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September 20, 2010
Dear Shareholder:

We will hold our Annual Meeting of Shareholders on October 21, 2010, beginning at 8:00 a.m., local time, at our offices at 201 Riverneck Road,
Chelmsford, Massachusetts 01824. We look forward to your attending the meeting either in person or by proxy, but please note that due to
security procedures you will be required to show a form of picture identification to gain access to our offices. The enclosed notice of meeting,
proxy statement, and proxy card describe the proposals to be acted upon at the meeting.

Please refer to the enclosed proxy statement for detailed information on each of the proposals. Your vote is important. Whether or not you
expect to attend the meeting, your shares should be represented. Therefore, we urge you to complete, sign, date, and promptly return the
enclosed proxy card.

On behalf of the Board of Directors, we would like to express our appreciation for your continued interest in our company.

Sincerely yours,
Mark Aslett,
President, Chief Executive Officer,

and Director

Table of Contents 4



Edgar Filing: MERCURY COMPUTER SYSTEMS INC - Form DEF 14A

Table of Conten
MERCURY COMPUTER SYSTEMS, INC.
201 RIVERNECK ROAD
CHELMSFORD, MA 01824

(978) 256-1300

Notice of Annual Meeting of Shareholders

To Be Held on October 21, 2010

The Annual Meeting of Shareholders of MERCURY COMPUTER SYSTEMS, INC. will be held on Thursday, October 21, 2010, at 8:00 a.m.,
local time, at our offices at 201 Riverneck Road, Chelmsford, Massachusetts 01824, for the following purposes:

1. To elect three Class I directors nominated by the Board of Directors, each to serve for a three-year term and until his successor has
been duly elected and qualified.

2. To approve the amendment and restatement of our 2005 Stock Incentive Plan.

3. To ratify the appointment of KPMG LLP as our independent registered public accounting firm for fiscal year 2011.

4.  To consider and act upon any other business that may properly come before the meeting or any adjournment or postponement of the
meeting.
Proposal Number One relates solely to the election of three Class I directors nominated by the Board of Directors and does not include any other
matters relating to the election of directors, including, without limitation, the election of directors nominated by any Mercury shareholder.

The Board of Directors has fixed the close of business on August 31, 2010, as the record date for the meeting. All shareholders of record on that
date are entitled to notice of and to vote at the meeting.

YOUR VOTE IS IMPORTANT. PLEASE COMPLETE AND RETURN THE ENCLOSED PROXY CARD IN THE ENVELOPE
PROVIDED WHETHER OR NOT YOU INTEND TO BE PRESENT AT THE MEETING IN PERSON. IF YOU ATTEND THE
MEETING, YOU MAY CONTINUE TO HAVE YOUR SHARES VOTED AS INSTRUCTED IN THE PROXY CARD OR YOU MAY
WITHDRAW YOUR PROXY AND VOTE YOUR SHARES IN PERSON.

Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting of Shareholders To Be Held on October 21,
2010: This proxy statement and Annual Report and Form 10-K for our fiscal year ended June 30, 2010, are available at
www.edocumentview.com/MRCY.
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By Order of the Board of Directors

GERALD M. HAINES II

Secretary
Chelmsford, Massachusetts

September 20, 2010
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MERCURY COMPUTER SYSTEMS, INC.
201 RIVERNECK ROAD
CHELMSFORD, MA 01824
(978) 256-1300
QUESTIONS AND ANSWERS ABOUT THESE PROXY MATERIALS AND VOTING
Why am I receiving these materials?

We are mailing this proxy statement, with the accompanying proxy card, to you on or about September 20, 2010, in connection with the
solicitation of proxies by the Board of Directors of Mercury Computer Systems, Inc. ( Mercury ), for the annual meeting of shareholders to be
held on October 21, 2010, and any adjournment or postponement of that meeting. The meeting will be held on Thursday, October 21, 2010,
beginning at 8:00 a.m., local time, at our offices, 201 Riverneck Road, Chelmsford, Massachusetts 01824. You are invited to attend the meeting,
and we request that you vote on the proposals described in this proxy statement. You do not need to attend the meeting in person to vote your
shares. You may simply complete, sign, date, and return your proxy card in order to have your shares voted at the meeting on your behalf.

What am I voting on?

There are three matters scheduled for a vote:

election of three Class I directors, each to serve for a three-year term and until his successor has been duly elected and qualified;

approval of the amendment and restatement of our 2005 Stock Incentive Plan (the 2005 Plan ), including an increase in the aggregate
number of shares authorized for issuance under the 2005 Plan by 1,000,000 shares and the other changes summarized in the
proposal; and

ratification of the appointment of KPMG LLP as our independent registered public accounting firm for fiscal year 2011.
Who can attend and vote at the meeting?

Shareholders of record at the close of business on August 31, 2010, are entitled to attend and vote at the meeting. Each share of our common
stock is entitled to one vote on all matters to be voted on at the meeting, and can be voted only if the record owner is present to vote or is
represented by proxy. The proxy card provided with this proxy statement indicates the number of shares of common stock that you own and are
entitled to vote at the meeting.

What constitutes a quorum at the meeting?

The presence at the meeting, in person or represented by proxy, of the holders of a majority of our common stock outstanding on August 31,
2010, the record date, will constitute a quorum for purposes of the meeting. On the record date, 24,254,627 shares of our common stock were
outstanding. For purposes of determining whether a quorum exists, proxies received but marked abstain and so-called broker non-votes
(described below) will be counted as present.

How do I vote by proxy?

If you properly fill in your proxy card and our transfer agent receives it in time to vote at the meeting, your proxy (one of the individuals named
on your proxy card) will vote your shares as you have directed. No postage is required if your proxy card is mailed in the United States in the
return envelope that has been enclosed with this proxy statement.
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If you sign, date, and return the proxy card but do not specify how your shares are to be voted, then your proxy will vote your shares as
follows:

FOR the election of the nominees for Class I director named below under Proposal 1: Election of Class I Directors;

FOR the approval of the amendment and restatement of our 2005 Plan;

FOR the ratification of the appointment of KPMG LLP as our independent registered public accounting firm for fiscal year
2011; and

in the proxy s discretion as to any other business which may properly come before the meeting or any adjournment or
postponement of the meeting.
How do I vote if my shares are held by my broker?

If your shares are held by your broker in street name, you will need to instruct your broker concerning how to vote your shares in the manner
provided by your broker. If your shares are held in street name and you wish to vote them in person at the meeting, you must obtain from your
broker a properly executed legal proxy identifying you as a Mercury shareholder, authorizing you to act on behalf of the broker at the meeting,
and specifying the number of shares with respect to which the authorization is granted.

What discretion does my broker have to vote my shares held in street name ?

A broker holding your shares in street name must vote those shares according to any specific instructions it receives from you. If specific
instructions are not received, your broker may vote your shares in its discretion, depending on the type of proposal involved. Under applicable
rules, there are certain matters on which brokers may not vote without specific instructions from you, such as the election of directors and the
proposal regarding the amendment and restatement of our 2005 Plan. If such a matter comes before the meeting and you have not specifically
instructed your broker how to vote your shares, your shares will not be voted on that matter, giving rise to what is called a broker non-vote.
Shares represented by broker non-votes will be counted for purposes of determining the existence of a quorum for the transaction of business,
but for purposes of determining the number of shares voting on a particular proposal, broker non-votes will not be counted as votes cast or
shares voting.

Can I change my vote after I return my proxy card?

Yes. You may change your vote at any time before your proxy is exercised. To change your vote, you may:

deliver to our Corporation Secretary a written notice revoking your earlier vote;

deliver to our transfer agent a properly completed and signed proxy card with a later date; or

vote in person at the meeting.
Your attendance at the meeting will not be deemed to revoke a previously delivered proxy unless you clearly indicate at the meeting that you
intend to revoke your proxy and vote in person.

How are votes counted?
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Election of directors. The election of a nominee for director will be decided by a plurality of the votes cast. If you do not vote for a
particular nominee, or you withhold authority for one or all nominees, your vote will have no effect on the outcome of the election.

All other proposals. All of the other proposals at the meeting require the favorable vote of a majority of the votes cast on the matter.
Abstentions and broker non-votes, which are described above, will have no effect on the outcome of voting on these matters.
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How is Mercury soliciting proxies?

We bear the cost of preparing, assembling, and mailing the proxy material relating to the solicitation of proxies by the Board of Directors for the
meeting. In addition to the use of the mails, certain of our officers and regular employees may, without additional compensation, solicit proxies
in person, by telephone, or by other means of communication. We will also request brokerage houses, custodians, nominees, and fiduciaries to
forward copies of the proxy material to those persons for whom they hold shares, and will reimburse those record holders for their reasonable
expenses in transmitting this material.
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PROPOSAL 1: ELECTION OF CLASS I DIRECTORS
Who sits on the Board of Directors?

Our by-laws provide for a Board of Directors of not fewer than three nor more than fifteen directors. Pursuant to Massachusetts law, the Board
of Directors is divided into three classes, with each class consisting, as nearly as may be possible, of one-third of the whole number of the Board
of Directors. The Board of Directors currently consists of eight members, with Dr. Albert P. Belle Isle, Lee C. Steele, and Dr. Richard P.
Wishner serving as Class I directors, Mark Aslett, George W. Chamillard, and William K. O Brien serving as Class II directors, and George K.
Muellner and Vincent Vitto serving as Class III directors.

The terms of the Class I, Class II, and Class III directors expire in 2010, 2011, and 2012, respectively. With the expiration of its respective term,
each class is nominated for election for a subsequent three-year term. We are proposing that the Class I nominees listed below, which include
one incumbent director and two new director nominees, be elected to serve terms of three years and in each case until their successors are duly
elected and qualified or until they sooner die, resign, or are removed.

