ased to reflect our share of the investor’s ine@nd is
reduced to reflect the Company's share of the toveslosses. Investments in which the Companylbss
than 20% ownership and no significant influenceaareounted for under the cost method.

Impairment of Long-Lived Assets

We account for long-lived assets in accordance thi¢ghprovisions of the Statement of Financial Actttng
Standards (“SFAS”) No. 144, “Accounting for the lamment or Disposal of Long-Lived Assets.” This
Statement requires long-lived assets and certaimtifiable intangibles be reviewed for impairmeritemever
events or changes in circumstances indicate tlatc#nrying amount of an asset may not be recowerabl
Recoverability of assets to be held and used issored by a comparison of the carrying amount chsset

to future net cash flows expected to be generagdtidasset. If such assets are considered to fedriedl, the
impairment to be recognized is measured by the atrimyiwhich the carrying amount of the assets edsee
the fair value of the assets (see Note 19). Adsebe disposed of are reported at the lower ofctireying
amount or fair value less costs to sell.

42



Fair Value of Financial Instruments

Our financial instruments consist of accounts naiglie, accounts payable and notes payable liaslifThe
fair values of these assets and liabilities, in dp&ion of Company’s management, reflect theipessive
carrying amounts.

Share Based Compensation

The Company accounts for share-based awards togegd based on the fair value of the award onriduet g
date. The fair value of the stock options is estidaising expected dividend yields of the Compastosk,
the expected volatility of the stock, the expedgstyth of time the options remain outstanding dekl-free
interest rates. Changes in one or more of thederfamay significantly affect the estimated faifugof the
stock options. Additionally, the Company estimates number of instruments for which the requiredrise
is expected to be rendered. The Company estimatésitéires using historical forfeiture rates foepious
grants of equity instruments. The fair value of edgahat are expected to vest is recorded as ansgmpver
the vesting period.

Revenue Recognition

SPACEHAB recognizes revenue employing several gdiyeaccepted revenue recognition methodologies
across its business segments. The methodology isskedsed on contract type and the manner in which
products and services are provided. Revenue gedeuaider existing Flight Services contracts, arrdafb
other contract awards for which the capabilitydocessfully complete the contract can be reasorasyred
and costs at completion can be reliably estimatédcantract inception, is recognized under the
percentage-of-completion method based on costsredtwver the period of the contract. Revenue piexVi

by Engineering Services is primarily derived frorastplus award fee contracts, whereby revenue is
recognized to the extent of reimbursable costsriecduplus award fee. Award fees, which provide iegs
based on our contract performance as determinddASA evaluations, are recorded when the amounts are
probable and can be reasonably estimated. Changestiinated costs to complete and provisions fatraot
losses and estimated amounts recognized as awesdafe recognized in the period they become known.
Revenue generated by Astrotech’s payload processtngices is recognized ratably over the occupancy
period of the satellite while in the Astrotech fiiss. For the multi-year contract with Lockheedaiin,
revenue is billed and recognized on a quarterlysbas

Deferred Revenue

Deferred revenue represents amounts collected ¢ustomers for projects, products, or services eegein
be provided at a future date. Deferred revenuéasva on the balance sheet as either a short-terongr
term liability, depending on when the service avdurct is expected to be provided.

Research and Development
Research and development costs are expensed agdhcu
Income Taxes

We recognize income taxes under the asset anditflabiethod. Deferred tax assets and liabilitieg ar
recognized for the future tax consequences ataidetto differences between the financial statement
carrying amounts of existing assets and liabiljteasd their respective tax bases and operatingdondstax
credit carryforward. Deferred tax assets and litdedl are measured using enacted tax rates expectguply

to taxable income in the years in which those tenapodifferences are expected to be recovered tdede
The effect on deferred tax assets and liabilitiea ohange in tax rates is recognized in incomeaénperiod
that includes the enactment date. A valuation alloee is established when it is more likely than that
some portion or all of the deferred tax assetswatlbe realized.

Net Income (Loss) Per Share

Basic net income (loss) per share is calculatedivaging net income (loss) by the weighted averagmber

of common shares outstanding during the periodut®d net income (loss) per share includes all Commo
Stock options and other Common Stock equivalerds pibtentially may be issued as a result of corwers
privileges, including the convertible subordinatestes payable and convertible preferred stock (éeie
11). In November 2007, we affected a 1 for 10 re®estock split, reducing our issued and outstanding
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common stock to 13.6 million shares. All share anmisthave been stated to reflect this split fopalliods
presented (see Note 16).

Accounting Estimates

The preparation of consolidated financial statement conformity with accounting principles geneyall
accepted in the U.S. requires management to matkmatss and assumptions that affect the reported
amounts of assets and liabilities, and disclosureamtingent assets and liabilities at the datethsf
consolidated financial statements and the repoatedunts of revenue and expenses during the regortin
periods. Actual results could differ from thesdmates.

Recent Accounting Pronouncements

Staff Accounting Bulletin (“SAB”) 108, “Consideringhe Effects of Prior-Year Misstatements when
Quantifying Misstatements in Current Year FinanclBiatements” — The Securities and Exchange
Commission released SAB 108 to provide interpretivédance on how the effects of the carry-over or
reversal of prior year misstatements should beidernsd in quantifying a current year misstatema&here
have been two approaches commonly used to quastifph errors. Under one approach, the error is
quantified as the amount by which the current yieaome statement is misstated. The other approach
guantifies the error as the cumulative amount biclwkhe current year balance sheet is misstated.SHC
staff believes that companies should quantify ernasing both a balance sheet and an income statemen
approach and evaluate whether either approachtsdautjuantifying a misstatement that, when akvaht
guantitative and qualitative factors are considetiedmaterial. We do not expect the applicationtta$
interpretation to have a material impact on ouafficial position or results of operations.

In September 2006 the Financial Accounting Starsl&uard issued FASB Statement No. 157, Fair Value
Measurements. Statement No. 157 establishes a condefinition for fair value to be applied to U.S.
generally accepted accounting principles requitsg of fair value, establishes a framework for meag

fair value, and expands disclosure about suchvidine measurements. Statement No. 157 is effefbive
fiscal years beginning after November 15, 2007. @tleption of this statement is not expected to have
material impact on the Company’s consolidated fom@rposition and results of operations.

Statements of Cash Flows — Supplemental Inforntian

(a) Cash paid for interest costs was approxim&elg million and $3.8 million for the years endenhd 30,
2008 and 2007, respectively.

(b) The Company paid $0.2 million in income taxes the year ended June 30, 2008 and no taxes dor th
year ended June 30, 2007.

(c) In October 2007, the Company closed the Exchaddffer (Note 16), whereby the Company exchanged
550,000 shares of common stock and 8,927 shar&erés C Convertible Preferred Stock, on a pre-
reverse split basis, for approximately $7.4 millafrdunior Notes. Additionally, the Company excheag
approximately 30.7 million shares of common stocll 46,083 shares of Series C Convertible Preferred
Stock, on a pre-reverse split basis, for approxeme®46.1 million of Senior Notes.

(d) In August 2007, in connection with the Restanicty and Exchange Agreement (Note 8), the Company
issued 1,333,334 shares of common stock and 65#@s of Series C Convertible Preferred Stock in
exchange for 1,333,334 shares of Series B Conlefiteferred Stock, on a pre-reverse split badiss T
transaction resulted in a non-cash deemed dividé88.3 million.
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(4)  Accounts Receivable

At June 30, 2008 and 2007, accounts receivablestedsof the following (in thousands):

2008 2007
U.S. Government contracts:
Billed $ 757 $ 5,272
Unbilled:
Revenues in excess of milestone

and time-based billings 247 1,072
Total U.S. Government contracts 1,004 6,344
Commercial contracts:
Billed 2,036 1,154
Unbilled 599 726
Allowances (25) -
Total commercial contracts 2,610 1,880
Other receivables 258 -
Total accounts receivable $ 3872 $ 8,224

Other receivables include $210,000 from Space doand $47,000 for subscribed common stock related
the Private Placement described further in Notewtiich was received in July 2008. See Note 28 diggr
commercial receivables of $1.4 million due from AREorporation.

The Company anticipates collecting all unresenestivables within one year.

The accuracy and appropriateness of our directiraicect costs and expenses under government cbsitra
and therefore, our accounts receivable recordesbiput to such contracts, are subject to extensiyalation
and audit by the U.S. Defense Contract Audit Agemcyby other appropriate agencies of the U.S.
Government. Such agencies have the right to chgdleur cost estimates or allocations with respeetny
government contract. Additionally, a substantiattiom of the payments to the Company under govermme
contracts are provisional payments that are subgeootential adjustment upon audit by such agendiethe
opinion of management, any adjustments likely ®ultefrom inquiries or audits of its contracts waulot
have a material adverse impact on our financiadlitimm or results of operations.

(5) Long-term Debt
Revolving Loan Payable

On February 11, 2005 we entered into a revolving-pear credit facility with a bank providing fordins up
to $5.0 million secured by the Company’s accouateivable. In February 2006 the revolving crediility
was renewed and the term extended until Februardd7 with substantially the same terms as thgirai
agreement. Funds available under the revolvingitcifadility were limited to 80% of eligible accoumt
receivable, and we were subject to various findrani@ other covenants including a minimum tangifde
worth covenant, a cash flow coverage covenant,aaedcured debt coverage covenant. This credittfacil
expired on February 11, 2007 and we elected nigriew.

On February 6, 2008, we entered into a financirglifia with a bank providing a $4.0 million termda
terminating February 2011 and a $2.0 million reirgvcredit facility terminating in February 200%hd& term
loan requires monthly payments of principal totgl$22,222, plus interest at the rate of prime glr5%
and the revolving credit facility incurs interedtthe rate of prime plus 1.75%. Funds availableeurttie
revolving credit facility are limited to 80% of glble accounts receivable. The bank financing itéed are
secured by the assets of our Astrotech Space GmesdElorida facilities and other covenants inchglia
minimum tangible net worth covenant, a cash flowerage covenant, a debt service coverage ratioaand
ratio of total liabilities to tangible net worth wenant. The balance of the $4.0 million term loadume 30,
2008 was $3.8 million. No amounts have been drawthe $2.0 million revolving credit facility.
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Mortgage Loan Payable

On August 30, 2001 our Astrotech subsidiary congglet $20.0 million financing of its spacecraft mesing
facility expansion project in Titusville, Floridaith a financial institution. The proceeds of thieahcing
were used to complete the construction of the ifgcihnd supporting infrastructure. The loan was
collateralized primarily by the multi-year payloptbcessing contracts with Boeing and Lockheed Maatid

by the building.

