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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

X1 Annual report pursuant to Section 13 or 15(d) of tle Securities Exchange Act of 193
For the fiscal year ended June 30, 2009

or

O Transition report pursuant to Section 13 or 15(d) éthe Securities Exchange Act of 193
For the transition period from to .
Commission file number: 001-31265

AVATECH SOLUTIONS, INC.

(Exact name of registrant as specified in its chaetr)

DELAWARE 84-1035353
(State or other jurisdiction (I.R.S. Employer
of incorporation or organization) Identification No.)
10715 Red Run Blvd, Suite 101
Owings Mills, Maryland 21117
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area codg410) 581-8080
Securities registered pursuant to Section 12(b) dlfie Act: None
Securities registered pursuant to Section 12(g) dfie Act: Common stock, par value $.01 per share

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405c08#turities Act.  Yed No

Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 ort®acl5(d) of the Act.  YesO No

Indicate by check mark whether the registranth@g filed all reports required to be filed by Sewtl3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 modh$or such shorter period that the registrans weuired to file such reports), and
(2) has been subject to such filing requirementstfe past 90 days. Ye&l No [

Indicate by check mark whether the registrant liésnstted electronically and posted on its corpo¥atb site, if any, every Interactive
Data File required to be submitted and posted fumsto Rule 405 of Regulation S-T (8232.405 of dtiapter) during the preceding 12 months
(or for such shorter period that the registrant veagiired to submit and post such files). YES No O

Indicate by check mark if disclosure of delinquilers pursuant to Item 405 of Regulation S-K (®2D5) is not contained herein, and
will not be contained, to the best of registrakti®wledge, in definitive proxy or information statent incorporated by reference in Part 11l of
this Form 10-K or any amendment to this Form 108K

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, @-accelerated filer or a smaller reporting
company. See definitions of “large acceleratedfifaccelerated filer” and “smaller reporting coamny” in Rule 12b-2 of the Exchange Act.

Large Accelerated Filerd Accelerated Filer 0

Non-Accelerated Filer O Smaller Reporting Companx]

(Do not check if a smaller reporting company)

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Bxgje Act. Yes [ No

The aggregate market value of the voting and ndmg@quity stock held by non-affiliates of the istgant as of September 10, 2009 was
approximately $8,695,206.

The number of shares of common stock outstandirgf &eptember 10, 2009 was 17,049,423.

DOCUMENTS INCORPORATED BY REFERENCE

Information required by Part Il of this Form 10i&incorporated therein by reference to the Regyis's definitive proxy statement to be

filed in connection with its 2009 Annual Meeting $tockholders.
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This Annual Report of Avatech Solutions, Inc. oniRdL0-K for the year ended June 30, 2009 may coriitaivard-looking statements
within the meaning of The Private Securities Litiga Reform Act of 1995. Readers of this reportidtidoe aware of the speculative nature of
“forward-looking statements”. Statements that ayehistorical in nature, including those that irdguthe words “anticipate”, “estimate”,
“should”, “expect”, “believe”, “intend” and similar expressions, are based on current &dpmts, estimates and projections about, amoner
things, the industry and the markets in which Aght8olutions, Inc. operates, and they are not gieea of future performance. Whether
actual results will conform to expectations anddj#ons is subject to known and unknown risks andertainties, including risks and
uncertainties discussed in this report; generaheuc, market, or business conditions; cost oftedpilemand for products and services;
changes in Avatech Solutions, Inc.’s competitiveippon or competitive actions by other companias; ability to manage growth; changes in
laws or regulations or policies of federal andestagulators and agencies; and other circumstdregemd the Avatech Solutions, Irecontrol
Consequently, all of the forward-looking statementsle in this document are qualified by these oaatly statements, and there can be no
assurance that the actual results anticipatedowifiealized, or if substantially realized, will leathe expected consequences on the Avatech
Solutions, Inc.’s business or operations. Excepegqaired by applicable laws, Avatech Solutions, bloes not intend to publish updates or
revisions of forward-looking statements it makesetibect new information, future events or othemvis

When used throughout this annual report, the téiwmatech”, “the Company”, “we”, “us” and “our” refeto Avatech Solutions, Inc. and,
unless the context clearly indicates otherwisegatssolidated subsidiaries.
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PART I

ITEM 1. BUSINESS
Background

Avatech Solutions, Inc. was formed as a Delawarparation on September 9, 1996. During fiscal ya@%7 through 1999, the
Company consummated business combinations witbdempanies that provided design automation softweaming, technical support, and
professional services to corporations, governmgeaheies, and educational institutions throughoeitdhited States.