Dr. Belle Isle and Dr. Wishner, each of whom is currently a Class I director, are not standing for re-election at the annual meeting.
Directors Qualifications and Diversity

The Board of Directors believes that the Board, as a whole, should possess a combination of skills, professional experience, and backgrounds
necessary to oversee the Company s business. In addition, the Board of Directors believes that there are certain attributes that every director
should possess, as reflected in the Board s membership criteria. Accordingly, the Board of Directors and the Nominating and Governance
Committee consider the qualifications of directors and director candidates individually and in the broader context of the Board of Directors
overall composition and the Company s current and future needs.

The Nominating and Governance Committee is responsible for developing and recommending Board of Director membership criteria to the
Board for approval. The criteria include independent and sound judgment, integrity, the ability to commit sufficient time and attention to Board
of Director activities, and the absence of conflicts with the Company s interests. In addition, the Nominating and Governance Committee
periodically evaluates the composition of the Board of Directors to assess the skills and experience that are currently represented on the Board of
Directors as well as the skills and experience that the Board of Directors will find valuable in the future, given the Company s current situation
and strategic plans. While the Nominating and Governance Committee does not have an explicit policy with respect to diversity, it may consider
the Board s diversity of qualifications in terms of industry experience, functional skills, age, governance service on other boards, prior work
experience, educational background, and other important considerations. The Nominating and Governance Committee believes that it is
important that Board of Director members represent diverse viewpoints and perspectives in their application of judgment to company matters.

In evaluating director candidates, and considering incumbent directors for renomination to the Board of Directors, the Nominating and
Governance Committee considers, among other things, each nominee s independence, financial literacy, personal and professional
accomplishments, and experience.
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Recommendation

The Board of Directors recommends a vote FOR the election of the nominees listed below.
Information about the Directors

The persons named as proxies in the accompanying proxy card will vote, unless authority is withheld, for the election of the three Class I
nominees named below. We have no reason to believe that any of the nominees will be unavailable for election. However, if any one of them
becomes unavailable, the persons named as proxies in the accompanying proxy card have discretionary authority to vote for a substitute chosen
by the Board. Any vacancies not filled at the meeting may be filled by the Board.

The following information was provided by the director nominees and by each of the incumbent directors whose term will continue after the
meeting.

Year First
Elected a
Name Age Director Principal Occupation
Class I Directors Nominated for a Term
Ending in 2013:
James K. Bass 53 N/A Mr. Bass has served as a director of TTM Technologies, Inc., a

publicly-traded global printed circuit board manufacturer, since September
2000. From September 2005 to June 2009, Mr. Bass served as the Chief
Executive Officer and a director of Piper Aircraft, Inc., a general aviation
manufacturing company. He served as the Chief Executive Officer and a
director of Suntron Corporation, a provider of high mix electronic
manufacturing services, from its incorporation in May 2001 until May 2005,
and as Chief Executive Officer of EFTC Corporation, a subsidiary of Suntron
Corporation, from July 2000 until April 2001. From 1992 to July 2000, Mr.
Bass was a Senior Vice President of Sony Corporation. Prior to that, Mr. Bass
spent 15 years in various manufacturing management positions at the
aerospace group of General Electric Corporation. Mr. Bass qualifications to
serve on our Board of Directors include his extensive experience in the
technology marketplace, his executive and operational experience as the
Chief Executive Officer of a public company, and his broad experience with
accounting and audit matters for publicly-traded companies.

Michael A. Daniels 64 N/A Mr. Daniels served as Chairman of the Board of Mobile 365, Inc. from May
2005 to November 2006 and served as its Chief Executive Officer from
December 2005 to August 2006. Sybase acquired Mobile 365, Inc. in
November 2006 and renamed it Sybase 365, Inc. Mr. Daniels was a director
of Sybase, a publicly-traded global enterprise software and services company,
from 2007 until its acquisition by SAP in 2010. From December 1986 to May
2004, Mr. Daniels served in a number of senior executive positions at Science
Applications International Corporation (SAIC), a publicly-traded scientific,
technical, and professional services firm, including Sector Vice President
from February 1994 to May 2004. Mr. Daniels served as
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Year First
Elected a

Name Age Director Principal Occupation
Chairman and Chief Executive Officer of Network Solutions, Inc., an internet
company, from March 1995 to June 2000 when Verisign purchased Network
Solutions. From June 2007 to July 2009, Mr. Daniels served on the Board of
Directors of Luna Innovations, a high technology manufacturer. Mr. Daniels
qualifications to serve on our Board of Directors include his extensive
executive experience in the technology industry and experience serving as a
director of public companies, including software and technology companies.

Lee C. Steele 61 2003 Mr. Steele has been a Financial Leadership Partner with Tatum LLC, an
executive services and consulting firm (and a subsidiary of Spherion
Corporation following its acquisition of Tatum in 2010), since 2002. From
2001 to 2002, he was Senior Vice President, Chief Financial Officer, and
Treasurer of ARIAD Pharmaceuticals, Inc., a development stage
biopharmaceuticals firm. From 1994 to 2001, he was Vice President, Chief
Financial Officer, and Treasurer of American Science and Engineering, Inc., a
manufacturer of high-technology security systems and medical devices. Prior
to that, he was a consulting partner with Deloitte & Touche. Mr. Steele is one
of our audit committee financial experts and the Chair of the Audit
Committee. Mr. Steele s qualifications to serve on our Board of Directors
include his strong accounting and financial expertise and his executive
experience as Chief Financial Officer of a publicly-traded company.

Dr. Belle Isle and Dr. Wishner, each of whom is currently a Class I director, are not standing for re-election at the annual meeting.

Year First
Elected a
Name Age Director Principal Occupation
Class II Directors Serving a Term Ending
in 2011:
Mark Aslett 42 2007 Mr. Aslett has served as our President and Chief Executive Officer since

November 2007. Prior to that, he was Chief Operating Officer and Chief
Executive Officer of Enterasys Networks, a public technology company, from
2003 to 2006, and held various positions with Marconi plc and its affiliated
companies, including executive vice president of marketing, vice president of
portfolio management, and president of Marconi Communications North
America, from 1998 to 2002. Mr. Aslett served on the Board of Directors of
Enterasys Networks from 2004 to 2006. He has also held positions at GEC
Plessey Telecommunications, as
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Year First
Elected a
Name Age Director
George W. Chamillard 71 2004
William K. O Brien 66 2008
Year First
Elected a
Name Age Director
Class III Directors Serving a Term Ending
in 2012:
Vincent Vitto 69 2006

Table of Contents

Principal Occupation
well as other telecommunications-related technology firms. Mr. Aslett
provides an insider s perspective in Board discussions about the business and
strategic direction of the Company with his detailed knowledge of the
Company s employees, customers, suppliers, business prospects, and markets.

Mr. Chamillard served as Chairman of the Board of Directors of Teradyne,
Inc., a public company supplying automatic test equipment, from 2000 to his
retirement in 2006, and as a member of the Board of Directors of Teradyne
from 1996 until 2006. Mr. Chamillard served as Chief Executive Officer of
Teradyne from 1997 to 2004, and as President of Teradyne from 1996 to

2003. Prior to being named as President of Teradyne, Mr. Chamillard served
in various executive capacities at Teradyne. Mr. Chamillard s qualifications to
serve on our Board of Directors include his years of executive experience in
the technology industry, including being the Chairman and Chief Executive
Officer of a public technology company.

Mr. O Brien served as Executive Chairman at Enterasys Networks, a public
technology company, from 2003 until his retirement in 2006. He served as
Chief Executive Officer of Enterasys from 2002 to 2004, and as a member of
the Board of Directors of Enterasys from 2002 to 2006. Prior to working at
Enterasys, he worked for PricewaterhouseCoopers where he held several
different senior management positions. Mr. O Brien had over 33 years of
experience in auditing and professional services while at
PricewaterhouseCoopers. He has been a director of Virtusa Corporation, a
publicly-traded company, since 2008. Mr. O Brien is one of our audit
committee financial experts.
of Directors include his executive experience in the technology industry,
including being the Chairman and Chief Executive Officer of a public
technology company, and his strong accounting and financial expertise.

Principal Occupation

Mr. Vitto served as President and Chief Executive Officer of The Charles
Stark Draper Laboratory, Inc., a research and development laboratory, from
1997 to his retirement in 2006. Prior to that, he spent 32 years of
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Name

George K. Muellner

Table of Contents

Age

67

Year First

Elected a

Director

2010

Principal Occupation
increasing responsibility at MIT Lincoln Laboratory, a research and
development laboratory, rising to Assistant Director for Surface Surveillance
and Communications. Mr. Vitto s qualifications to serve on our Board of
Directors include his exceptional understanding of defense technology,
particularly related to surveillance and communications, and experience
managing major defense research laboratories.

Mr. Muellner served as the president of Advanced Systems for the Integrated
Defense Systems business unit of The Boeing Company, responsible for
developing advanced cross-cutting concepts and technologies, and executing
new programs, until his retirement in February 2008. Prior to this assignment,
he was vice president-general manager of Air Force Systems at Boeing since
July 2002. He joined Boeing in 1998. Prior to that, he served 31 years in the
U.S. Air Force, retiring as a lieutenant general from the position of principal
deputy for the Office of the Assistant Secretary of the Air Force for
Acquisition in Washington, D.C. A highly decorated veteran, Mr. Muellner
spent most of his career as a fighter pilot and fighter weapons instructor, test
pilot, and commander. Mr. Muellner s qualifications to serve on our Board of
Directors include his executive experience with defense contracting, his
military experience in the Company s target defense market, and his
knowledge of defense and aerospace technology.
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CORPORATE GOVERNANCE
Independence

The Board of Directors has determined that a majority of the members of the Board should consist of independent directors, determined in
accordance with the applicable listing standards of the NASDAQ Global Select Market as in effect from time to time. Directors who are also
Mercury employees are not considered to be independent for this purpose. For a non-employee director to be considered independent, he or she
must not have any direct or indirect material relationship with Mercury. A material relationship is one which, in the opinion of the Board, would
interfere with the exercise of independent judgment in carrying out the responsibilities of a director. In determining whether a material
relationship exists, the Board considers, among other things, the circumstances of any direct compensation received by a director or a member of
a director s immediate family from Mercury, any professional relationship between a director or a member of a director s immediate family and
Mercury s outside auditors, any participation by a Mercury executive officer in the compensation decisions of other companies employing a
director or a member of a director s immediate family as an executive officer, and commercial relationships between Mercury and other entities
with which a director is affiliated (as an executive officer, partner, or controlling shareholder). In addition, the Board has determined that
directors who serve on the Audit Committee must qualify as independent under the applicable rules of the Securities and Exchange Commission
( SEC ), which limit the types of compensation an Audit Committee member may receive directly or indirectly from Mercury and require that
Audit Committee members not be affiliated persons of Mercury or its subsidiaries.