The loan agreement was amended on January 29, 2B@4eby the maturity date was shortened to January
2007, the interest rate was fixed at 5.5%, andh#uge requirement was eliminated. For the fiscaf gaded
June 30, 2007, the remaining $1.6 million of prratiwas repaid.

Convertible Subordinated Notes Payable

In October 1997, we completed a private placeméfaring for $63.3 million of aggregate principal of
unsecured 8.0% Convertible Subordinated Notes duteb@r 2007. Interest is payable semi-annually. The
notes are convertible into the Common Stock ofGloenpany at a rate of $13.625 per share. This offeri
provided us with net proceeds of approximately $5illion that were used for capital expenditures
associated with the development and constructiospafce related assets and for other general coepora
purposes.

On November 22, 2005 we exchanged $52,944,000 @%b 8Convertible Subordinated Notes for a like
amount of 5.5% Senior Convertible Notes due 201D amvertible into shares of the Company’s Common
Stock at a per share price of $1.50, which inclademandatory conversion feature once the stock price
reaches $1.95 per share for twenty consecutive. ddyes5.5% Senior Convertible Notes will accrueiast
from the issue date at a rate of 5.5% per yearwillgpay interest on the exchange notes semi-aiyoal
each April 15 and October 15.

As a result of converting these notes in Novemi¥)52 we wrote-off $0.6 million of debt placemenede
associated with the original issuance of these snotéie Subordinated Convertible Notes that were not
converted into Senior Convertible Notes in the exge continued to accrue interest at 8.0% annyasigl
semiannually, and matured in October 2007.

On October 5, 2007, we announced the successfsingof our offer to exchange (the “Exchange Oifer”
any and all of our outstanding 8.0% Convertible @dimated Notes due 2007 (the “Junior Notes”) amg a
and all of our outstanding 5.5% Senior Convertitges due 2010 (the “Senior Notes”). As a resulthef
closing of the Exchange Offer, for the approximat®F.4 million in principal amount of Junior Notes
tendered, the holders received approximately 580d@res of common stock and 8,927 shares of Seéries
Convertible Preferred Stock on a pre-reverse diis. Following the closing of the Exchange Offer,
approximately $2.9 million of Junior Notes remainedtstanding pursuant to the original terms of the
indenture governing the Junior Notes. On October 2W7 we redeemed the outstanding Junior Notes,
including accrued interest, for cash. In additifor, the approximately $46.1 million in principal amt of
outstanding Senior Notes tendered, the holdersvext@pproximately 30.7 million shares of commanckt
and 46,083 shares of Series C Convertible Pref&3teck on a pre-reverse split basis. Followingdlosing

of the Exchange Offer, approximately $6.9 millioh $enior Notes remained outstanding pursuant to an
indenture governing the Senior Notes that was aeikrough the elimination of substantially alltbé
indenture's restrictive covenants.

As a consequence of the Exchange Transaction, eagmezed non-cash debt conversion expense of $30.2
million in the nine months ended March 31, 200&] we increased our common stock by $98.4 million.

In November 2007 we converted the 61,550 shar&edés C convertible preferred stock into 89.9ionill
shares of common stock on a pre-reverse split lsaglsaffected a 1 for 10 reverse stock split, redpuour
issued and outstanding common stock to 13.6 mikibares. All share amounts have been stated &ctefl
this split for all periods presented.

46



(6)

(7)

The Company’s debt repayments are due as follawth¢iusands):

Balance
6/30/2008 FY09 FY10 Fyi1l FY12 FY13
Term Note $ 3793 $ 267 $ 267 $ 3,259 % - % -
Senior Convertible Notes
Payable — 5.5% 6,861 - - 6,861 - -
$ 10,654 $ 267 $ 267 $ 10,120 $ - $ -

Fair Value of Financial Instruments

In general, fair values utilize quoted prices (yanatkd) in active markets for identical assetsiabilities.
The following table presents the carrying amountd astimated fair values of certain of the Company’
financial instruments as of June 30, 2008 and 280&ccordance with SFAS No. 107, “Disclosures about
Fair Value of Financial Instruments” (in thousands)

June 30, 2008 June 30, 2007
Carrying Fair Carrying Fair
Amount Value Amount Value
Term Loan Payable $ 3,793 $ 3,793 $ - 8 -
Senior Convertible Notes Payable — 5.5% $ 6,861 8,775 $ 52,944 $ 50,694
Junior Convertible Notes Payable — 8.0% $ - - 490306 $ 5,501

The fair value of our long-term debt is based ontgd market prices, or is estimated based on thermu
rates offered to us for debt of similar remainingtunities and other terms. The carrying amountsash and
cash equivalents, investments, accounts receivabt®unts payable, and accrued expenses approxinedte
fair market value because of the relatively sharatlon of these instruments.

Business Concentration — NASA Contracts

Historically, a substantial portion of our reverhas been generated under contracts with NASA, wiviete
subject to period funding allocations by the agendpASA’s funding is dependent on receiving annual
appropriations from the U.S. Government. During years ended June 30, 2008 and 2007, approximately
84% and 80% of our revenues were generated under Government contracts, respectively. Of the
accounts receivable balance as of June 30, 2088ntp$3.8 million, 56% of the balance is attritdite two
customers.

Cargo Mission Contract

In February 2004 and under NASA’s new consolidd&s contracts structure, we began providing sesvice
to NASA (similar to the services provided under Besearch and Logistics Mission Support contraatieu
subcontract to NASA's Cargo Mission Contract caritrg Lockheed Martin. Flight Services is currently
under contract with Lockheed Martin for unpressedizpallet and pressurized module services suportin
STS-118 (module and ICC).

Cargo Shipment Coordination Contract

Flight Services is providing cargo shipment cooation services to NASA for all U.S. cargo shippedhe
ISS via the RussiaRrogressspace vehicle. These services are provided uratdract to Lockheed Martin,
the Cargo Mission Contract contractor to NASA.

Program Integration and Control

In January 2004, we continued providing ISS Configion Management support to NASA as a major
subcontractor on the PI&C contract. ARES Corporatothe prime contractor for PI&C. The contracs laa
base period of performance of four years and nioaths, plus two one-year options. This contract was
terminated as of June 6, 2008, by ARES Corporatf@prime contractor.
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Astrotech’s NASA Contracts

During fiscal year 2004 Astrotech started direcacgeraft processing support for NASA. Currently,
Astrotech has three IDIQ contracts with NASA. Osesalued at $4.9 million that has three authorizesk
orders. The second is valued at $9.9 million ttzet two authorized task orders. The third is valae$i35.0
million and was awarded in June 2007.

Convertible Preferred Stock

On August 2, 1999 Astrium (formerly EADS), a rethfgarty and shareholder, purchased an additiorfaD$1
million equity interest in SPACEHAB representin@33,334 shares of Series B Senior Convertible Riezfe
Stock. Under the agreement, Astrium purchasedf SPFACEHAB’s 975,000 authorized and unissued shares
of preferred stock. On October 14, 1999, the sladens approved the proposal to increase the nuwiber
authorized shares of preferred stock to 2,500,000¢der to complete the transaction with Astriultoaing
them to purchase the additional 358,334 preferhates. The Series B Senior Convertible Preferredkds:
convertible at the holders’ option on the basioné share of Preferred Stock for one share of Cammo
Stock, entitled to vote on an “as converted” b#sésequivalent number of shares of Common Stoak hars
preference in liquidation, dissolution, or winding of $9.00 per preferred share. No dividends asabple

on the convertible preferred shares (see Note 16).

As a result of the closing of the Restructuring &athange Agreement, effective as of August 31,7200
among the Company and certain holders of Junioe®Naind Senior Notes, and the Series B Convertible
Preferred Stock, the Company issued to Astrium Grif#33,334 shares of common stock and 6,540 shares
of Series C Convertible Preferred Stock in exchafageAstrium's existing 1,333,334 shares of Seies
Convertible Preferred Stock on a pre-reverse $al#tis. This transaction resulted in a deemed did®

$3.3 million, which reflected the excess fair valofethe common and Series C Preferred Stock ower th
Series B Preferred Stock.

Also as a result of the closing of the ExchangeeOftee Note 16), the approximately $7.4 million in
principal amount of Junior Notes tendered, the éxddeceived approximately 550,000 shares of common
stock and 8,927 shares of Series C ConvertibleeResf Stock on a pre-reverse split basis. In aniditihe
approximately $46.1 million in principal amount afitstanding Senior Notes tendered, the holdersvexte
approximately 30.7 million shares of common stooki 6,083 shares of Series C Convertible Preferred
Stock on a pre-reverse split basis.

In November 2007, we converted the 61,550 shar&edés C convertible preferred stock into 89.9iomil
shares of common stock on a pre-reverse split laasisaffected a 1 for 10 reverse stock split, redpour
issued and outstanding common stock to 13.6 mikibares. All share amounts have been stated tctefl
this split for all periods presented.

Common Stock Incentive and Stock Purchase Plans

As of June 30, 2008, 5,510,869 shares of CommockStere reserved for future grants of stock incemnti
grants under the Company's three stock incentiaespl

The 1994 Plan

Under the terms of the 1994 Plan, the number aicé pf the stock incentive awards granted to enggyis
determined by the Board of Directors and such graest, in most cases, incrementally over a pesfddur
years and expire no more than ten years afterdbe af grant. The total number of shares that asdable
under this plan is 395,000. As of June 30, 2008:thee 140,369 available for grant.