In November 2002, Avatech Solutions, Inc. completederger with PlanetCAD, Inc. and became a whmlwed subsidiary of
PlanetCAD, Inc., after which PlanetCAD changedisne to Avatech Solutions, Inc. and the originaa#eeh Solutions, Inc. changed its name
to Avatech Solutions Subsidiary, Inc. As a restithe merger, PlanetCAD’s stockholders retainedtydive percent of the surviving
company and, in exchange for all of the commonkstafche original Avatech Solutions, Inc., the dtisalders of the original Avatech
Solutions, Inc. were issued registered shares itotirsg seventy-five percent of the surviving compa outstanding common stock. The
original Avatech Solutions, Inc. was deemed to recguired PlanetCAD because its stockholders redeive majority of the common stock
the surviving company.

General

The Company is a leader in design, engineeringfacitities management technology solutions witpextise in computer aided design
(“CAD") software, data management, facilities magagnt, and process optimization for the manufaegengineering, and building design
industries. Avatech specializes in software regald)nology consulting, implementation, integratisaining, and technical support solutions
that enable clients to more effectively design,alep, and manage projects, products, and facilifiae Company’s clients include
corporations, government agencies, and educatiosigtiutions nationwide.

The Company differentiates itself from traditiopabduct resellers through a wide range of valuesddskrvices, consisting primarily of
training, technical support, and professional smwi It also provides software customization, dagration, computer-aided design standards
consulting, process workflow analysis, and impletagon assistance for complex design environmétststrategic focus is to provide client
competitive advantage with technology solutiong #atress broad, enterprise-wide initiatives.

Avatech'’s sales and service delivery network casgiEapproximately 151 employees operating oerenteen business offices across
the United States. The Company has a sales dattitzismntains over 210,000 point-of-contact naomgcted over its history and an active
customer list of approximately 30,000 private fifrfesleral, state, and local agencies, and collagdauniversities.

During its fiscal year ended June 30, 2009, Avdteohperations were significantly affected by theagsion which gripped the United
States. The business slowdown experienced by thegp@ay’s customer base in the manufacturing, engimgand building sectors resulted in
reduced purchases of the products and servicethéh&@ompany offers. In order to respond to thismtarn and the resulting decrease in
revenues over prior periods, management implemensaties of tactics including a significant redtutin workforce and an across-the-board
reduction of the base pay of all employees. Baseoent discussions with its primary supplier, ddgsk, Inc. (“Autodesk”)ndications of th
beginnings of a recovery from the recession andntreased sales activity that the Company expeei@iduring the quarter ended
September 30, 2009, management believes thatstadss has stabilized. Despite the challengegttekafompany has endured, its strategic
focus and long-term objectives remain unchanged.@btmpany still intends to leverage the solid ¢arginess base that has been established
to profitably grow its product and services offgsrin the design engineering market space. Conutlyrévatech expects to identify and
engage in diverse software and services opporésnitirough strategic relationship development. Cbmpany plans on taking advantage of its
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established brand, its geographic footprint antn@al expertise to accomplish its objectives. Thig strategic plan calls for the Company to
target specific product lines that will maximize Autodesk business, to leverage its market poséial core competencies, and to grow the
Services component of its business.

Avatech has a software development team withipritdessional services group that is charged wighrésponsibility of developing
software-based solutions for customers that imptbeecustomers’ design workflow processes. Thesein@ude sales-oriented configuration
tools or engineering-oriented automation and irgggn tools. The solutions often involve automatimgenhancing the software products the
Company sells. While focused on professional sesyithe team has developed a variety of small egtjlins which are packaged and sold
commercially to its customers. For example, in J20@9, Avatech sold a software application thateitsn had developed for $500,000 to
Autodesk. It is Avatech’s intention to continue development of software applications as well agl¢atify new areas for commercial
software development. There can be no assurancartiiduture sale will result in a similar amoufiirccome to the Company.