Consistent with these considerations, the Board has determined that all of the members of the Board are independent directors, except
Mr. Aslett, who is also a Mercury executive officer. The Board has also determined that Mr. Bass and Mr. Daniels are independent in
accordance with applicable NASDAQ listing standards.

How are nominees for the Board selected?

Our Nominating and Governance Committee is responsible for identifying and recommending nominees for election to the Board. The
committee will consider nominees recommended by a shareholder if the shareholder submits the nomination in compliance with applicable
requirements. The committee did not receive any shareholder nominations for election of directors at this year s meeting. With respect to the
nominees for Class I director standing for election at the meeting: (1) Mr. Steele was most recently re-elected as a Class I director at the special
meeting in lieu of the 2007 annual meeting of shareholders and; (2) Mr. Bass and Mr. Daniels have each been nominated for election as a Class I
director by the Board upon the recommendation of the Nominating and Governance Committee. The Nominating and Governance Committee
conducted a director search with the assistance of an independent director search firm, and Mr. Bass and Mr. Daniels were identified to the
Nominating and Governance Committee in connection with this director search process.

When considering a potential candidate for membership on the Board, the Nominating and Governance Committee will consider any criteria it
deems appropriate, including, among other things, the experience and qualifications of any particular candidate as well as such candidate s past
or anticipated contributions to the Board and its committees. At a minimum, each nominee is expected to have high personal and professional
integrity and demonstrated ability and judgment, and to be effective, with the other directors, in collectively serving the long-term interests of
our shareholders. In addition to these minimum qualifications, when considering potential candidates for the Board, the committee seeks to
ensure that the Board is comprised of a majority of independent directors and that the committees of the Board are comprised entirely of
independent directors. The committee may also consider any other standards that it deems appropriate, including whether a potential candidate
has direct experience in our industry and whether such candidate, if elected, would assist in achieving a mix of directors that represents a
diversity of backgrounds and experiences. In practice, the committee generally will evaluate and consider all candidates recommended by our
directors, officers, and shareholders. The committee intends to consider shareholder recommendations for directors using the same criteria that
would be used with potential nominees recommended by members of the committee or others.
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Shareholders who wish to submit director candidates for consideration should send such recommendations to our Corporation Secretary at our
executive offices not fewer than 120 calendar days prior to the first anniversary of the date on which our proxy statement for the prior year was
released. Such recommendations must include the following information:

the name and address of record of the shareholder submitting the recommendation;

a representation that the shareholder is a record holder of our common stock, or if the shareholder is not a record holder, evidence of
ownership in accordance with Rule 14a-8(b)(2) under the Securities Exchange Act of 1934, as amended (the Exchange Act );

the name, age, business address, residential address, educational background, current principal occupation or employment, and
principal occupation or employment for the preceding five full fiscal years of the proposed director candidate;

a description of the qualifications of the proposed director candidate that address the minimum qualifications described above;

a description of all arrangements or understandings between the shareholder and the proposed director candidate; and

the consent of the proposed director candidate to be named in the proxy statement and to serve as a director if elected.
Shareholders must also submit any other information regarding the proposed director candidate that is required to be included in a proxy
statement filed pursuant to SEC rules. See also the information contained elsewhere in this proxy statement under the heading Shareholder
Proposals for the 2011 Annual Meeting.

Can I communicate with Mercury s directors?

Yes. Shareholders who wish to communicate with the Board or with a particular director may send a letter to Mercury Computer Systems, Inc.,
201 Riverneck Road, Chelmsford, Massachusetts 01824, attention: Corporation Secretary. The mailing envelope should contain a clear notation
that the enclosed letter is a Shareholder-Board Communication or Shareholder-Director Communication. All such letters should clearly state
whether the intended recipients are all members of the Board or certain specified individual directors. Our Corporation Secretary will make

copies of all such letters and circulate them to the appropriate director or directors.

What committees has the Board established?

The Board of Directors has standing Audit, Compensation, and Nominating and Governance Committees. As described above under the heading

Independence, all of the members of the Audit, Compensation, and Nominating and Governance Committees are deemed to be independent
directors. Each of these committees acts under a written charter, copies of which can be found on our website at www.mc.com on the Investor
Relations page (which appears under the heading About Us ) under Corporate Governance.

Audit Committee

The Audit Committee assists the Board in its oversight of management s conduct of our accounting and financial reporting processes, including
by providing oversight with respect to the financial reports and other financial information provided by our systems of internal accounting and
financial controls, and the annual audit of our financial statements. The Audit Committee also reviews the qualifications, independence, and
performance of our independent registered public accounting firm, pre-approves all audit and non-audit services provided by such firm and its
fees, and discusses with management and our independent registered public accounting firm the quality and adequacy of our internal control
over financial reporting. The Audit Committee
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is directly responsible for the appointment, compensation, retention, and oversight of the work of our independent registered public accounting
firm, which reports directly to the Audit Committee. The Audit Committee also is responsible for reviewing and approving related-person
transactions in accordance with our Code of Business Conduct and Ethics and the Audit Committee charter.

During fiscal year 2010, the members of the Audit Committee were Mr. Steele (Chairman), Dr. Belle Isle, and Mr. O Brien. The Board has
determined that each of Mr. Steele and Mr. O Brien qualifies as an audit committee financial expert under SEC rules.

Compensation Committee

The Compensation Committee is responsible for:

setting the compensation of our executive officers;

reviewing and approving employment agreements, consulting arrangements, severance or retirement arrangements, and
change-in-control arrangements or provisions covering any of our current or former executive officers;

overseeing the administration of our equity-based and other long-term incentive plans;

exercising any fiduciary, administrative, or other function assigned to the committee under any of our health, benefit, or welfare
plans, including our 401(k) retirement savings plan; and

reviewing the compensation and benefits for non-employee directors and making recommendations for any changes to our Board.
All of the independent directors on the Board annually review and approve our CEO s corporate financial and individual management-by-results
( MBR ) performance objectives, and evaluate the CEO s performance in light of those goals and objectives. Based on the foregoing, the
Compensation Committee sets the CEO s compensation, including salary, target bonus, bonus and over-achievement payouts, and equity-based
compensation, and any other special or supplemental benefits, which is then subject to ratification by a majority of the independent directors on
our Board. Our CEO annually evaluates the contribution and performance of our other executive officers and provides input to the
Compensation Committee, and the Compensation Committee sets their compensation. Our Senior Vice President, Human Resources, and the
Compensation Committee s compensation consultant also make recommendations to the Compensation Committee regarding compensation for
our executives.

The Compensation Committee may delegate to the CEO the authority to grant equity awards under the 2005 Plan to individuals who are not
subject to the reporting and other requirements of Section 16 of the Exchange Act or covered employees within the meaning of Section 162(m)
of the Internal Revenue Code of 1986, as amended (the Code ). The Compensation Committee may also delegate the administration of the health,
benefit, and welfare plans within the scope of its oversight to our corporate benefits and finance departments and to outside service providers, as
appropriate.

Our Senior Vice President, Human Resources, and the Compensation Committee s compensation consultant provide input to the Compensation
Committee regarding compensation for non-employee directors. The Compensation Committee then recommends any changes in the
compensation and benefits for non-employee directors to the full Board for its consideration and approval.

The Compensation Committee is authorized to obtain advice and assistance from independent compensation consultants, outside legal counsel,
and other advisors as it deems appropriate, at our expense. The Compensation Committee has engaged Aon Consulting/Radford ( Radford ) since
2005 to assist the committee in applying our compensation philosophy for our executive officers and non-employee directors, analyzing current
compensation conditions in the marketplace generally and among our peers specifically, and assessing the competitiveness and
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appropriateness of compensation levels for our executive officers. Representatives of Radford periodically attend meetings of the Compensation
Committee, both with and without members of management present, and interact with members of our human resources department with respect
to its assessment of the compensation for our executive officers. In addition, at the direction of the Compensation Committee, Radford may
assist management in analyzing the compensation of our non-executive employees. For fiscal year 2010, Radford s services were limited to
providing compensation survey data for non-employee directors, executives, and non-executive employees.

During fiscal year 2010, the members of the Compensation Committee were Mr. Chamillard (Chairman), Dr. Wishner, and Mr. Vitto.
Nominating and Governance Committee

The Nominating and Governance Committee assists the Board in identifying individuals qualified to become Board members, and recommends
to the Board persons to be nominated for election as directors by the shareholders at the annual meeting of shareholders or by the Board to fill
vacancies. The committee has recommended the nominees for election at the meeting. In addition, the committee oversees the process by which
the Board assesses its effectiveness. During fiscal year 2010, the members of the Nominating and Governance Committee were Mr. O Brien
(Chairman) (effective October 21, 2009), Dr. Belle Isle (through October 21, 2009), Dr. Wishner (through October 21, 2009), Mr. Johnsen
(through January 4, 2010), Mr. Steele, and Mr. Vitto (effective October 21, 2009).

How often did the Board and committees meet in fiscal year 2010?

The Board of Directors met seven times during fiscal year 2010. The Audit, Compensation, and Nominating and Governance Committees met
fifteen, nine, and six times, respectively, during fiscal year 2010. All of the directors attended at least 75% of the meetings of the Board of
Directors and committees of the Board on which they served.

Our independent directors regularly meet in executive sessions outside the presence of management. The independent directors met four times
during the last fiscal year in executive session without management present. All meetings, or portions of meetings, of the Board at which only
independent directors were present were presided over by Mr. Johnsen, our former Chairman of the Board, through January 4, 2010, and by
Mr. Vitto, our current Chairman of the Board, effective January 5, 2010.