The Directors’ Stock Option Plan

Each new non-employee director receives a one-tjnamt of an option to purchase 10,000 shares of
Common Stock at an exercise price equal to thenfiaitket value on the date of grant. In additiofeative

as of the date of each annual meeting of the Coypatockholders, each non-employee director who is
elected or continues as a member of the Board icitirs of the Company shall be awarded an option t
purchase 5,000 shares of Common Stock. OptionsruhdeDirector’s Plan vest after one year and expir
seven years from the date of grant. The total nurobeptions that are available under this plaBGs000.
Through June 30, 2008 there are 20,500 availablgrémt.
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1997 Employee Stock Purchase Plan

We adopted an employee stock purchase plan thatitsezligible employees to purchase shares of Cammo
Stock of the Company at prices no less than 85%e€urrent market price. Eligible employees magElo
participate in the plan by authorizing payroll detions from 1% to 10% of gross compensation forheac
payroll period. On the last day of each quartechgzarticipant’s contribution account is used tocpase the
maximum number of whole and fractional shares afh®mn Stock determined by dividing the contribution
account’s balance by the lesser of 85% of the riceshare of Common Stock on the first day ofgharter

or the last day of a quarter. The number of shaf€&&ommon Stock that may be purchased under theipla
150,000. Through June 30, 2008 employees have asedh148,265 shares under the plan. The shares
purchased under this plan are considered compendati accounting and reporting purposes (see SRAS
123R below). During the fourth quarter of fiscalaye2007, we discontinued the purchasing of Common
Stock by the employees from this plan.

Space Media, Inc. Stock Option Plan (“SMI Plan”)

During the year ended June 30, 2000, Space Medé, & majority-owned subsidiary of the Company,
adopted an option plan for employees, officersalors and consultants of SMI. Under the term$iefSMI
Plan, 1,500,000 shares have been reserved forefgnants for which the number and price of the aosti
granted is determined by the Board of Directors. figzal years ended June 30, 2007 and June 3@, 200
there were no options issued or outstanding urideiptan. The operations of SMI have been discoetin

2008 Stock Incentive Plan (2008 Plan”)

On March 27, 2008 the stockholders of the Compampyaved the 2008 Stock Incentive Plan. The purpbse
the 2008 Plan is to foster and promote the longrténancial success of the Company, and to increase
shareholder value by attracting, motivating, anthining key employees, consultants, and directoid a
providing such participants in the 2008 Plan witlpragram for obtaining an ownership interest in the
Company that links and aligns their personal irgesravith the Company’s stockholders. The 2008 Plan
authorizes grants of stock compensation, restristedk, stock options, performance units, and ogugiity
based performance awards. The total number of shhet are available under the 2008 Plan is 5,B800,0
150,000 shares of restricted stock were issueditside directors in March of 2008 at a value of6$0per
share resulting in total stock compensation expeafis99,000, of which $6,188 was recognized in 2008
These shares vest over a two-year period beginmnganuary 2009. As of June 30, 2008, there were
5,350,000 shares available for future grant.

49



Stock Option Activity Summary

The following table summarizes stock options urtderCompany’s stock incentive plans:

2008 Plan 1994 Plan Directors’ Plan
Weighted Weighted Weighted
Average Average Average
Shares Exercise Shares Exercise Shares Exercise
Outstanding Price Outstanding Price Outstanding Price
Outstanding at June 30, 2005 - % - 155,024 $ 38.90 265,000 $ 32.00
Granted - - 21,200 14.30 30,000 7.70
Exercised - - (2,700) 8.70 - -
Forfeited - (41,304) 52.80 (50,000) 70.00
Outstanding at June 30, 2006 - 3 - 133,220 $ 31.10 245,000 $ 21.40
Granted - - 31,000 11.50 30,000 7.20
Exercised - - - - - -
Forfeited - - (83,527) 24.80 (5,000) (9.90)
Outstanding at June 30, 2007 $ 80,694 $ 28.10 27,000 $ 20.00
Granted - - - 1,000
Exercised - - - -
Forfeited - - (19,794) (3,500)
Outstanding at June 30, 2008 - - 60,900 $ 30.49 24,500 $ 16.50
Options exercisable at:
June 30, 2006 - - 86,070 39.50 21,500 23.30
June 30, 2007 - - 51,694 35.90 24,000 21.60
June 30, 2008 - - 49,800 34.21 23,500 17.01
Weighted-average fair value
(pursuant to FAS 123) at date of
grant of options issued during the
fiscal year ended
June 30, 2006 - - 21,200 13.90 3,000 7.00
June 30, 2007 - - 31,000 5.40 3,000 9.80
June 30, 2008 - - - - 1,000 4.40
Options outstanding Options exercisable
Weighted-
Average  Weighted- Weighted-
Remaining Average Average
Number Contractual Exercise Number Exercise
Range of exercise prices Outstanding Life (years) Price Exercisable Price
$ 4.400 - 11.500 30,500 5.06 9.278 22,600 $ 8.815
14300 - 26.000 23,200 4.92 20.163 19,000 20.373
34380 - 48.750 11,700 2.01 41.471 11,700 41.471
51.250 - 51.250 20,000 1.00 51.250 20,000 51.250
$ 4400 - 51.250 85,400 3.65 $ 26.475 73,300 $ 28.696
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A summary of our stock option activity as of Jun@ 2008, and changes during fiscal year 2008 are
presented in the following table:

Weighted-
Weighted- Average
Average Remaining Aggregate

Shares Under Exercise Contractual Intrinsic

Fixed Options Price Term Value
Outstanding at June 30, 2007 107,694 $ 26.06 4.94 $ -
Granted 1,000 4.40 $ -
Exercised - - $ -
Forfeited/Expired (23,294) 23.70 $ -
Outstanding at June 30, 2008 85,400 26.48 3.65 $ -
Exercisable 73,300 28.70 3.02 $ -
Vested at June 30, 2008 73,300 28.70 3.02 $ -

The weighted-average grant-date fair value of mstigranted during fiscal year 2008 was $4.40 paresh
The intrinsic value for stock options is definedths difference between the current market value the
grant price.

Compensation costs recognized related to vestatt stotion awards during the year ended June 303 200
and 2007 was $0.1 million and $0.3 million, respety. At June 30, 2008, there was $0.3 milliontatal
unrecognized compensation cost related to non-desteck option awards, which is expected to be
recognized over a weighted-average period of 3y There were no options that were exerciseidglur
the year ended June 30, 2008.

Other Stock Based Incentive Awards

Special performance shares — We issued 62,200rp&fce shares on December 21, 2007 that vest on
January 15, 2009, subject to certain events or upesignation by the Compensation Committee.
Termination of employment, except for resignation cause was not an event of forfeiture. The
employees receiving special performance shares swdrsequently terminated by the Company and the
risk of subsequent forfeiture was not material. €&muently, we expensed the entire fair value of the
grant $127,510 in fiscal year 2008 valuing the geniance shares at the close of business on theoflate
grant. Subsequently, 9,750 shares have been faifaitd the stock price has decreased from $2.05 to
$0.57 and our expense has been reduced to a t&2a9(B897 in fiscal year 2008.

2007 performance shares — We issued 239,900 pexfmenshares on December 21, 2007 that vest on
February 15, 2011 subject to certain events or ugesignation by the Compensation Committee.
Termination of employment for any cause is an ewdrforfeiture. We valued the 2007 performance
shares granted at the close of business on theadaggant, and recognize expense and accrue an
incentive compensation liability, pro rata over tresting period. In the year ended June 30 2008, we
recognized compensation expense of $13,021 foe theformance shares.

Restricted Stock grants — On March 27, 2008 therdBo&Directors granted 25,000 shares of restricted
stock to each non-employee director of the Comp@hg. Restricted Stock vests annually over a period
of four years and unvested shares are forfeitédeifdirector leaves the Board of Directors priothe
vesting date. The Company recognized $6,188 baampensation expense for the year ended June 30,
2008.

Fair Value of Stock Based Compensation

The Company calculated the fair value of each opticant on the date of grant using the Black-Schole
option pricing model with the following weightederage assumptions:
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2008 2007

Expected Dividend Yield 0% 0%
Expected Volatility 1.14 1.08
Risk-Free Interest Rates 3.58% 4.83%
Expected Option Life (in years) 6.25 6.25

Because of differences in option terms and hiséabrexercise patterns among the plans, we have gatgoe
option awards into two homogenous groups for thep@se of determining fair values for its options.
Valuation assumptions are determined separatelthiotwo groups, which represent, respectively,1ib@4
Stock Incentive Plan and the Director’'s Stock OptiRian. No options have been issued as of Jun2(®®
under the 2008 Stock Incentive Plan. The assumptoa as follows:

We estimated volatility using our historical sharece performance over the last ten years. Manageme
believes the historical estimated volatility is evélly indicative of expectations about expectatlife
volatility.

We use the simplified method outlined in SEC Stdtounting Bulletin No. 107 to estimate expected
lives for options granted.

The risk-free interest rate is based on the U.8a3ury yield curve in effect at the time of gramt the
expected term of the option.

The expected dividend yield is based on our curdivitiend yield and the best estimate of projected
dividend yield for future periods within the expedtlife of the option.

Income Taxes

The Company accounts for taxes under SFAS No. “WG;ounting for Income Taxes.” Under SFAS 109,
deferred tax liabilities and assets are determbes®d on the difference between the financial rskane and
tax basis of assets and liabilities using enactéedsrexpected to be in effect during the year iickvithe
differences reverse.