The Company'’s product sales are somewhat cycheal,increase when the developer of a specific soéfywroduct offers a new version,
promotions or discontinues support of an older pobdAs is common among software resellers, the g2 purchases products from its
suppliers with a combination of cash and credie Tompany allows returns in limited situations.

Products

Substantially all of Avatech’s business consistthefsale of prepackaged software and associateide®to customers in the United
States. Sales are focused on the following thrgempaoduct categories and associated value-ade®icss.

Design Automation More than 94% of product revenues arise fronréisale of design software developed by Autodesk, In
(“Autodesk”) for the building design and land deyaihent, manufacturing, utilities, and telecommutiices industries, and the delivery of
related services from the sales of these prodiibisse product sales are primarily packaged softpargrams installed on a user workstation,
on a local area network server, or in a hostedrenment. The programs perform and support a widietyeof functions related to design,
drafting, manufacturing, workflow automation, ametdment management activities.

Avatech also provides 3D laser scanning produdisiiting hardware, software, equipment rentals aaidihg. This solution provides
accurate as-builts of existing structures and ifasl resulting in a more accurate and cost gffeaesign.

Data ManagementData management software products help businesdase costs, improve quality, strengthen relatigrs with
customers and suppliers, and deliver more innoggireducts and services to minimize product timextwket by leveraging the value of
existing data.

Facilities ManagementPhysical assets, such as real estate, buildéegspment, materials, and furniture are a signifiggercentage of
an organization’s total asset value. These assetssed by many different business units, deparsnand individuals, and must be accurately
managed in order to extend asset life cycles apg kperating costs at a minimum.

Integrated Workplace Management Systems (IWMS)Gomiputer Aided Facilities Management (CAFM) syste@mnable organizations
to make informed strategic and business decistmatsoptimize return on investment, lower assetyiéte costs, and increase enterprise-wide
productivity and profitability. Organizations ofl aizes, spanning the financial, educational, gowemtal, healthcare, and manufacturing
industries, use these solutions to deliver timedgvant facilities information as part of theirategic business plans.

Geographic Information Systems (GIS) permit uselink together disparate data files (maps, agti@itos, tax records, marketing data,
etc.) and provide the user with a unified image kmalwledge base of a
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specific geographic location or building locatidhen combined with information from a facilities nagement system, information from GIS
applications provide an integrated facilities vithat allows enhanced analysis in various spatiatecds for professionals responsible for asset
tracking, maintenance, emergency preparedness sflacation, and construction planning.

The Company sells, customizes, and implements IVAMBCAFM solutions through its dedicated salespedpthnical specialists, an
network of strategic partners. It also provides @&fabase development services to facilities managecustomers, both through its
employees and strategic partners.

Services

Professional services include project-focused sm@implementations, software customization, dagaation, computer aided design
standards consulting, supplemental design staffiregyving digitization, and symbol library developmeThe Company employs over forty six
industry specialists who provide professional sesito its design automation customers.

Avatech offers training courses in forty eight difint subjects related to various software solstffered at sixteen training facilities ¢
through mobile labs sent to customer sites or atffesite facilities. Training is led by thirty fedechnical experts that have formal training or
proven industry experience in the topics they tedtie Company also provides training servicesdhathighly tailored to meet the needs of a
particular customer, including company-specific rapienal topics, customized product usage, andrabeeral technology or process training.
As part of the training offering, the Company haseloped and deployed an Internet-based assestoétitat allows its clients to test their
employees’ knowledge and ability to use the sofeatapls.

The Company provides end-user telephone suppaticesrthrough its National Support Center (NSCktéff of full-time technology
consultants assist customers with questions atrodupt features, functions, usability issues, amafigurations. The NSC offers services
through multiple access levels including prepaidises, actual elapsed time, and annual suppottacis. Customers can communicate with
the NSC through a variety of channels includingaknan internet portal, telephone, and facsimile.

Markets and Competition

Design AutomationIn the design automation market, Avatech focaseproviding enterprise solutions to small- and medsized
businesses with under one billion dollars of anmeaénue, primarily in the architecture, enginegrend construction (“AEC”) market and the
mechanical design and manufacturing (“MDM”) markidte AEC market is comprised of design servicesged on the construction of large
physical assets such as buildings, roads, factaridisy companies, and commercial infrastructprejects. The MDM market is primarily
focused on the design, tooling, assembly, andngsti instruments, electronic devices, machinegharical devices, and power-driven
equipment.