Does Mercury have a policy regarding director attendance at annual meetings of the shareholders?

Directors are strongly encouraged to attend the annual meeting of shareholders, or special meeting in lieu thereof; however, we do not have a
formal policy with respect to attendance at shareholder meetings. All of the directors then in office attended the 2009 annual meeting of
shareholders.

Does Mercury have stock ownership guidelines for directors?

Each non-employee director is expected to own or control, directly or indirectly, 8,000 shares of Mercury common stock within four years of
first becoming a non-employee director, or within four years of April 22, 2009, whichever is later. Each non-employee director is expected to
retain such investment as long as he is a non-employee director. Exceptions to this stock ownership guideline may be approved from time to
time by the Board as it deems necessary to address individual circumstances.

Does Mercury have a Code of Business Conduct and Ethics?

Yes. We have adopted a Code of Business Conduct and Ethics applicable to our officers, directors, and employees. This code is posted on our
website at www.mc.com on the Investor Relations page (which appears
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under the heading About Us ) under Corporate Governance. We intend to satisfy our disclosure requirements regarding any amendment to, or
waiver of, a provision of our Code of Business Conduct and Ethics by disclosing such matters on our website. Shareholders may request a copy

of our Code of Business Conduct and Ethics free of charge by writing to Mercury Computer Systems, Inc., 201 Riverneck Road, Chelmsford,
Massachusetts 01824, attention: Corporation Secretary.

Does Mercury have a written policy governing related-person transactions?

Yes. We have adopted a written policy which provides for the review and approval by the Audit Committee of transactions involving Mercury in
which a related person is known to have a direct or indirect interest and that are required to be reported under Item 404(a) of Regulation S-K
promulgated by the SEC. For purposes of this policy, a related person includes: (1) any of our directors, director nominees, or executive officers;
(2) any known beneficial owner of more than 5% of any class of our voting securities; or (3) any immediate family member of any of the
foregoing. In situations where it is impractical to wait until the next regularly scheduled meeting of the committee or to convene a special
meeting of the committee, the chairman of the committee has been delegated authority to review and approve related-person transactions.
Transactions subject to this policy may be pursued only if the Audit Committee (or the chairman of the committee acting pursuant to delegated
authority) determines in good faith that, based on all the facts and circumstances available, the transactions are in, or are not inconsistent with,
the best interests of Mercury and our shareholders.

How Does the Board of Directors Exercise Its Oversight of Risk?

Our Chief Executive Officer and senior management are principally responsible for risk identification, management, and mitigation. Our senior
management engages in an enterprise risk management ( ERM ) process each fiscal year, which process consists of an annual assessment of risks
and an ongoing review of risk mitigation efforts and assessment of new risk developments. At regularly scheduled Board meetings, our Manager
of Internal Audit reviews the key risks identified in the ERM process and management s plans for mitigating such risks. Our directors have the
opportunity to evaluate such risks and mitigation plans, to ask questions of management regarding those risks and plans, and to offer their ideas
and insights to management as to these and other perceived risks and the implementation of risk mitigation plans.

In addition to discussions at regular Board meetings, the Audit Committee focuses on risks related to accounting, internal controls, financial and
tax reporting, and related-party transactions, the Compensation Committee focuses on risks associated with our executive compensation policies
and practices, and the Nominating and Governance Committee focuses on risks associated with non-compliance with SEC and NASDAQ
requirements for director independence and the implementation of our corporate governance policies.

How is the Leadership of the Board of Directors Structured and How Does this Leadership Structure Impact Risk Oversight?

Our Board Policy provides that the Chairman of the Board will be elected from among the independent directors, barring the Board s specific
determination otherwise. If, in its judgment the Board determines that election of a non-independent Chairman would best serve the Company at
a particular time, such a Chairman would be excluded from executive sessions of the independent directors. In such case, a Lead Independent
Director, as appointed from time to time, would preside over executive sessions and would perform such other duties as might be determined
from time to time by the Board.

Prior to his retirement from the Board in 2008, the founder of our Company served as the Chairman of the Board and an independent director
served as a Lead Director to preside over executive sessions of the independent directors. Following the founder s retirement as Chairman in
2008, the Board has elected an independent director as Chairman. The Board has determined that having a separate Chairman and Chief
Executive Officer is the most appropriate leadership structure for the Board of Directors at this time. However,
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the roles of Chairman and CEO may be filled by the same or different individuals. This allows the Board of Directors flexibility to determine
whether the two roles should be combined in the future based upon the Company s needs and the Board of Directors assessment of the Company s
leadership from time to time.

As discussed above, our Chief Executive Officer and senior management are principally responsible for risk identification, management, and
mitigation through our ERM process. Our Chairman of the Board is responsible for providing leadership for the Board, including the Board s
evaluation of management s ERM process.

Do Our Compensation Programs Create a Reasonable Likelihood of Material Adverse Effects for the Company?

Our general employee compensation programs are substantially less weighted towards incentive compensation and equity awards than those for
our executive officers. While managers below the executive officers do have incentive compensation tied to Company performance, and do
receive equity awards in the form of stock options or restricted stock, the relative weight of their fixed salary compensation is much greater than
for the executive officers. While some sales personnel are heavily dependent on sales-based commissions, the terms on which they may make
sales are controlled by business unit managers and corporate-level revenue recognition procedures.

Although any compensation program can create incentives that may prove to be inappropriate to future circumstances, or that may encourage
behavior that proves to be risky for the organization, the Compensation Committee believes that our programs, for both executives and other
employees, do not create a reasonable likelihood of material adverse effects for the Company. In reaching this conclusion, the Compensation
Committee has considered the following:

Our compensation program consists of both fixed and variable components. The fixed portion (i.e., base salary) provides a steady
income to our employees regardless of the performance of our company or stock price. The variable portion (i.e., annual company
bonus and equity awards) is based upon company and stock price performance. This mix of compensation is designed to motivate
our employees, including our executive officers, to produce superior short- and long-term corporate performance without taking
unnecessary or excessive risks to the detriment of important business metrics.

For the variable portion of compensation, the executive bonus program is an annual program that is focused on profitability while the
equity program generally grants awards that have a four year service-based vesting period and is focused on stock price performance.
We believe that these programs provide a check on excessive risk taking because to inappropriately benefit one would be a detriment
to the other. In addition, we prohibit all our executive officers from short selling Mercury stock or from buying or selling puts, calls,
or other derivative securities related to Mercury stock. By prohibiting such hedging transactions our executives cannot insulate
themselves from the effects of poor stock performance.

In order for any employee, including our executive officers, to be eligible for the corporate financial performance element of our
annual bonus program, our company must first achieve a certain level of profitability that is established annually by the
Compensation Committee (we refer to this metric as operating income ). We believe that focusing on profitability rather than other
measures encourages a balanced approach to company performance and emphasizes consistent behavior across the organization.

Our annual bonus program is capped, which we believe mitigates excessive risk taking by limiting bonus payouts even if our
company dramatically exceeds its operating income target. In addition, 50% of over-achievement awards are banked and paid out
over a multi-year period, with the executive forfeiting his banked award if he is not an employee of the Company on the date the
award is scheduled to be paid unless he dies or leaves for good reason (as defined in the plan).
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Our annual bonus program has been structured around attaining a certain level of profitability for several years and we have seen no
evidence that it encourages unnecessary or excessive risk taking.
The calculation of our operating income target is defined annually by our Compensation Committee and is designed to keep it from being
susceptible to manipulation by any employee, including our named executive officers.
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DIRECTOR COMPENSATION
How are the directors compensated?

The Compensation Committee performs an annual review of non-employee director compensation. Our director compensation philosophy is to
provide our non-employee directors with competitive compensation. Our compensation philosophy is intended to offer compensation that
attracts highly qualified non-employee directors and retain the leadership and skills necessary to build long-term shareholder value. We target
non-employee director compensation between the 50" and 75" percentiles compared to peer companies.

Directors who are also our employees receive no additional compensation for serving on the Board of Directors. Each non-employee director
receives an annual retainer of $55,000. In addition, the Chairman of the Board receives an additional annual retainer of $25,000, the chairman of
the Audit Committee receives an additional annual retainer of $15,000, the chairman of the Compensation Committee receives an additional
annual retainer of $12,000, and the chairman of the Nominating and Governance Committee receives an additional annual retainer of $6,000. All
of these retainers are paid in cash in quarterly installments. Directors are also reimbursed for their reasonable expenses incurred in connection
with attendance at Board and committee meetings.

New non-employee directors are granted (i) stock options to purchase 15,000 shares of common stock and (ii) 10,000 shares of restricted stock
in connection with their initial election to the Board. These awards vest as to 50% of the shares covered by the award on each of the first two
anniversaries of the date of grant, and the stock options expire seven years after the date of grant. Non-employee directors may also receive
annual equity awards at the discretion of the Board. Currently, non-employee directors receive annual stock option awards to purchase 8,000
shares and restricted stock awards for 5,333 shares. These awards vest as to 50% of the shares covered by the award on the date of grant and as
to the remaining covered shares on the first anniversary of the date of grant, and the stock options expire seven years after the date of grant. All
of such awards immediately vest upon the occurrence of a change in control of Mercury.