The components of income tax expense (benefit) rontinuing operations are as follows (in thousynds

Year Ended June 30,

2008 2007

Current:
Federal $ 286 $ 47
State and local 389 (22)
Foreign - -

675 (69)
Deferred:
Federal - -
State and local - -
Foreign - -
Income tax expense (benefit) 675 $ (69)
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A reconciliation of the reported income tax expetsehe amount that would result by applying th&.U.
federal statutory rate to the income (loss) befooeme taxes to the actual amount of income taxeese
(benefit) recognized follows (in thousands):

Year Ended June 30,

2008 2007
Expected expense (benefit) $ (12,020) $ (5,563)
Change in valuation allowance (9,988) 6,514
Over-accrual of Federal Tax in prior year 19 (443)
Adjustment to Fixed Asset Basis 3,636 -
Debt Exchange 17,746 -
Bond Interest 374 -
Expiration of general business credits 200 (764)
Other, stock compensation items 708 187
Total 675 $ (69)

The Company’s deferred tax assets as of June 8@, @@ 2007 consist of the following (in thousands)

2008 2007
Deferred tax assets:
Net operating loss carryforwards 4,507 $ 13,014
General business credit carryforwards - 200
Alternative minimum tax credit carryforwards 926 640
Accrued expenses 163 401
Capitalized start-up and organization costs 392 485
Deferred gain 73 467
Property and equipment, principally due to differes
in depreciation - 470
Other 9 5
Total gross deferred tax assets 6,070 15,682
Less - valuation allowance (5,549) (15,537)
Net deferred tax assets 521 145
Deferred tax liabilities:
Property and equipment, principally due to differes
in depreciation 483 -
Other 38 145
Total gross deferred tax liabilities 521 145
Net deferred tax assets (liabilities) $ - $ -

At June 30, 2008, the Company had accumulated petating loss carryforwards of approximately $ 53.2
million for Federal income tax purposes, which available to offset future regular taxable incormkese
net operating loss carryforwards expire betweenytas 2021 and 2026. Utilization of these net afirey
losses is subject to limitations due to the charigestock ownership of the Company associated with
October 2007 Exchange Offer.

The Company has $0.93 million of alternative minimtax credit carry forwards available to offsetuhat
regular tax liabilities. The Company’s research argerimentation tax credit carry forwards from 20
approximately $0.20 million have expired.

In assessing the need for a valuation allowanceagement considers whether it is more likely thaenthat
some portion or all of the net deferred tax assélisbe utilized. Management considers the schediule
reversal of deferred tax liabilities, projecteduit taxable income, and tax planning strategiesaking this
assessment. As of June 30, 2008, the Company maedull valuation allowance of approximately $&).
million against its net deferred tax assets.
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The valuation allowance decreased by approxim&i@l988 million for the year ended June 30, 200& Th
valuation allowance increased by approximately $& &illion for the year ended June 30, 2007.

Texas Margin Tax

The state of Texas adopted a new Texas MarginwWihich is designed to replace the previous franctage
Texas does not have a corporate income tax. Thetaews effective January 1, 2008. The Company has
made an estimated tax payment of $3,000 for theipated liability under this new tax.

Net Income (Loss) Per Share

The following are reconciliations of the denominmatof the basic and diluted net income (loss) prare
computations for the years ended June 30, 2002@@d. There were no adjustments for the numerators.

June 30,
2008 2007

Weighted average outstanding
common shares — basic and diluted 9,254,346 1,391,9

For fiscal years 2008 and 2007, 73,300 and 107ré8gectively, of options to purchase shares of Comm
Stock were excluded for the computations of dilutetlincome because the impact of such optionsitie
dilutive.

For fiscal year 2007, $52,944,000 of Senior CoriblertNotes that are convertible into 35,296,000rshaf
Common Stock were excluded for the computationdiloted net income because the impact of such notes
was anti-dilutive.

For fiscal year 2007, the $10,306,000 of ConvestiBubordinate Notes that are convertible into 76,4
shares of Common Stock were excluded for the coatjpuis of diluted net income because the impact of
such notes was anti-dilutive.

For fiscal year 2007, the $12,000,000 of PrefeBtstk (1,333,334 shares at $9.00 per share) wetadsd
for the computations of diluted net income becabsampact of such stock would be anti-dilutive.

Employee Benefit Plans

We have a defined contribution retirement plan,chhiovers substantially all employees and officEis.
the years ended June 30, 2008 and 2007, we havebewed the required match of $0.6 million and@0.
million, respectively, to the plan. We have thehtjdout not an obligation, to make additional cimttions to
the plan in future years at the discretion of tlmmpany’s Board of Directors. We have not made amchs
contributions for the years ended June 30, 2008806d.

Cash Based Long Term Incentive Awards

The Compensation Committee of the Board of Directadopted and implemented a Long-Term Cash
Incentive Plan during the second quarter of figealr 2008. The Long-Term Cash Incentive Plan maksh
incentive awards to employees upon the successimipletion of certain events and passage of time as
established by the Committee. In the year endeé@ 3@y 2008, the Committee awarded Long-Term Cash
Incentive Units valued at $344,900 to employee®sEhunits vest on February 15, 2011 and are suloject
material risk of forfeiture. Through June 30, 20@8pense recognized for this plan totaled $139,45%h
paid to terminated employees was $75,200, anddferéd liability was $64,251.

Commitments
Construction Contract Contingency

In August 2007 we entered into a $14.0 million nficdtion to our existing VAFB construction contrathe
modification requires us to complete the constactin the redesigned facility by September 30, 200@
modification contains penalties if we do not mds tontracted completion date. As a result we have
contingency of up to $3.0 million in penalties. Td@nstruction program continues to meet prograne &md
cost milestones and management believes the prejgtie completed on time and within budget.
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Leases

The Company is obligated under noncancelable dpgrégases for equipment, office space, storageespa
and the land for a payload processing facility, aedain flight assets. Future minimum paymentseund
these noncancelable operating leases are as faflowsousands):

Operating Payment Due

Year ending June 30, Leases For Subleases Total
2009 $ 650 $ (72) $ 578
2010 355 -
2011 70 -
2012 59 -
2013 9 -
2014 and thereafter - -

Subtotal $ 1,143 $ (72) 1,071

Rent expense for the years ended June 30, 2008Gitiwas approximately $1.7 million and $4.6 miilio
respectively, including lease expenses for the #d€ VCC asset leases of $0.744 million in 2008 $38
million in 2007 (see Note 25 for Agreement to Taration of ICC and VCC Leases). For fiscal year 2008
the Company received sublease payments of $0.kmill

In May 2005, the Company completed a purchase aladlsase-back of the payload processing facitity i
Port Canaveral, Florida for $4.8 million, resultimg net cash of $3.8 million and a gain of $0.5liai,
which we carried as a deferred gain and are angtiaver the initial 68 month term of the leasetbathe
value of the deferred gain at June 30, 2008 and@ 2@6 $0.2 million and $0.3 million, respectively.

Segment Information

Based on our organization, we operate in five lrssrsegments: Astrotech, Astrotech Engineeringicesy
Flight Services, BioSpace Technologies, Inc., aRASETECH, Inc. For fiscal year 2008, BioSpace and
SPACETECH had no revenue or significant operatidrgyht Services was founded to commercially
develop space habitat modules to operate in thgochay of the space shuttles. Flight Services plexsii
access to the modules and integration and opesasopport services for both NASA and commercial
customers. Astrotech provides payload processiaijjtfes and services to serve the satellite mactufing
and launch services industry. Astrotech Enginee8iegvices is primarily engaged in providing engiiveg
services and products to the Federal governmehitdimg NASA.

The Company's chief operating decision maker esliboth revenue and income (loss) before incomestax
in assessing performance and making overall opeyalicisions and resource allocations. The Otlggmeat
represents corporate selling, general and admatiigér expenses and interest expense for the Company
well as the results of operations for BioSpace Tetdgies and SPACETECH.

The accounting policies of the segments are theesasnthose described in the summary of significant
accounting policies (Note 2). Information about @@mpany's segments is as follows (in thousands):

Year ended June 30, 2008: Net Depreciation
Income (loss) Fixed And Total

Revenue before income taxe Assets Amortization Assets
Flight Services $ 4357 $ (2,472) $ 262 $ 448 $ 1,380
Engineering Services 5,242 223 35 - 1,716
Astrotech 15,810 5,130 40,602 2,120 51,248
Other 135 (38,234) 100 100 3,867
$ 25544 % (35,353) $ 40,999 $ 2,668 $ 58,211
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Year ended June 30, 2007: Net Depreciation

Income (loss) Fixed And Total
Revenue before income taxe Assets Amortization Assets
Flight Services $ 34,422 $ (7,637) % 705 $ 3612 $ 6,226
Engineering Service 5,965 909 - - 1,369
Astrotech 12,136 1,989 42,633 2,088 58,484
Other 239 (11,622) 546 662 6,396

$ 52,762 $ (16,361) $ 43,884 $ 6362 $ 72475

Foreign revenue for the years ended June 30, 26682807 was approximately zero and $0.2 million,
respectively. The foreign revenue was mainly geteeran China and Japan. Domestic revenue for thesye
ended June 30, 2008 and 2007 was approximatel $2ilion and $52.8 million, respectively.

Related Party Transactions

The Company engaged in certain transactions withctlirs, executive officers, shareholders, andaoert
former officers during fiscal years 2008 and 2a03dllowing is a description of these transactions:

Astrium (formerly EADS Space Transportation)

Astrium provides unpressurized payload and intémnaefforts to SPACEHAB on a fixed price basis in
addition to providing engineering services as rexflii For the years ended June 30, 2008 and 2007,
Astrium’s payload and integration services includedost of revenue was approximately $1.0 millaord
$13.8 million, respectively.

Executive Credit Cards

Certain named executive officers of the Companyeheempany paid credit cards for ordinary business
expenses. Although the Company pays the amountBeoaredit cards, the executive officer is obligate
substantiate the charges and reimburse the Comfpargny non-business related charges. As of June 30
2008 the Company had no outstanding receivablessioin executive credit cards.

Directors Compensation

Our independent directors are paid an annual egainer fee upon their appointment or annual retiele to
the Board of Directors and are granted annual gdpaised compensation grants. We amortize the egpens
these annual awards over the period between amnertings of shareholders. Meeting fees, expenses, a
other costs are expensed and incurred. The diré@tsrexpensed in 2008 and 2007 were $0.3 milliwh a
$0.2 million, respectively.

Induced Conversion of Convertible Securitieand Reverse Stock Split

On October 5, 2007, we announced the successfsinglof our offer to exchange (the “Exchange Offer”
any and all of our outstanding 8.0% Convertible @dimated Notes due 2007 (the “Junior Notes”) amg a
and all of our outstanding 5.5% Senior Convertiktdes due 2010 (the “Senior Notes”). As a resulthef
closing of the Exchange Offer, for the approximat$l7.4 million in principal amount of Junior Notes
tendered, the holders received approximately 5%0gb@res of common stock and 8,927 shares of Series
Convertible Preferred Stock on a pre-reverse diis. Following the closing of the Exchange Offer,
approximately $2.9 million of Junior Notes remainedtstanding pursuant to the original terms of the
indenture governing the Junior Notes. On October2®7, we redeemed the outstanding Junior Notes,
including accrued interest for cash. In additiaor, the approximately $46.1 million in principal aumt of
outstanding Senior Notes tendered, the holdersvet@pproximately 30.7 million shares of commaockt
and 46,083 shares of Series C Convertible Pref&3teck on a pre-reverse split basis. Followingdlosing

of the Exchange Offer, approximately $6.9 millioh $enior Notes remained outstanding pursuant to an
indenture governing the Senior Notes that was ae@rhkrough the elimination of substantially alltbé
indenture's restrictive covenants.

In addition, as a result of the closing of the Regtiring and Exchange Agreement, effective as wfust
31, 2007, among the Company and certain holdedsimibr Notes and Senior Notes, the Company issued t
Astrium GmbH 1,333,334 shares of common stock ghd®Gshares of Series C Convertible Preferred Stock
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in exchange for Astrium's existing 1,333,334 sharfeSeries B Convertible Preferred Stock on a prerse
split basis.

As a consequence of the Exchange Transaction, esgm&ed non-cash debt conversion expense of $30.2
million in the nine months ended March 31, 200&] we increased our common stock by $98.4 million.

In November 2007, we converted the 61,550 shar&edés C convertible preferred stock into 89.9iomil
shares of common stock on a pre-reverse split laasisaffected a 1 for 10 reverse stock split, redpour
issued and outstanding common stock to 13.6 mikibares. All share amounts have been stated tctefl
this split for all periods presented.

Sales of Equity Securities
Commitment Consideration Paid in Stock

On February 11, 2008, the Company entered intmekSurchase Agreement with certain investorsHer t
purchase of 55,000 shares of the Company’s Seriesrvertible preferred stock for a total price &%
million. Consummation of the transaction was coggimt upon NASA awarding us a funded Space Act
Agreement under the COTS Program and shareholdamoegd of the transaction. As consideration for
investor commitment to this transaction, the Compiaaued 150,150 shares of common stock upon agteri
into the transaction. The Stock Purchase Agreemadied upon the exception from registration pursuan
Rule 506 of Regulation D promulgated by the comiaispursuant to the Securities Act of 1933. The
Company believes that such issuance of securitiasifigs for an exemption under Rule 506 becauseeth
are no more than 35 purchasers of securities acldl kesaestor represents to the Company under thekSto
Purchase Agreement at the time of execution andirgothat it is an “accredited investor” within the
meaning of Rule 501 of Regulation D.

The Company was not awarded a funded Space Actefgget under the COTS Program and, except for the
150,150 commitment compensation paid, the offeviag terminated.

Private Placement of Common Stock

On May 22, 2008, the Company entered into a SéesiRurchase Agreement with certain investors, unde
which the investors agreed to subscribe for andhmase 1,329,786 shares of the Company’s commok stoc
for an aggregate purchase price of $625,000. Theswomation of the transaction under the Securities
Purchase Agreement was contingent upon certaimmasy conditions precedent to each party’s obligati

to close. $47,000 for subscribed common stockedl# the Private Placement, which was receivellin,

is reflected as reflected as issued and outstaratidgne 30, 2008.

The 1,329,787 shares of common stock issued on 3u@608, under the Securities Purchase Agreement
were sold in reliance on the exemption from regtgin pursuant to Rule 506 of Regulation D promidda

by the Commission pursuant to the Securities Acii@83. The Company believes that such issuance of
securities qualifies for an exemption under Rul&,50ecause there are no more than 35 purchasers of
securities and each Investor represents to the @oynpnder the Securities Purchase Agreement dintiee

of execution and closing that it is an “accreditecestor” within the meaning of Rule 501 of RegigatD.

Asset Write Down

During the year ended June 30, 2007, we performeahalysis of our remaining shuttle based assetsau
STS-118 being our last contracted shuttle missfkma result, we have written down the Flight Segsic
Flight Unit 2 module asset and other shuttle bassits, as it has been determined that the assdikisly

to generate significant future cash flows and reeeT herefore, we wrote-down our Flight Unit 2 mizdio

a salvage value of $0.1 million, excluding depreoiaexpense for July and August 2007. This norrcas
write-down resulted in a cost of revenue expensgldf.4 million for the year ended June 30, 2007e Th
$10.4 million is included in cost of revenue foethlight Services segment because costs assoegidtethe
use of this asset, including depreciation expemaee historically been recorded here.

Additionally, during fiscal year ended June 30, 20@e wrote-down other assets and work in progress
related to the modules and the unpressurized caufioe $3.8 million. This amount is included in oatng
expenses. Included in this $3.8 million write-doisn$1.6 million write-down of inventory that wasihg
held for future use. This inventory was furtherttem down in June 2008 by an additional $0.2 millidhe
write-down is based on current market conditions.
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Accounting Change in Estimate — Depreciation

Effective October 1, 2005, we have changed ouratggble lives used to depreciate our Flight Sep/flight
assets from being fully depreciated by June 201Beiog fully depreciated by December 2010. We have
reviewed the latest NASA planning manifest schedoehe shuttles and the manifest carries the culed
shuttle flights out to 2009, with an additional eyear period for mission delays. Our analysis lakei into
consideration the association of our assets tosthatle fleet based on the fact that our assete haen
designed to fly on the shuttles, and the revenuemgged from the assets is directly related toNASA
shuttle missions. The shuttle retirement could o@tuan earlier or later date, which would changgire
depreciation recognized upon revision of the usigtil

Effective July 1, 2007, we have changed our depbdeilives to depreciate our Flight Services flighsets
from being fully depreciated by December 2010 tmppdully depreciated August 31, 2007. This is dae
our last contracted mission, STS-118, being coradlet August 2007.

Gain on Sale of The Space Store LLC

On October 13, 2006, the Company consummated adction in which Space Media, Inc., a majority-
owned subsidiary of SPACEHAB, Inc., sold the ass#the Space Store LLC, consisting of retail and
internet identity, inventory, furniture, fixturesnd other items. Due to the immaterial amount and
insignificant impact this transaction will have omr consolidated financial statements, we electedat
present this discontinued operation as a sepaoat@anent in our consolidated statements of opersitior

the three months ended December 31, 2006. Theogaihe sale is reflected in the interest and oith@yme
section on our consolidated financial statements.

Legal Proceedings

In January 2004, the Company initiated a formalcpealing against NASA in which the Company was
seeking damages in the amount of $87.7 milliorttierloss of its RDM as a result of the 2003 Spdudte
Columbiaaccident. In October 2004, NASA responded to ¢hagm with the determination that its liability
was $8.2 million, including interest, and paid SHAQAB this amount. SPACEHAB subsequently filed an
appeal with the Armed Services Board of Contragbégds, and over the past two years, the two parties
proceeded with preparations for a court hearingnad for July 2008. The Company also filed a ttaine in
November 2004, seeking damages of $79.7 millionttier loss of the RDM, to which the court granted a
motion in June 2006 to stay the case until resmiutif the Company’s contract claim appeal.

On February 21, 2007, the Company dismissed wigjudice all litigation against NASA relating to &&s
incurred by the Company as a result of @@umbiaaccident.

Except as above, the Company is not a party to peryding or threatened proceedings, which in
management’s opinion, would have a material adveffeet on our business, financial condition, @ulés of
operation.

Restricted Cash and Advances on Constructiondbtract

In December 2006 our Astrotech subsidiary was agaal contract with a governmental agency to modify
one of our payload processing facilities to speaifiquirements of a programmed mission. Under ehad

of this $20.0 million fixed-price contract, we willwn the improvements after completion of the cacttr
obligations. We have entered into a firm, fixedepriconstruction subcontract with J. P. Donovan
Construction, Inc. to provide a significant portiohthe design and construction work that will leguired
under our contract. In accordance with our consraptiyments will be received from our customer on a
milestone schedule that generally provides receiptash before payments are required to the cdotrac
under their milestone schedule. Receipts in advafadisbursements will be retained in a restrictagh
account within our subsidiary company and usedusxetly for purposes of the contract obligations. &t
June 30, 2008, net cash receipts of $6.3 millioreHzeen designated as restricted cash and $5idnriias
been designated as a liability (see Note 2).

A $14.2 million modification to this VAFB construch contract requires us to complete the conswnabin
the redesigned facility by September 30, 2009. mbdification contains penalties of up to $3.0 raifliif we
do not meet the contract completion date. We havestablished a reserve for this contingent lighil
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Adverse Event

On January 30, 2007 Sea Launch experienced a |daihgte resulting in the loss of a satellite arsdhthge to
the floating launch platform. A full inspection,auation, and repair operations of the damage reduand
Sea Launch returned to operations in October 200¥ were paid under our contract with Sea Launcmupo
launch of each mission; therefore, revenues ddlawl the resumption of normal operations. Aesult of
the launch failure, the Company lost revenue oeasdt three launch missions either through cartaatlar
schedule delay. We submitted a claim under oumiegsi interruption insurance for $750,000, the lwhibur
policy. Our underwriter has neither accepted nariete our claim but is evaluating the claim in terofs
policy coverages.

Customer Deposits

During the year ended June 30, 2007, we billed customer $3.1 million for in-flight insurance onrou
pressurized module for use on STS-118. STS-118kath mid-August 2007. This amount is included in
cash and in customer deposits as of June 30, JB@7insurance payment was paid to the insuranc&car
July 2007.

Agreement to Termination of ICC and VCC Leases

On August 28, 2007, the Company and Astrium, Gmbidually agreed to terminate the lease agreement
dated as of February 28, 2001 in regards to thepaoyis lease of the ICC assets from Astrium, GmbH.
Also, we mutually agreed to terminate the leasee@ment dated as of July 3, 2001 in regards to the
Company’s lease of the VCC assets from Astrium, Bmkthe ICC and VCC assets are specifically designed
cargo carrying equipment used periodically in th&.U6pace Shulttle. In order to terminate theseléases,

we mutually agreed that the Company reimburse ésiriGmbH $1.4 million for the period March 1, 2007
through August 31, 2007 for the ICC and VCC asaatsincur no financial obligations for either ti@&Q or
VCC after August 31, 2007.