How were the non-employee directors compensated for fiscal year 2010?
The compensation paid to the non-employee members of the Board of Directors with respect to fiscal year 2010 was as follows:

Director Compensation Fiscal Year 2010

Option Restricted Stock

Name Fees Earned Awards($)(1) Awards(2) Total

Dr. Albert P. Belle Isle $ 58,000 $ 57,336 $ 55,517 $ 170,853
George W. Chamillard 67,000 57,336 55,517 179,853
Russell K. Johnsen(3) 40,000 57,336 55,517 152,853
William K. O Brien 58,000 57,336 55,517 170,853
Lee C. Steele 70,000 57,336 55,517 182,853
Vincent Vitto(4) 67,500 57,336 55,517 180,353
Dr. Richard P. Wishner 55,000 57,336 55,517 167,853

(1) This column represents the grant date fair value of stock option awards for fiscal year 2010 in accordance with FASB ASC Topic 718. The
grant date fair value of the stock option awards granted to non-employee directors in fiscal year 2010 has been calculated using the
Black-Scholes option pricing model, based on the following assumptions: (a) expected life of option equal to 5 years; (b) expected
risk-free interest rate of 2.38%, which is equal to the U.S. Treasury yield curve in effect at the time of grant for instruments with a similar
expected life; (c) expected stock volatility of 87%; and (d) expected dividend yield of 0%.
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(2) This column represents the grant date fair value of restricted stock awards for fiscal year 2010 in accordance with FASB ASC Topic 718.
The grant date fair value of the restricted stock awards granted to non-employee directors in fiscal year 2010 has been calculated by
multiplying the number of shares granted by the closing price of our common stock as reported on the NASDAQ Global Select Market on
the date of grant.

(3) Mr. Johnsen resigned as a director and Chairman of the Board effective January 4, 2010. The grant date fair value of Mr. Johnsen s option
awards and restricted stock awards does not reflect the forfeiture of half of such awards upon his resignation as a director.

(4) Mr. Vitto was elected as Chairman of the Board effective January 5, 2010.
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PROPOSAL 2: APPROVAL OF AMENDMENT AND RESTATEMENT OF
MERCURY COMPUTER SYSTEMS, INC. 2005 STOCK INCENTIVE PLAN

At a meeting on September 14, 2010, the Board adopted, subject to the approval of our shareholders, an amendment and restatement of our 2005
Stock Incentive Plan (the 2005 Plan ). The amendment and restatement increases the aggregate number of shares authorized for issuance under
the 2005 Plan by 1,000,000 shares and includes such other changes as are summarized below. The anticipated future grants under the 2005 Plan
are for (i) annual grants to non-employee directors, executives, and key employees, (ii) new executives and key employees joining our existing
business (i.e., other than in connection with acquisitions), and (iii) new executives and key employee joining us through or in connection with
acquisition transactions.

Basis for Request for Additional Shares

In fiscal year 2010, we shifted our business focus away from our recent turnaround activities and toward growing the business organically and
through acquisitions. We improved our working capital position, refreshed the product portfolio, developed a strong position in the intelligence,
surveillance, and reconnaissance market that we believe will continue to grow, and grew our services and systems integration business. Fiscal
year 2011 and beyond is about growth, both organic growth and inorganic growth through acquisitions. We are requesting additional shares for
the plan both for recognition and retention awards to help run our business on an organic basis and to have flexibility to provide incentives to
new executives and key employees obtained through or in connection with acquisitions.

While the additional shares will provide us with flexibility for planning purposes, we are cognizant of our current burn-rate commitments which
cover fiscal years 2011 and 2012. Those commitments are discussed below, and they impose a limit on the number of shares we can issue during
our current fiscal year and the following fiscal year.

Burn-Rate Commitments

In October 2008, in order to address potential shareholder concerns regarding the number of options or stock awards we could grant in a given
year, the Board committed to our shareholders to limit the average annual volume of stock-based awards over a three-year period. Specifically,
the Board committed that for fiscal years 2009 through 2011, we would limit grants of shares subject to options or stock awards to employees or
non-employee directors, such that the annual average number of shares granted over such three-year period would not exceed 4.8% of the
average number of shares of our common stock that were outstanding at the end of each of such three fiscal years.

In September 2009, the Board further committed to our shareholders that for fiscal years 2010 through 2012, we would limit grants of shares
subject to options or stock awards to employees or non-employee directors, such that the annual average number of shares granted over such
three-year period would not exceed 5.52% of the average number of shares of our common stock that were outstanding at the end of each of
such three fiscal years.

As in prior years, the burn-rate limitations discussed above do not apply to awards settled in cash as opposed to the delivery of shares of our
common stock, awards under plans assumed in acquisitions, and issuances under tax-qualified employee stock purchase plans and certain other
tax-qualified plans. For purposes of calculating the number of shares granted in a fiscal year with respect to these commitments, stock awards
have counted as equivalent to 1.5 option shares.

In connection with the approval by shareholders of this amendment and restatement of the 2005 Plan, the Board will commit to our shareholders
that we will continue to satisfy our burn-rate commitments as discussed above with the exception that the burn-rate limitations will no longer
apply in the specific circumstances described below. Specifically, shares under awards issued in the one-year period following the closing of an
acquisition (whether completed as a stock purchase, a merger, an asset purchase, or another form of acquisition
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transaction) to attract and retain the following employees shall not count toward the calculation of our burn rate: (i) new employees to Mercury
that were employees of the acquired business and (ii) new employees to the acquired business (or the operations of the acquired business after its
integration into Mercury) that are hired within one year of the acquisition closing. The exclusion of acquisition-related grants from the burn rate
calculation shall not apply to any grants to employees who are on the payroll of Mercury or its affiliates prior to the closing of such acquisition.

We believe we may need the flexibility to create incentive and retention grants for new employees to successfully integrate acquired companies,
business, or assets, and this adjustment to the burn-rate limitations is intended to provide such flexibility.

Other Changes

In order to limit the amount of shareholder value that can be transferred through restricted stock awards, we have amended the 2005 Plan such
that the grant of any award other than an option or stock appreciation right will reduce the number of shares of common stock available for
issuance under the plan by 1.77 shares of common stock for each share actually subject to the award, instead of the 1.36 shares of common stock
as previously provided in the plan. This has the effect of reducing the total value and number of shares of restricted stock that we can issue under
the 2005 Plan.

Available Shares

As of August 31, 2010, there were 1,758,648 shares available for future grants under the 2005 Plan. Also as of that date, there were total options
to purchase an aggregate of 2,583,687 shares outstanding under our equity compensation plans, with a weighted average exercise price of $13.75
and a weighted remaining contractual term of 4.60 years. That total option number includes exercisable options to purchase an aggregate of
1,922,545 shares, with a weighted average exercise price of $15.42 and a weighted remaining contractual term of 4.33 years. In addition, as of
August 31, 2010, 1,263,603 restricted stock awards were outstanding, which restricted shares are included in the 24,254,627 shares outstanding
as of such date.

In order to be able to make future grants, the Board has amended the 2005 Plan to increase the number of shares authorized for issuance under
the 2005 Plan by an additional 1,000,000 shares. Based solely on the closing price of our common stock as reported on the NASDAQ Global
Select Market on August 31, 2010 ($11.07 per share), the maximum aggregate market value of the additional 1,000,000 shares that could
potentially be issued under the 2005 Plan is $11,070,000. If the shareholders approve the proposed amendment and restatement of the 2005 Plan,
the additional shares to be issued under the 2005 Plan will be authorized but unissued shares.

Summary of the Amended and Restated 2005 Plan

The following is a summary of certain major features of amended and restated 2005 Plan. This summary is subject to the specific provisions
contained in the full text of the amended and restated 2005 Plan, which is attached as Appendix A to this proxy statement.

Plan Administration. The Compensation Committee has full power to select, from among the individuals eligible for awards, the individuals to
whom awards will be granted, to make any combination of awards to participants, and to determine the specific terms and conditions of each
award, subject to the provisions of the 2005 Plan. The Compensation Committee may delegate to our CEO or any other executive officers the
authority to grant awards at fair market value to employees who are not subject to the reporting and other provisions of Section 16 of the
Exchange Act.

Eligibility and Limitations on Grants. Persons eligible to participate in the 2005 Plan will be those full or part-time officers, employees,
non-employee directors, and other key persons (including consultants and prospective officers) of Mercury and its subsidiaries as selected from
time to time by the Compensation Committee. As of August 31, 2010, approximately 535 individuals were eligible to participate in the 2005
Plan.

19

Table of Contents 30



Edgar Filing: MERCURY COMPUTER SYSTEMS INC - Form DEF 14A

Table of Conten

The maximum award of stock options or stock appreciation rights granted to any one individual will not exceed 500,000 shares of common

stock (subject to adjustment for stock splits and similar events) for any calendar year period. If any award of restricted stock or deferred stock
granted to an individual is intended to qualify as performance-based compensation under Section 162(m) of the Code, then the maximum award
shall not exceed 300,000 shares of common stock (subject to adjustment for stock splits and similar events) to any one such individual in any
performance cycle. The performance criteria for performance grants are set forth in the 2005 Plan.

Effect of Grants. The grant of any award other than an option or a stock appreciation right will reduce the number of shares of common stock
available for issuance under the 2005 Plan by 1.77 shares of common stock for each such share actually subject to the award and will be deemed
as an award of 1.77 shares of common stock for each such share actually subject to the award. The grant of an option or a stock appreciation
right will be deemed as an award of one share of common stock for each such share actually subject to the award.

Stock Options. The 2005 Plan permits the granting of (1) options to purchase common stock intended to qualify as incentive stock options under
Section 422 of the Code and (2) options that do not so qualify. Options granted under the 2005 Plan will be non-qualified options if they fail to
qualify as incentive options or exceed the annual limit on incentive stock options. Non-qualified options may be granted to any persons eligible
to receive incentive options and to non-employee directors and key persons. The option exercise price of each option will be determined by the
Compensation Committee but may not be less than 100% of the fair market value of the common stock on the date of grant. The amended and
restated 2005 Plan provides for 5,092,264 shares that can be granted in the form of incentive stock options.

The term of each option will be fixed by the Compensation Committee and may not exceed seven years from the date of grant. The
Compensation Committee will determine at what time or times each option may be exercised. Options may be made exercisable in installments
and the exercisability of options may be accelerated by the Compensation Committee. Options may be exercised in whole or in part with written
notice to Mercury.

Upon exercise of options, the option exercise price must be paid in full (1) in cash, by certified or bank check, or other instrument acceptable to
the Compensation Committee, (2) by delivery (or attestation to the ownership) of shares of common stock that are beneficially owned by the
optionee, or (3) subject to applicable law, by a broker pursuant to irrevocable instructions to the broker from the optionee.