NASDAQ Deficiency Letter

On April 7, 2008, we received a NASDAQ Staff Detération letter indicating that we failed to comptijth
NASDAQ Marketplace Rule 4310(c)(4) and our secesitivere, therefore, subject to delisting from The
NASDAQ Capital Market. Marketplace Rule 4310(c)(@juires that we maintain a $1.00 bid price. Weawer
granted a grace period to regain compliance withRule, which expires on October 6, 2008.

Early Termination of Lease

On May 1, 2008, The Company and R&H Investmentshed an agreement upon early termination of the
Company’s lease at 12130 Highway 3, Building 1, ¥eh Texas. The lease provided for rental paymants
$26,538 monthly, which escalated annually throughlease termination of February 2015. In addittbe,
Company was responsible for all maintenance, iesilitand taxes on the building through the leasase
Under the terms of the agreement, the Companypapi rent through June 30, 2008 and transfer owipersh
of 2.9 acres of vacant land owned by the CompanR&bi Investments. The Company recognized lease
termination expenses of approximately $0.4 millfepresenting consideration paid and forfeited lealse
improvements.

On May 26, 2005 we consummated the sale and leade df our corporate offices in Webster (Houston),
Texas. The sale resulted in net cash of approxign&@&9 million and a gain of approximately $1.2lmn,
which we carried as a deferred gain and were amiogtiover the initial term of the lease back. Waskd
back 100% of the facility for an initial period t#n years, with two five-year options. We also iretd the
adjacent 3.0 acre parcel for future developmesate.

The Company recognized a net gain on the leasartation of $0.6 million resulting from the remaigin
$1.0 million deferred gain on the building salesleldack transaction offset by lease termination resge of
approximately $0.4 million representing considenatpaid and forfeited leasehold improvements.

Early Termination of Cost Plus Award Fee Contact

On May 7, 2008, the Company received a letter fARES Corporation notifying the Company of ARES'’s
intent to terminate the Cost Plus Award Fee SulvaohtNo. SGS-0311403.00 with the Company (the
“Subcontract”) pursuant to section GP-07(7.2) & @eneral Provisions as set forth in Attachmentd-{he
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Subcontract. The provision referred to in ARES’srrespondence provides for termination for
“convenience.”

As stated in ARES's letter “...the objective of thebSontract was to assist NASA’s continued develagme
and operation of the International Space Statiom.hé Company has consistently received excellen¢wne

for its performance under the Subcontract and rfeasee near maximum award fees. Previously, 45
employees of the Company were engaged under theoBuhct, which resulted in revenues of $4.5 millio
for the current fiscal year.

The Company continued under the current task ondeder the Subcontract until at least June 5, 2T68.
Subcontract extended pursuant to its original tentil September 30, 2008. The Company and ARES have
not resolved certain issues relative to the eanynination of the Subcontract, including, but rigtited to
certain amounts receivable from ARES under thigreah totaling $1.4 million. The Company is evalogt

its contractual rights and other options with respi® ARES’s claimed termination of the Subcontract
including ARES'’s obligations with respect to su¢himed termination.

Subsequent Events
Executive Compensation

On July 18, 2008 the Compensation Committee, with doncurrence of the independent Directors of the
Company, granted cash and equity awards to thef@hiecutive Officer and certain directors of the
Company in recognition of the successful fiscaln2@08 recapitalization of the Company.

Officer/Director Common Stock Award Cash Bonus

Thomas B. Pickens, Il 1,100,000 $ 350,000
Chief Executive Officer,
Director and Chairman

Barry A. Williamson 200,000 $ 36,200
Director

Mark E. Adams 150,000 $ 27,500
Director

The Company recognized compensation expenses 004500 and director fees of $63,700 in the period
ended June 30, 2008 for such awards.

In addition, the Compensation Committee grantedrioésd stock and stock option awards to officensl a
employees of the Company that included risk oféfbufe prior to vesting. Such awards encompassed th
following:

Named Executive Officer Restricted Stock Awards Stock Option Awards
James D. Royston 200,000 75,000
President
Lance W. Lord 50,000 87,500

Chief Executive Officer, Astrotech
Space Operations, Inc. and Director
Brian K. Harrington 150,000 50,000
Senior Vice President,
Chief Financial Officer, Secretary
and Treasurer

Grants of Incentive Stock Options — 225,500
Other Grants of Stock Options — 294,208

(1) The restricted stock vests 50% on January Q89 225% on January 15, 2010, and 25% on Janua013.

(2) The stock options have an exercise price of%er share and vest on January 15, 2009 andniieron July 17, 2010.

(3) The incentive stock options have an exerciggepf $0.45 per share and vest 50% on JanuargQ®), 25% on January 15,
2010, and 25% on January 15, 2011 and terminafellgri7, 2017.
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The 731,708 stock options granted to employeesdiedtors in July 2008 under the 2008 Stock Ineenti
Plan were valued at $0.2 million with an exerciseeof $0.45 per share. These options vest oiovawvest
dates over the next 36 months..

Shares Subscribed

As of July 21, 2008, the Company has received ratgeds of $47,000 for 100,000 shares of commark sto
in connection with the Private Placement describedliote 17, in a transaction not registered under t
Securities Act of 1933. The common stock was is@redune 5, 2008.

Item 9. Changes in and Disagreements with Accountés on Accounting and Financial Disclosure.
None to report for the period ended June 30, 2008.
Item 9A. Controls and Procedures.

Under the supervision and with the participatioroof management, including our principal executifficer and

principal financial officer, we have evaluated #ftectiveness of our design and operation of oscldsure controls
and procedures as of the end of the period cougydtis annual report, and, based on the evaluabionprincipal

executive officer and principal financial officeave concluded that these controls and proceduregféactive.

There have been no changes in our internal cowtret financial reporting that occurred during oastl fiscal

quarter that have materially affected, or are reably likely to materially effect, our internal dool over financial

reporting.

Disclosure controls and procedures are our contamld other procedures that are designed to en$ae t
information required to be disclosed by us in thearts that we file or submit under the Exchangeiécecorded,
processed, summarized, and reported, within thee tiperiods specified in the Securities and Exchange
Commission’s rules and forms. Disclosure contraf&l grocedures include, without limitation, contrasd
procedures designed to ensure that informationinedjto be disclosed by us in the reports that leeunder the
Exchange Act is accumulated and communicated tax@magement, including our principal executive o&fiand
principal financial officer, as appropriate to alltimely decisions regarding required disclosure.

Management’s Report On Internal Control Over Finaia Reporting

Our management is responsible for establishingraaithtaining adequate internal control over finahoégorting,
as such term is defined in Exchange Act Rules B{§-1Under the supervision and with the participatof our
management, including our principal executive atmhrfcial officers, we conducted an evaluation oé th
effectiveness of our internal control over finahaigporting as of June 30, 2008 based on the framnd in the
Internal Control-Integrated Framework issued by @emmittee of Sponsoring Organizations of the Tvead
Commission. Based on our evaluation under the freorie in Internal Control-Integrated Framework, our
management concluded that our internal control émancial reporting was effective as of June &

This annual report does not include an attestatort of our registered public accounting firmaetjng internal
control over financial reporting. Management’s nép@as not subject to attestation by our registeaecbunting
firm pursuant to temporary rules of the Securittegl Exchange Commission that permit us to providly o
management’s report in this annual report.

Item 9B. Other Information.

None to report for the period ended June 30, 2008.
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PART III
Item 10. Directors and Executive Officers of the Bgistrant.

The information required by this item will be coimeed in our definitive Proxy Statement for our 208B8nual
Meeting of Stockholders and is hereby incorporégdeference thereto.

ltem 11. Executive Compensation.

The information required by this item will be cointed in our definitive Proxy Statement for our 208B8nual
Meeting of Stockholders and is hereby incorporégdeference thereto.

Item 12. Security Ownership of Certain BeneficiaDwners and Management and Related Stockholder
Matters.

The information required by this item will be coimeed in our definitive Proxy Statement for our 208B8nual
Meeting of Stockholders and is hereby incorpor&tgdeference thereto.

Item 13. Certain Relationships and Related Transaimns and Director Independence.

The information required by this item will be coimeed in our definitive Proxy Statement for our 208B8nual
Meeting of Stockholders and is hereby incorporétgdeference thereto.

Item 14. Principal Accounting Fees and Services.

The information required by this item will be cointed in our definitive Proxy Statement for our 208B8nual
Meeting of Stockholders and is hereby incorporétgdeference thereto.
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PART IV

Item 15. Exhibits, Financial Statement Schedules.

(@)
1.

The following documents are filed as part of theort:
Financial Statements.

The following consolidated financial statementsSBfACEHAB, Incorporated and its wholly-owned and
majority-owned subsidiaries and related notessatdorth herein as indicated below.

Page
Report of PMB Helin Donovan LLP, Independent Reggistl Public Accounting Firm................ 35
Consolidated BalanCe ShEELS ...........uuiieeeeeeeeeeeiie i ieec e e e e e e e s s aneeeeees 36
Consolidated Statements of OPErations .....ccccccceeiiiiiiiiiiiiiiiie e e e e e e 37
Consolidated Statements of Stockholders’ Equity @achprehensive Income (LOSS).................. 38
Consolidated Statements of Cash FIOWS ........uuuiieiiiiiiiiiiiieiceccc e 39
Notes to Consolidated Financial StatementS ... 40
Financial Statement SChEAUIES. ... e e eees 63
LT T o] €= PP 64
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Exhibit No.

()

(4)

(10)

21

2.2

4.1

4.2

4.3

4.4

10.1

10.2

10.3

10.4

10.5

Description of Exhibit

Articles of Incorporation and Bylaws

Amended and Restated Articles of Incorporatibthe Registrant, as amended (incorporated by
reference to Exhibit 4.1 of the Registrant’'s Registn Statement (Reg. No. 333-126772), and all
amendments thereto, filed with the Securities axchBnge Commission on July 21, 2005)

Bylaws of the Registrant (incorporated by refee to the Registrant’s registration statement on
Form S-1, File No. 33- 97812, and all amendmergsetio, filed with the Securities and Exchange
Commission on October 5, 1995)

Instruments Defining the Rights of Security Holders including Indentures

Designation of Rights, Terms and PreferenceSesfes B Senior Convertible Preferred Stock of
the Registrant (incorporated by reference to Exhit8 of the Registrant’'s Registration Statement
(Reg. No. 333-126772), and all amendments therdtg with the Securities and Exchange
Commission on July 21, 2005)

Preferred Stock Purchase Agreement betweeR¢lgéstrant and DaimlerChrysler Aerospace AG
dated as of August 2, 1999 (incorporated by refardn Exhibit 4.2 of the Registrant’s Report on
Form 8-K filed with the Securities and Exchange @ussion on August 19, 1999)

Registration Rights Agreement between the Ragisand DaimlerChrysler Aerospace AG dated
as of August 5, 1999 (incorporated by referencExhibit 4.3 of the Registrant’s Report on Form
8-K filed with the Securities and Exchange Comnaissin August 19, 1999)

Indenture dated as of October 15, 1997 betwleeiRegistrant and First Union National Bank, as
Trustee, relating to the Registrant’s 8.0% Conbé&rtiSubordinated Notes due 2007 (incorporated
by reference to Exhibit 4.1 of the Registrant’s Rergtion Statement on Form S-3 (Reg. No. 333-
43221) filed with the Securities and Exchange Cossioh on December 24, 1997)

Material Contracts

Letter Agreement dated August 15, 1995, by aetiveen the Registrant and Mitsubishi
Corporation (incorporated by reference to Exhilfit7lof the Registrant’'s Registration Statement
on Form S-1 (Reg. No. 33-97812) filed with the Séms and Exchange Commission on October
5, 1995)

SPACEHAB, Incorporated 1995 Directors’ StocjtiOn Plan as amended and restated effective
October 21, 1997 (incorporated by reference to k8 of the Registrant’s Definitive Proxy
Statement on Schedule 14A filed with the Securitied Exchange Commission on September 12,
1997)

Office Building Lease Agreement, dated Octdhet993, between Astrotech and the Secretary of
the Air Force (Lease number SPCVAN - 2-94-001)diporated by reference to Exhibit 10.52 of
the Registrant’'s Annual Report on Form 10-K for tiseal year ended June 30, 1997 filed with the
Securities and Exchange Commission on Septembdrop7)

SPACEHAB, Incorporated 1994 Stock IncentivanPds amended and restated effective October
14, 1999 (incorporated by reference to Exhibit 000® the Registrant’s Annual Report on Form
10-K for the fiscal year ended June 30, 1999 fikéth the Securities and Exchange Commission
on September 17, 1999)

Agreement, dated September 30, 2004, betweenRegistrant and Dr. Shelley A. Harrison
(incorporated by reference to Exhibit 10.7 of thegRtrant’'s Registration Statement (Reg. No.
333-126772), and all amendments thereto, filed with Securities and Exchange Commission on
July 21, 2005)
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10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

Lease for property at 300 D Street, SW, Si#&e4, Washington, DC, dated as of December 16,
1998, by and between the Registrant and The Watshirgesign Center, LLC (incorporated by
reference to Exhibit 10.8 of the Registrant’s Regifon Statement (Reg. No. 333-126772), and all
amendments thereto, filed with the Securities axchBnge Commission on July 21, 2005)

Sublease Agreement, dated as of July, 20G®eba the Registrant and The Boeing Company
(incorporated by reference to Exhibit 10.9 of thegRtrant’'s Registration Statement (Reg. No.
333-126772), and all amendments thereto, filed with Securities and Exchange Commission on
July 21, 2005)

SPACEHAB, Incorporated 1997 Employee StockcRase Plan (incorporated by reference to
Exhibit C of the Registrant’s Definitive Proxy Statent on Schedule 14A filed with the Securities
and Exchange Commission on September 12, 1997)

Agreement between Astrotech Space Operatinasand McDonnell Douglas Corporation, dated
January 7, 2000 (incorporated by reference to Hixhih103 of the Registrant’'s Quarterly Report
on Form 10-Q for the quarter ended March 31, 20@@ fwith the Securities and Exchange
Commission on May 12, 2000)

Agreement between Astrotech Space Operatinosand Lockheed Martin Commercial Launch
Services, Inc., dated January 24, 2000 (incorpdrdtg reference to Exhibit 10.104 of the
Registrant’s Quarterly Report on Form 10-Q for tjuarter ended March 31, 2000 filed with the
Securities and Exchange Commission on May 12, 2000)

Credit agreement dated as of August 30, P9GInd between Astrotech Florida Holdings, Inc. and
SouthTrust Bank (incorporated by reference to ExHiB.114 of the Registrant’s Quarterly Report
on Form 10-Q for the quarter ended September 301 Ziled with the Securities and Exchange
Commission on November 8, 2001)

Employment and Non-Interference Agreemerteddas of April 1, 2003, between the Registrant
and Michael E. Kearney (incorporated by referecExhibit 10.119 of the Registrant’s Quarterly
Report on Form 10-Q for the quarter ended March2803 filed with the Securities and Exchange
Commission on May 14, 2003)

First amendment to the Credit Agreement dagedf August 30, 2001 by and between Astrotech
Florida Holdings, Inc. and SouthTrust Bank (incagied by reference to Exhibit 10.122 of the

Registrant’s Quarterly Report on Form 10-Q for thearter ended December 31, 2003 filed with
the Securities and Exchange Commission on Febd@rg004)

Employment and Non-Interference Agreemerigddas of January 9, 2004, between the Registrant
and Brian K. Harrington (incorporated by referetmé&xhibit 10.123 of the Registrant’s Quarterly
Report on Form 10-Q for the quarter ended March2804 filed with the Securities and Exchange
Commission on May 12, 2004)

50 Year Lease, dated as of February 1, 188teen the Registrant and Canaveral Port Authority
(incorporated by reference to Exhibit 10.17 of Registrant’'s Registration Statement (Reg. No.
333-126772), and all amendments thereto, filed with Securities and Exchange Commission on
July 21, 2005)

Commercial Contract, dated as of March 3520@tween the Registrant and Tamir Silvers, LLC
(incorporated by reference to Exhibit 10.18 of Registrant's Registration Statement (Reg. No.
333-126772), and all amendments thereto, filed with Securities and Exchange Commission on
July 21, 2005)

Lease Agreement, dated as of February 1&, 2@ween the Registrant and R & H Investments, a
California partnership (incorporated by refereneeéekhibit 10.19 of the Registrant’s Registration
Statement (Reg. No. 333-126772), and all amendménmaieto, filed with the Securities and
Exchange Commission on July 21, 2005)
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10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

Fixed Price Subcontract 889208 for Widebamghfiler Satellite Program Launch Site Payload

Processing Facilities and Services, dated as ofalgri8, 2005, between Boeing Satellite Systems,
Inc. and Astrotech Space Operations, Inc. (incafsar by reference to Exhibit 10.20 of the

Registrant’s Registration Statement (Reg. No. 333772), and all amendments thereto, filed with

the Securities and Exchange Commission on Julp@Qd5)

Loan Agreement, dated as of February 11, 208%veen the Registrant and First American Bank,
SSB (incorporated by reference to Exhibit 10.128h&Registrant’s Quarterly Report on Form 10-
Q for the quarter ended December 31, 2004 filet #ie Securities and Exchange Commission on
February 14, 2005)

Letter Contract No. GF80726B11, dated as affriary 18, 2004, between the Registrant and
Lockheed Martin Corporation (incorporated by refieee to Exhibit 10.23 of the Registrant’s
Registration Statement (Reg. No. 333-126772), alhdamendments thereto, filed with the
Securities and Exchange Commission on July 21, 2005

ISS Program Integration and Control Contreetween SPACEHAB Government Services, Inc.
and ARES Corporation (incorporated by referencExbibit 10.24 of the Registrant’s Registration
Statement (Reg. No. 333-126772), and all amendmenaieto, filed with the Securities and
Exchange Commission on July 21, 2005)

Asset Purchase Agreement, dated as of DecelBh&@000, between the Registrant and Astrium
GmbH. (incorporated by reference to Exhibit 10.A7thee Registrant’s Registration Statement
(Reg. No. 333-126772), and all amendments therdgy with the Securities and Exchange
Commission on July 21, 2005)

Amendment No. 1 to Asset Purchase Agreentenéd as of December 19, 2000, between the
Registrant and Astrium GmbH, dated July 3, 200tqiiporated by reference to Exhibit 10.28 of

the Registrant’s Registration Statement (Reg. N@-B26772), and all amendments thereto, filed
with the Securities and Exchange Commission on 2ii\2005)

Lease Agreement, dated as of February 28], 20&tween the Registrant and Astrium GmbH
(incorporated by reference to Exhibit 10.29 of Registrant's Registration Statement (Reg. No.
333-126772), and all amendments thereto, filed with Securities and Exchange Commission on
July 21, 2005)

Binding Term Sheet, dated as of DecembeP0@], between the Registrant and Astrium GmbH,
amending the Lease Agreement, dated as of Febr2@ry2001, between the Registrant and
Astrium GmbH (incorporated by reference to Exhibhld.30 of the Registrant’s Registration
Statement (Reg. No. 333-126772), and all amendménaieto, filed with the Securities and
Exchange Commission on July 21, 2005)

Lease Agreement, dated as of July 3, 200twele@ the Registrant and Astrium GmbH

(incorporated by reference to Exhibit 10.31 of Registrant’'s Registration Statement (Reg. No.
333-126772), and all amendments thereto, filed with Securities and Exchange Commission on
July 21, 2005)

Agreement No. 48801 for Provision of Payl®adcessing Facilities and Support in Conjunction
with Commercial Atlas Launches, between Astrotephc® Operations, Inc. and Lockheed Martin
Commercial Launch Services, Inc. (incorporated dfgnence to Exhibit 10.32 of the Registrant’s
Registration Statement (Reg. No. 333-126772), alhdamendments thereto, filed with the

Securities and Exchange Commission on July 21, 2005

Contract No. NNKO4LA75C, dated as of Juh2@04, between Astrotech Space Operations, Inc.
and John F. Kennedy Space Center, NASA (incorpdrhte reference to Exhibit 10.33 of the
Registrant’s Registration Statement (Reg. No. 333772), and all amendments thereto, filed with
the Securities and Exchange Commission on Jul@Q5)
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10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