To qualify as incentive options, options must meet additional federal tax requirements, including a $100,000 limit on the value of shares subject
to incentive options that first become exercisable by a participant in any one calendar year.

Stock Appreciation Rights. The Compensation Committee may award a stock appreciation right either as a freestanding award or in tandem with
a stock option. The Compensation Committee may award stock appreciation rights subject to such conditions and restrictions as the
Compensation Committee may determine, provided that (1) upon exercise of a stock appreciation right granted in tandem with an option, the
applicable portion of any related option shall be surrendered, and (2) stock appreciation rights granted in tandem with options are exercisable at
such time or times and to the extent that the related stock options are exercisable. The term of each stock appreciation right may not exceed
seven years.

Restricted Stock. The Compensation Committee may award shares of common stock to participants subject to such conditions and restrictions as
the Compensation Committee may determine. These conditions and restrictions may include the achievement of certain performance goals (as
summarized below) and/or continued employment with Mercury through a specified restricted period. However, in the event awards made to
employees have a performance-based goal, the restriction period will be at least one year, and in the event any awards made to employees have a
time-based restriction, the restriction period will be at least three years, but vesting can occur incrementally over the three-year period.
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Deferred Stock Awards. The Compensation Committee may award phantom stock units as deferred stock awards to participants. Deferred stock
awards are ultimately payable in the form of shares of common stock and may be subject to such conditions and restrictions as the
Compensation Committee may determine. These conditions and restrictions may include the achievement of certain performance goals (as
summarized below) and/or continued employment with Mercury through a specified vesting period. However, in the event awards made to
employees have a performance-based goal, the restriction period will be at least one year, and in the event any awards have a time-based
restriction, the restriction period will be at least three years, but vesting can occur incrementally over the three-year period. In the Compensation
Committee s sole discretion and subject to the participant s compliance with the procedures established by the Compensation Committee and
requirements of Section 409A of the Code, it may permit a participant to make an advance election to receive a portion of his or her future cash
compensation otherwise due in the form of a deferred stock award.

Performance-Based Awards. To ensure that certain awards granted under the 2005 Plan, including awards of restricted stock and deferred stock,
toa covered employee (as defined in the Code) qualify as performance-based compensation under Section 162(m) of the Code, the 2005 Plan
provides that the Compensation Committee may require that the vesting of such awards be conditioned on the satisfaction of one or more of the
performance criteria stated above. Subject to adjustments for stock splits and similar events, the maximum award of restricted stock or deferred
stock (or combination thereof) granted to any one individual that is intended to qualify as performance-based compensation under

Section 162(m) of the Code will not exceed 300,000 shares of common stock (subject to adjustments for stock splits and similar events) for any
performance cycle.

Detrimental Activity. The Compensation Committee may cancel, rescind, suspend, or otherwise limit any award to a participant if the participant
engages in detrimental activities, including rendering services to a competitor of Mercury, disclosing confidential information without
permission, refusing to assign inventions to Mercury, soliciting employees or customers of Mercury, engaging in an activity that results in a
termination for cause, materially violating any internal policies of Mercury, or being convicted of, or pleading guilty to, a crime.

Tax Withholding. Participants in the 2005 Plan are responsible for the payment of any federal, state, or local taxes that we are required by law to
withhold upon any option exercise or vesting of other awards. Subject to approval by the Compensation Committee, participants may elect to
have the minimum tax withholding obligations satisfied either by authorizing us to withhold shares of common stock to be issued pursuant to an
option exercise or other award, or by transferring to us shares of common stock having a value equal to the amount of such taxes. Effective
May 1, 2010, the Compensation Committee discontinued the net share settlement practice for settling restricted stock awards.

Change in Control Provisions. The 2005 Plan provides that, if there is a change in control of Mercury that is approved by the Board of
Directors:

For awards with grant dates prior to November 17, 2008, if the grantee has a minimum of six months of service, 50% of such
grantee s unvested awards will become vested and immediately exercisable upon consummation of the change in control.

For awards with grant dates on or after November 17, 2008, if the grantee has a minimum of six months of service and within six
months of the consummation of the change in control, the grantee s employment is involuntarily terminated by us for reasons other

than for cause or the grantee resigns for good reason , 50% of such grantee s unvested awards will become vested and immediately
exercisable. If, in connection with the change in control, awards granted under the 2005 Plan are cancelled or otherwise terminated

upon consummation of the change in control, then instead of accelerated vesting, the grantee will receive a cash payment for 50% of

the value of his or her unvested awards (determined based on the price of our common stock at the time of consummation of the

change in control). The foregoing is conditioned on the grantee s execution of an effective release of claims if the value of the
accelerated vesting or cash payment exceeds $25,000.
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If there is a change of control that is not approved by the Board of Directors, all of the unvested awards under the 2005 Plan (regardless of the
grant date) will become vested and immediately exercisable upon the change of control. Further, upon any change of control, all outstanding
awards held by non-employee directors will automatically become fully vested.

Amendments and Termination. The Board may at any time amend or discontinue the 2005 Plan, and the Compensation Committee may at any
time amend or cancel any outstanding award for the purpose of satisfying changes in the law or for any other lawful purpose. However, no such
action may adversely affect any rights under any outstanding award without the holder s consent. Any amendments that materially change the
terms of the 2005 Plan, including any amendments that increase the number of shares reserved for issuance under the 2005 Plan, expand the
types of awards available under the 2005 Plan, materially expand the eligibility to participate in the 2005 Plan, materially extend the term of the
2005 Plan, or materially change the method of determining the fair market value of common stock, will be subject to approval by shareholders.
Amendments shall also be subject to approval by our shareholders if and to the extent determined by the Compensation Committee to be
required by the Code to preserve the qualified status of incentive options or to ensure that compensation earned under the 2005 Plan qualifies as
performance-based compensation under Section 162(m) of the Code. In addition, except in connection with a reorganization or other similar
change in the capital stock of Mercury or a merger or other transaction, without prior shareholder approval, the Compensation Committee may
not reduce the exercise price of an outstanding stock option or stock appreciation right or effect repricing of an outstanding stock option or stock
appreciation right through cancellation or regrants.

New Plan Benefits

It is not possible to state the persons who will receive options or awards under the 2005 Plan in the future or the amount of options or awards

that will be granted under the 2005 Plan. The following table provides information with respect to awards granted under the 2005 Plan in the
fiscal year ended June 30, 2010. This table does not include any grants made following the end of fiscal year 2010 as described in Compensation
Discussion and Analysis.

Options Restricted Stock Grants
Average
Dollar Exercise Dollar

Name and Position Value(1) Number Price Value(2) Number
Mark Aslett $ $ $ 1,179,600 120,000
President and Chief Executive Officer
Robert E. Hult 412,860 42,000
Senior Vice President, Chief Financial Officer, and Treasurer
Craig A. Saline 117,960 12,000
Senior Vice President, Human Resources
Didier M.C. Thibaud 909,275 92,500
Senior Vice President and General Manager, Advanced Computing Solutions
Alex A. Van Adzin 176,940 18,000
Former Vice President, General Counsel, and Secretary
All executive officers as a group 2,796,635 284,500
All non-executive officer directors 401,352 56,000 10.41 388,616 37,331
Employees as a group (excluding executive officers) 3,033,570 287,100

(1) The dollar value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model utilizing the following
weighted-average assumptions: (a) expected life of option equal to 5 years; (b) expected risk-free interest rate of 2.38%, which is equal to
the U.S. Treasury yield curve in effect at the time of grant for instruments with a similar expected life; (c) expected stock volatility of 87%;
and (d) expected dividend yield of 0%.
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(2) The dollar value of each restricted stock grant is estimated on the date of grant by multiplying the number of shares granted by the closing
price of our common stock as reported on the NASDAQ Global Select Market on the date of grant.
Equity Compensation Plans

The following table sets forth information as of June 30, 2010 with respect to existing compensation plans under which our equity securities are
authorized for issuance.

Number of
Securities to be
Issued Weighted-Average Number of Securities
upon Exercise of Exercise Price Remaining Available for
Outstanding of Future Issuance under
Options, Outstanding Equity Compensation Plans
Warrants and Options, Warrants (excluding securities
Plan Category Rights(1) and Rights reflected in the first column)
Equity compensation plans approved by
shareholders(2) 2,612,018(3) $ 13.70 2,722,594(4)
Equity compensation plans not approved by
shareholders
TOTAL 2,612,018 $ 13.70 2,722,594

(1) Does not include outstanding unvested restricted stock awards.

(2) Consists of our 1997 and 1998 equity plans, the 2005 Plan, and the 1997 Employee Stock Purchase Plan ( ESPP ).

(3) Does not include purchase rights under the ESPP, as the purchase price and number of shares to be purchased is not determined until the
end of the relevant purchase period.

(4) Includes 253,475 shares available for future issuance under the ESPP and 2,469,119 shares available for future issuance under the
2005 Plan. We are no longer permitted to grant awards under our 1997 and 1998 equity plans.

Tax Aspects Under the Code

The following is a summary of the principal federal income tax consequences of certain transactions under the 2005 Plan. It does not describe all
federal tax consequences under the 2005 Plan, nor does it describe state or local tax consequences.

Incentive Options. No taxable income is generally realized by the optionee upon the grant or exercise of an incentive option. If shares of
common stock issued to an optionee pursuant to the exercise of an incentive option are sold or transferred after two years from the date of grant
and after one year from the date of exercise, then (1) upon sale of such shares, any amount realized in excess of the option price (the amount
paid for the shares) will be taxed to the optionee as a long-term capital gain, and any loss sustained will be a long-term capital loss, and (2) there
will be no deduction for Mercury for federal income tax purposes. The exercise of an incentive option will give rise to an item of tax preference
that may result in alternative minimum tax liability for the optionee.

If shares of common stock acquired upon the exercise of an incentive option are disposed of prior to the expiration of the two-year and one-year
holding periods described above (a disqualifying disposition ), generally (a) the optionee will realize ordinary income in the year of disposition in
an amount equal to the excess (if any) of the fair market value of the shares of common stock at exercise (or, if less, the amount realized on a

sale of such shares of common stock) over the option price, and (b) we will be entitled to deduct such amount. Special rules will apply where all

or a portion of the exercise price of the incentive option is paid by tendering shares of common stock.

23

Table of Contents 34



Edgar Filing: MERCURY COMPUTER SYSTEMS INC - Form DEF 14A

Table of Conten

If an incentive option is exercised at a time when it no longer qualifies for the tax treatment described above, the option is treated as a
non-qualified option. Generally, an incentive option will not be eligible for the tax treatment described above if it is exercised more than three
months following termination of employment (or one year in the case of termination of employment by reason of disability). In the case of
termination of employment by reason of death, the three-month rule does not apply.

Non-Qualified Options. No income is realized by the optionee at the time the option is granted. Generally (1) at exercise, ordinary income is
realized by the optionee in an amount equal to the difference between the option price and the fair market value of the shares of common stock
on the date of exercise, and we receive a tax deduction for the same amount, and (2) at disposition, appreciation or depreciation after the date of
exercise is treated as either short-term or long-term capital gain or loss depending on how long the shares of common stock have been held.
Special rules will apply where all or a portion of the exercise price of the non-qualified option is paid by tendering shares of common stock.
Upon exercise, the optionee will also be subject to Social Security taxes on the excess of the fair market value over the exercise price of the
option.

Restricted Stock. A recipient of restricted stock generally will be subject to tax at ordinary income rates on the fair market value of the stock at
the time that the stock is no longer subject to forfeiture, minus any amount paid for such stock. However, a recipient who so elects under
Section 83(b) of the Code, within 30 days of the date of issuance of the restricted stock, will realize ordinary income on the date of issuance
equal to the fair market value of the shares of restricted stock at that time (measured as if the shares were unrestricted and could be sold
immediately), minus any amount paid for such stock. If the shares subject to such election are forfeited, the recipient will not be entitled to any
deduction, refund, or loss for tax purposes with respect to the forfeited shares. Mercury generally will receive a tax deduction equal to the
amount includable as ordinary income to the recipient.

Parachute Payments

The vesting of any portion of an option or other award that is accelerated due to the occurrence of a change in control may cause a portion of the
payments with respect to such accelerated awards to be treated as parachute payments as defined in the Code. Any such parachute payments may
be non-deductible to Mercury, in whole or in part, and may subject the recipient to a non-deductible 20% federal excise tax on all or a portion of
such payment (in addition to other taxes ordinarily payable).

Limitation on Our Deductions

As a result of Section 162(m) of the Code, our deduction for certain awards under the 2005 Plan may be limited to the extent that the CEO or
other executive officer whose compensation is required to be reported in the summary compensation table receives compensation in excess of
$1,000,000 a year (other than performance-based compensation that otherwise meets the requirements of Section 162(m) of the Code). The 2005
Plan is structured to allow grants to qualify as performance-based compensation, as described above.

Required Vote

Approval of the amendment and restatement of the 2005 Plan requires the affirmative  FOR vote of a majority of the votes cast on the proposal.
Unless marked to the contrary, proxies received will be voted FOR approval of the amendment and restatement of the 2005 Plan.
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Recommendation
The Board of Directors recommends a vote FOR the approval of the amended and restated 2005 Plan.

The Board believes that stock options and other stock-based incentive awards can play an important role in the success of our company by
encouraging and enabling the current employees, consultants, officers, and non-employee directors and prospective officers and employees of
Mercury and its subsidiaries, upon whose judgment, initiative, and efforts we largely depend for the successful conduct of our business, to
acquire a proprietary interest in our company. The Board anticipates that providing such persons with a direct stake in our company will ensure a
closer identification of the interests of participants in the 2005 Plan with those of Mercury and its shareholders, thereby stimulating their efforts
on our behalf and strengthening their desire to remain with our company.
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PROPOSAL 3: RATIFICATION OF APPOINTMENT OF
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee of the Board of Directors has appointed KPMG LLP ( KPMG ) as our independent registered public accounting firm for the
fiscal year ending June 30, 2011. We are asking shareholders to ratify this appointment. Although ratification by shareholders is not required by
law or by our by-laws, the Audit Committee believes that submission of its selection to shareholders is a matter of good corporate governance.
Even if the selection is ratified, the Audit Committee, in its discretion, may select a different independent registered public accounting firm at

any time if the Audit Committee believes that such a change would be in the best interests of Mercury and our shareholders. If our shareholders

do not ratify the selection of KPMG, the Audit Committee will take that fact into consideration, together with such other factors it deems

relevant, in determining its next selection of an independent registered public accounting firm.

Representatives of KPMG will attend the annual meeting, where they will have the opportunity to make a statement if they wish to do so and
will be available to answer questions from shareholders.

Required Vote

Approval of the ratification of the appointment of KPMG as our independent registered public accounting firm for fiscal year 2011 requires the
affirmative FOR vote of a majority of the votes cast on the proposal. Unless marked to the contrary, proxies received will be voted FOR
approval of the ratification of the appointment.

Recommendation

The Board of Directors recommends a vote FOR the ratification of the appointment of KPMG as our independent registered public
accounting firm for fiscal year 2011.
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VOTING SECURITIES

Who owns more than 5% of our stock?

On August 31, 2010, there were 24,254,627 shares of our common stock outstanding. On that date, to our knowledge, there were six

shareholders who owned beneficially more than 5% of our common stock. The table below contains information, as of the dates noted below,
regarding the beneficial ownership of these persons or entities. The Percent of Class was calculated using the number of shares of our common
stock outstanding as of August 31, 2010. Unless otherwise indicated, we believe that each of the persons or entities listed below has sole voting
and investment power with respect to all of the shares of common stock indicated.

ey
@)
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4

&)

(6

Number of
Shares Percent

Beneficially of
Name of Beneficial Owner Owned Class
Royce & Associates, LLC(1) 3,205,549 13.2%
Barrow, Hanley, Mewhinney & Strauss, Inc.(2) 1,621,053 6.7
Renaissance Technologies LLC(3) 1,529,935 6.3
Black Rock, Inc.(4) 1,826,985 7.5
Soros Fund Management LLC(S) 1,338,466 5.5
Dimensional Fund Advisors LP(6) 1,305,996 5.4

Based on a Schedule 13G/A filed with the SEC on January 26, 2010, reporting beneficial ownership as of December 31, 2009. The
reporting entity s address is 745 Fifth Avenue, New York, New York 10151.

Based on a Schedule 13G filed with the SEC on February 8, 2010, reporting beneficial ownership as of December 31, 2009. The filing
reported sole voting power with respect to 692,320 shares, shared voting power with respect to 928,733 shares, and sole investment power
with respect to 1,621,053 shares. The reporting entity s address is 2200 Ross Avenue, 31 Floor, Dallas, Texas 75201.

Based on a Schedule 13G/A filed by Renaissance Technologies LLC and James H. Simons with the SEC on February 12, 2010, reporting
beneficial ownership as of December 31, 2009. The filing reported sole voting power with respect to 1,476,001 shares, sole investment
power with respect to 1,507,418 shares, and shared investment power over 22,517 shares. The address of the reporting persons is 800
Third Avenue, New York, New York 10022.

Based on a Schedule 13G filed by Black Rock, Inc. with the SEC on January 20, 2010, reporting beneficial ownership as of December 31,
2009. The reporting entity s address is 40 East 5% Street, New York, New York 10022.

Based on a Schedule 13G/A filed by Soros Fund Management LLC, George Soros, Robert Soros, and Jonathan Soros with the SEC on
February 16, 2010, reporting beneficial ownership as of December 31, 2009. The reporting entities address is 888 Seventh Avenue, 39
Floor, New York, New York 10106.

Based on a Schedule 13G/A filed with the SEC on February 10, 2010, reporting beneficial ownership as of December 31, 2009. The filing
reported sole voting power with regard to 1,276,184 shares and sole investment power with respect to an aggregate of 1,305,996 shares.
The reporting entity s address is Palisades West, Building One, 6300 Bee Cave Road, Austin, Texas 78746.
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How much stock does each of Mercury s directors and executive officers own?

The following information is furnished as of August 31, 2010, with respect to common stock beneficially owned by: (1) our directors (including
our chief executive officer) and director nominees; (2) our chief financial officer and the three most highly compensated executive officers other
than the chief executive officer and the chief financial officer; and (3) all directors, director nominees, and executive officers as a group. Unless

otherwise indicated, the individuals named below held sole voting and investment power over the shares listed.

3k

ey
@)

3
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(6

Number of
Shares Percent

Beneficially of
Name and Address of Beneficial Owner* Owned(1) Class(1)
Mark Aslett(2) 487,758 2.0%
James K. Bass 0 0
Dr. Albert P. Belle Isle(3) 104,353 i
George W. Chamillard(4) 98,333 Hk
Michael A. Daniels 0 0
George K. Muellner(5) 10,000 Hk
William K. O Brien(6) 28,333 i
Lee C. Steele(7) 109,833 Hk
Vincent Vitto(8) 75,333 i
Dr. Richard P. Wishner(9) 112,233 Hk
Robert E. Hult(10) 303,253 1.2
Craig A. Saline(11) 57,328 Hk
Didier M.C. Thibaud(12) 353,551 1.4
All directors, director nominees, and executive officers as a group
(14 persons)(13) 1,795,308 7.1%

The address for each director and executive officer is c/o Mercury Computer Systems, Inc., 201 Riverneck Road, Chelmsford,
Massachusetts 01824.

Less than 1.0%.

The number and percent of the shares of common stock with respect to each beneficial owner are calculated by assuming that all shares
which may be acquired by such person within 60 days of August 31, 2010 are outstanding.

Includes (a) 68,116 shares owned by Mr. Aslett individually; (b) 187,500 shares which may be acquired by Mr. Aslett within 60 days of
August 31, 2010 through the exercise of stock options; and (c) 232,142 restricted shares awarded to Mr. Aslett under our stock-based plans
(as to which Mr. Aslett has sole voting power, but which are subject to restrictions on transfer).