Agreement and Statement of Work, dated #@pof 25, 1996 and as amended by Amendment No.
3 as of December 6, 2002, between Astrotech Spaegations, Inc. and Sea Launch Company,
L.L.C. (incorporated by reference to Exhibit 10&4he Registrant's Registration Statement (Reg.
No. 333-126772), and all amendments thereto, filét the Securities and Exchange Commission
on July 21, 2005)

Employment and Non-Interference Agreemerteddas of May 12, 2005, between the Registrant
and Michael E. Bain (incorporated by reference xbiBit 10.35 of the Registrant’s Registration
Statement (Reg. No. 333-126772), and all amendmtmaieto, filed with the Securities and
Exchange Commission on July 21, 2005)

Employment and Non-Interference Agreemertedlas of May 12, 2005, between the Registrant
and E. Michael Chewning (incorporated by referemgeExhibit 10.36 of the Registrant’s
Registration Statement (Reg. No. 333-126772), alhdamendments thereto, filed with the
Securities and Exchange Commission on July 21, 2005

Settlement Agreement and Mutual Release bfCRlims, dated as of May 25, 2005, among the
Registrant and Lloyd’'s of London, Goshawk Syndicdte 102, Euclidian Syndicate No. 1243,
Ascot Underwriting Ltd. Syndicate No. 1414, and.RKin Syndicate No. 510 (incorporated by
reference to Exhibit 10.37 of the Registrant’s Ragtion Statement (Reg. No. 333-126772), and
all amendments thereto, filed with the Securitied Exchange Commission on July 21, 2005)

Lease No. SPCVAN-2-94-0001, between the &mgreof the Air Force and Astrotech Space
Operations, L.P. (incorporated by reference to Ekhl10.39 of the Registrant’s Registration
Statement (Reg. No. 333-126772), and all amendmtnsieto, filed with the Securities and
Exchange Commission on July 21, 2005)

Strategic Collaboration Agreement, dated faAugust 5, 1999, between the Registrant and
DaimlerChrysler Aerospace AG (incorporated by refiee to Exhibit 10.40 of the Registrant’s

Registration Statement (Reg. No. 333-126772), alhdamendments thereto, filed with the

Securities and Exchange Commission on July 21, 2005

Guaranty Agreement, dated as of August 3012DBetween the Registrant and SouthTrust Bank
(incorporated by reference to Exhibit 10.41 of Registrant's Registration Statement (Reg. No.
333-126772), and all amendments thereto, filed with Securities and Exchange Commission on
July 21, 2005)

Guaranty Agreement, dated as of August 301 2Between Astrotech Space Operations, Inc. and
SouthTrust Bank (incorporated by reference to BEkHil®.42 of the Registrant’'s Registration
Statement (Reg. No. 333-126772), and all amendménmaieto, filed with the Securities and
Exchange Commission on July 21, 2005)

Stock Pledge and Security Agreement, dateof d&sigust 30, 2001, between the Registrant and
SouthTrust Bank (incorporated by reference to Exhil0.43 of the Registrant’'s Registration
Statement (Reg. No. 333-126772), and all amendménmaieto, filed with the Securities and
Exchange Commission on July 21, 2005)

Stock Pledge and Security Agreement, datedf asugust 30, 2001, between Astrotech Space
Operations, Inc. and SouthTrust Bank (incorporabsd reference to Exhibit 10.44 of the
Registrant’s Registration Statement (Reg. No. 333772), and all amendments thereto, filed with
the Securities and Exchange Commission on Julp@Qd5)

Assignment of CLIN 1 Rights, dated as of Astg®0, 2001, between Astrotech Space Operations,
Inc. and SouthTrust Bank (incorporated by referemgeExhibit 10.45 of the Registrant’s
Registration Statement (Reg. No. 333-126772), alhdamendments thereto, filed with the
Securities and Exchange Commission on July 21, 2005

Termination Agreement, dated as of June Q4 2between the Registrant and Vladimir J. Fishel
(incorporated by reference to Exhibit 10.46 of Registrant’'s Registration Statement (Reg. No.
333-126772), and all amendments thereto, filed with Securities and Exchange Commission on
July 21, 2005)
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(16)

(21)
(23)

(31)

10.41

10.42

10.43

10.44

10.45

10.46

10.47

10.48

10.49

10.50

16.1

23.1
23.2

31.1

Memorandum of Understanding, dated as of Bn2005, between the Registrant and SMH
Capital Advisors, Inc. (incorporated by referenaeEhibit 10.47 of the Registrant’'s Registration
Statement (Reg. No. 333-126772), and all amendménmaieto, filed with the Securities and
Exchange Commission on July 21, 2005)

Space Media, Inc. Stock Option Plan (incaapet by reference to Exhibit 10.48 of the
Registrant’s Registration Statement (Reg. No. 333772), and all amendments thereto, filed with
the Securities and Exchange Commission on Julp@Qd5)

First Amendment to Loan Agreement (incorpmiaby reference to Exhibit 10.49 of the
Registrant’s Current Report on 8-K filed with thec8rities Exchange Commission on November
10, 2005), effective September 30, 2005 betweenCEAB, Incorporated (the “Borrower”) and
Citibank Texas, N.A., formerly known as First Antam Bank, SSB (the “Lender”), as executed
on November 10, 2005

Second Amendment to Loan Agreement (incotpdrdy reference to Exhibit 10.50 of the
Registrant’s Current Report on 8-K filed with thec8rities Exchange Commission on March 3,
2006), dated February 11, 2006 between SPACEHA®rporated (the “Borrower”) and Citibank

Texas, N.A., formerly known as First American Bar®$B (the “Lender”), as executed on
February 28, 2006

Separation Agreement and Mutual Released dat®f December 15, 2006, between the Registrant
and Michael E. Kearney (incorporated by referermdExhibit 10.1 of the Registrant’'s Current
Report on Form 8-K, filed with the Securities andccEange Commission on December 15, 2006)

Separation Agreement and Mutual Releaseddeteof January 19, 2007, between the Registrant
and Michael E. Bain (incorporated by reference tdikit 10.1 of the Registrant’s Quarterly
Report on 10-Q, filed with the Securities and Exgd@Commission on February 14, 2007)

Separation Agreement and Mutual Released deteof January 19, 2007, between the Registrant
and E. Michael Chewning (incorporated by referetacExhibit 10.2 of the Registrant’'s Quarterly
Report on 10-Q, filed with the Securities and Exgd@Commission on February 14, 2007)

Employment and Non-Interference Agreemertedlas of June 4, 2007, between the Registrant
and Michael J. Bowker (incorporated by referenceEtdibit 10.1 of the Registrant’'s Current
Report on Form 8-K, filed with the Securities andcEange Commission on June 12, 2007)

Contract No. NNKO7LA79C, dated as of June2l®7, between Astrotech Space Operations, Inc.
and NASA Kennedy Space Center, filed with the Séesrand Exchange Commission on
September 21, 2007

Loan Agreement dated as of February 6, 2D68yeen Astrotech Space Operations, Inc. (“the
Borrower”) and Green Bank, N.A. (the “Lender”) fildnerewith

Letter Regarding Change in Certifying Accountant

Letter from Grant Thornton LLP regarding chaumgcertifying accountant, dated January 18, 2007
(incorporated by reference to Exhibit 16 of the Regnt's Current Report on Form 8-K filed with
the Securities and Exchange Commission on Jan@arg0D7)

SPACEHAB, Incorporated and Subsidiaries — Subsidiaies of the Registrant
Consents of Experts and Counsel

Consent of PMB Helin Donovan LLP

Consent of Grant Thornton LLP

Rule 13a-14(a) Certifications

Certification of Thomas B. Pickens, lll, theripany’s Chief Executive Officer, pursuant to 18
U.S.C. Section 1350, as Adopted Pursuant to Se8@@nof the Sarbanes-Oxley Act of 2002, file
herewith
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(32)

31.2

32.1

32.2

Certification of Brian K. Harrington, the Coemy’s Senior Vice President and Chief Financial
Officer, pursuant to 18 U.S.C. Section 1350, aspido Pursuant to Section 302 of the Sarbanes-

Oxley Act of 2002, file herewith

Section 1350 Certifications

Certification of Thomas B. Pickens, lll, theripany’s Chief Executive Officer, pursuant to 18
U.S.C. Section 1350, as Adopted Pursuant to Seé@énof the Sarbanes-Oxley Act of 2002, file

herewith

Certification of Brian K. Harrington, the Coamp/’s Senior Vice President and Chief Financial
Officer, pursuant to 18 U.S.C. Section 1350, aspidd Pursuant to Section 906 of the Sarbanes-

Oxley Act of 2002, file herewith
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&8{dhe Securities Exchange Act of 1934, the regigthas duly
caused this report to be signed on its behalf byutidersigned, thereunto duly authorized.

SPACEHAB, Incorporated

By: [s/ Thomas B. Pickens, lll
Thomas B. Pickens, IlI
Chief Executive Officer

Date: September 29, 2008

By: /s/ Brian K. Harrington
Brian K. Harrington
Senior Vice President,
Chief Financial Officer and
Chief Accounting Officer

Date: September 29, 2008

Pursuant to the requirements of the SecuritiesEamthange Act of 1934, this report has been sigredavbby the
following persons on behalf of this registrantlie tapacities and on the dates indicated.

/sl Thomas B. Pickens, I Chairman of the Board and September 29, 2008
Thomas B. Pickens, IlI Chief Executive Officer

/sl Mark Adams Director September 29, 2008
Mark Adams

/sl Lance W. Lord Director September 29, 2008
Lance W. Lord

/sl R. Scott Nieboer Director September 29, 2008
R. Scott Nieboer

/s/ John A. Oliva Director September 29, 2008
John A. Oliva

[s/ William F. Readdy Director September 29, 2008
William F. Readdy

[s/ Barry A. Williamson Director September 29, 2008
Barry A. Williamson

[s/ Brian K. Harrington Senior Vice President, September 29, 2008
Brian K. Harrington Chief Financial Officer and

Chief Accounting Officer
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