Includes (a) 7,667 shares owned by Dr. Belle Isle individually; (b) 94,020 shares which may be acquired by Dr. Belle Isle within 60 days
of August 31, 2010 through the exercise of stock options; and (c) 2,666 restricted shares awarded to Dr. Belle Isle under our stock-based
plans (as to which Dr. Belle Isle has sole voting power, but which are subject to restrictions on transfer).

Includes (a) 12,667 shares owned by Mr. Chamillard individually; (b) 83,000 shares which may be acquired by Mr. Chamillard within 60
days of August 31, 2010 through the exercise of stock options; and (c) 2,666 restricted shares awarded to Mr. Chamillard under our
stock-based plans (as to which Mr. Chamillard has sole voting power, but which are subject to restrictions on transfer).

Includes 10,000 restricted shares awarded to Mr. Muellner under our stock-based plans (as to which Mr. Muellner has sole voting power,
but which are subject to restrictions on transfer).

Includes (a) 2,667 shares owned by Mr. O Brien individually; (b) 23,000 shares which may be acquired by Mr. O Brien within 60 days of
August 31, 2010 through the exercise of stock options; and (c) 2,666 restricted shares awarded to Mr. O Brien under our stock-based plans
(as to which Mr. O Brien has sole voting power, but which are subject to restrictions on transfer).
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(7) Includes (a) 14,667 shares owned by Mr. Steele individually; (b) 92,500 shares which may be acquired by Mr. Steele within 60 days of
August 31, 2010 through the exercise of stock options; and (c) 2,666 restricted shares awarded to Mr. Steele under our stock-based plans
(as to which Mr. Steele has sole voting power, but which are subject to restrictions on transfer).

(8) Includes (a) 2,667 shares owned by Mr. Vitto individually; (b) 70,000 shares which may be acquired by Mr. Vitto within 60 days of
August 31, 2010 through the exercise of stock options; and (c) 2,666 restricted shares awarded to Mr. Vitto under our stock-based plans (as
to which Mr. Vitto has sole voting power, but which are subject to restrictions on transfer).

(9) Includes (a) 29,067 shares owned by a family trust (as to which Dr. Wishner has sole voting and investment power); (b) 80,500 shares
which may be acquired by Dr. Wishner within 60 days of August 31, 2010 through the exercise of stock options; and (c) 2,666 restricted
shares awarded to Dr. Wishner under our stock-based plans (as to which Dr. Wishner has sole voting power, but which are subject to
restrictions on transfer).

(10) Includes (a) 30,878 shares owned by Mr. Hult individually; (b) 210,375 shares which may be acquired by Mr. Hult within 60 days of
August 31, 2010 through the exercise of stock options; and (c) 62,000 restricted shares awarded to Mr. Hult under our stock-based plans
(as to which Mr. Hult has sole voting power, but which are subject to restrictions on transfer).

(11) Includes (a) 23,328 shares owned by Mr. Saline individually; (b) 15,000 shares which may be acquired by Mr. Saline within 60 days of
August 31, 2010 through the exercise of stock options; and (c) 19,000 restricted shares awarded to Mr. Saline under our stock-based plans
(as to which Mr. Saline has sole voting power, but which are subject to restrictions on transfer).

(12) Includes (a) 39,736 shares owned by Mr. Thibaud individually; (b) 194,440 shares which may be acquired by Mr. Thibaud within 60 days
of August 31, 2010 through the exercise of stock options; and (c) 119,375 restricted shares awarded to Mr. Thibaud under our stock-based
plans (as to which Mr. Thibaud has sole voting power, but which are subject to restrictions on transfer).

(13) Includes (a) 215,434 shares owned by directors and executive officers individually or by family trusts as to which each has sole voting and
investment power; (b) 16,026 shares owned by directors and executive officers and their respective spouses (including family trusts) as to
which each shares voting and investment power; (c) 1,050,335 shares which may be acquired within 60 days of August 31, 2010 through
the exercise of stock options; and (d) 513,513 restricted shares awarded to the executive officers under our stock-based plans (as to which
each has sole voting power, but which are subject to restrictions on transfer).
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EXECUTIVE OFFICERS
Who are Mercury s executive officers?

The following persons are our executive officers as of September 20, 2010:

Name Position

Mark Aslett President and Chief Executive Officer

Gerald M. Haines II Senior Vice President, Corporate Development, Chief Legal Officer, and Secretary
Robert E. Hult Senior Vice President, Chief Financial Officer, and Treasurer

Craig A. Saline Senior Vice President, Human Resources

Charles A. Speicher Vice President, Controller, and Chief Accounting Officer

Didier M.C. Thibaud Senior Vice President and General Manager, Advanced Computing Solutions

Where can I obtain more information about Mercury s executive officers?

Biographical information concerning our executive officers and their ages can be found in Item 4.1 titled Executive Officers of the Registrant in
our annual report on Form 10-K for the fiscal year ended June 30, 2010, which item is incorporated by reference into this proxy statement.
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EXECUTIVE COMPENSATION
Compensation Discussion and Analysis
Compensation Philosophy and Objectives

Our executive compensation philosophy is to provide our executives with competitive pay opportunities with actual pay heavily influenced by
the attainment of corporate financial and individual management-by-results ( MBR ) performance objectives. Our compensation philosophy is
intended to meet the following objectives:

offer compensation opportunities that attract highly qualified executives, reward exceptional initiative and achievement, and retain
the leadership and skills necessary to build long-term shareholder value; and

achieve our short-term and long-term strategic goals and values by aligning compensation with business objectives and individual
MBR performance objectives.
To accomplish these objectives, our executive compensation programs are designed to maintain a significant portion of an executive s total
compensation at risk tied to our annual and long-term financial performance.

We support a pay-for-performance philosophy by tracking performance and recognizing and rewarding employee contributions toward
Mercury s success. Our objective is to implement strategies for delivering compensation that are well structured, are competitive with the
technology and defense industries, apply pay-for-performance principles, and are appropriately aligned with Mercury s financial goals.

We benchmark executive compensation between the 50™ and 75" percentiles compared to peer companies, with base salary at the 50™ percentile
and total compensation between the 50 and 75™ percentiles.

How We Determine Executive Compensation

The Compensation Committee has responsibility for our executive compensation philosophy and the design of our executive compensation
programs. The Compensation Committee is primarily responsible for setting executive compensation, which in the case of our CEQ, is subject to
ratification by a majority of the independent directors on the Board. Information about the Compensation Committee, including its composition,
responsibilities, and processes, can be found earlier in this proxy statement under Corporate Governance What committees has the Board
established? Compensation Committee.

The compensation of our executive officers is reviewed and approved by the Compensation Committee (with ratification of the CEO s
compensation by a majority of the independent directors on the Board). The Compensation Committee analyzes all elements of compensation
separately and in the aggregate. In addition to evaluating our executives contribution and performance in light of corporate financial and
individual MBR performance objectives, we also base our compensation decisions on market considerations. The Compensation Committee
benchmarks our cash and equity incentive compensation against programs available to employees in comparable roles at peer companies.

The Compensation Committee has engaged the services of Radford, an Aon Consulting company, as an independent compensation consultant.
Radford assists the Compensation Committee in, among other things, applying our compensation philosophy for our executive officers and
non-employee directors, analyzing current compensation conditions in the marketplace generally and among our peers specifically, and
assessing the competitiveness and appropriateness of compensation levels for our executive officers. Representatives of Radford periodically
attend meetings of the Compensation Committee, both with and without members of management present, and interact with members of our
human resources department with respect to its assessment of the compensation for our executive officers. In addition, Radford may assist
management in analyzing the compensation of our non-executive employees. For fiscal year 2010, Radford s services were
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limited to providing compensation survey data for non-employee directors, executives, and non-executive employees. For non-executive
employees, management also uses a second compensation consultant to provide market compensation data.

In connection with its benchmarking efforts, the Compensation Committee considers data included in the Radford Executive Compensation
Survey for both High Technology companies and Defense and Aerospace companies from which we may draw talent and also specific peer
group data. The Compensation Committee annually reviews the companies included in the peer group and adds or removes companies as
necessary to ensure that the peer group comparisons are meaningful. The Compensation Committee used the following peer group in its
determination of total compensation for fiscal year 2010: American Science and Engineering, Inc.; Analogic Corporation; Anaren, Inc.; Argon
ST, Inc.; Axsys Technologies, Inc.; Cognex Corporation; Ducommun Incorporated; Electro Scientific Industries, Inc.; EMS Technologies, Inc.;
Herley Industries, Inc.; IRobot Corporation; MRV Communications, Inc.; MSC.Software Corporation; Radisys Corporation; Stratasys, Inc.;
Symmetricom, Inc.; Vicor Corporation; and Zygo Corporation. During fiscal year 2010, Radford assisted us in updating the peer group of
companies. We retained the same peer group with the following exceptions: (i) MRV Communications, Inc., Vicor Corporation, and Zygo
Corporation were removed, (ii) Axsys Technologies, Inc. and MSC.Software Corporation were acquired and are no longer public companies,
and (iii) Applied Signal Technology, Inc., Comtech Telecommunications Corp., CPI International, Inc., Integral Systems, Inc., and NCI, Inc.
were added to the peer group. Data with respect to the updated peer group was considered by the Compensation Committee in determining
equity award grants in August 2010 (fiscal year 2011). In selecting this peer group, the Compensation Committee focused on company size (as
indicated by revenue, number of employees, and market capitalization) and on industries similar to Mercury s target markets.

In particular, the Compensation Committee reviewed the following elements of compensation against the benchmarking data:

base salary;

target bonus;

total target cash compensation;

target long-term incentive compensation, which consists of equity awards; and

target total direct compensation (i.e., target cash plus target long-term incentive compensation).
Each such element of compensation was compared to data from the Radford High Technology Executive Report at the 25 th, SOm, and 75"
percentiles for a market composite. The market composite used for fiscal year 2010 consisted of a blend of: (i) public companies with revenue
between $150 and $350 million (average revenue $240 million); and (ii) public companies with revenue between $150 and $500 million
(average revenue $270 million).
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