While several local and regional competitors eixighe various geographic territories where the @any conducts business, it believes
that it has a competitive advantage in terms ofjgagahic reach, comprehensive training and suppod,.the provision of other products and
services, and that it is one of the largest comrakfatodesk resellers in the United States. Twibamal competitors that could be comparel
Avatech in scale, size, geographical reach, ampgtanarkets for the resale of Autodesk productsTata Technologies Company (Tata) and
RAND Worldwide (RAND).

Tata is a systems integrator for design automatioducts with offices located in fourteen countaesl has headquarters in the United
States, London, and India. While the Company beBahat Tata has greater revenues than AvatecRahmpany estimates that the Autodesk
portion of Tata’s business is less than its Autkdassiness.



Table of Contents

RAND is a large, global computer-aided design amgireeering technology company, however the Comjeatigves that its United
States Autodesk-related business is larger tharoffRAND. RAND has U.S. offices in the Northerndfec, Midwest, Northeast and the
Southeast.

Data ManagementlIn this market, the Company faces similar contjpetifrom local and regional Autodesk resellergsndesign
automation business.

Facilities ManagementThe Company provides IWMS and CAFM solutions itgamizations of all sizes, spanning the financial,
educational, governmental, healthcare, and manufagtindustries. As a reseller of technology frARCHIBUS and Idisis, the Company
competes with not only competitive applications &lgb other resellers of the products it represents

Arrangements with Principal Suppliers

Revenues are primarily derived from the resaleepfdor software products and services. These sadevade pursuant to channel sales
agreements whereby Avatech is granted the authoripprchase and resell the vendor products anitssr Under these agreements, the
Company both resells software directly to its costos and acts as a sales agent for various veaddreeceives commissions for its sales
efforts.

On February 1, 2008, the Company entered into ewvahle Authorized Channel Partner Agreement wittodesk. The renewable
agreement dated February 1, 2008 has a term @& yler@rs but provides targets for a geer period. Under this agreement, Autodesk apec
the Company as a non-exclusive partner to markgtjltlite, and support Autodesk software produntsidentifies targets for the upcoming
year. The Company must achieve yearly minimum regen the amount of $300,000 from the sale of Aad’s software products in order to
be eligible to purchase such products directly fismtodesk. For the year ended June 30, 2009, tingp@oy’s revenue from the sale of
Autodesk software and subscriptions was approxim&a5.5 million. This agreement authorizes the @any to sell certain software products
to certain customers in specific geographic aréaiseoUnited States and there are no clausessratiieement that limit or restrict the services
that the Company can offer to customers.

Customers

The Company markets its products to private conggmublic corporations, government agencies, daodaional institutions
throughout the United States. In the fiscal yeateehJune 30, 2009, the revenues generated by ptgricustomers represented approximately
nine percent of consolidated revenues, and noesitigdtomer accounted for three percent or moreiofansolidated revenues.

Intellectual Property

The Company regards its technology and other petgowi rights as essential to its business. As suotljes on copyright, trade secret,
confidentiality procedures, contract provisions] atademark law to protect its technology and laetgbal property. Avatech has confidentia
agreements with its consultants and corporate @ertsind controls access to, and distribution ®fibducts, documentation, and other
proprietary information.

Avatech owns several federally registered trademankluding “AVATECH SOLUTIONS,” and “AVANEWS,'and has other trademe
applications pending, but has no patents or patgpiications pending. This Annual Report contaiadémarks and trade names of Avatech
Solutions, Inc. and its affiliates as well as thoether companies. All trademarks and trade naapegaring in this report are the property of
their respective holders.

Employees

At June 30, 2009, the Company had approximatelyetBployees located in seventeen offices througtheutUnited States, of which 149
are full-time employees. Approximately 30 of its@oyees are located at its
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corporate headquarters in Maryland, which also éguastraining facility and some sales personneheNdf its employees are represented by
collective bargaining agreements, and it has nexperienced a work stoppage. The Company beliéasts employee relations are good.

Available Information

Avatech maintains an Internet site at www.avatemh.on which it makes available, free of chargeAitsual Report on Form 10-K,
Quarterly Reports on Form 10-Q, Current Reports@m 8-K, and all amendments to the foregoing as s® reasonably practicable after
these reports are electronically filed with, omfished to, the Securities and Exchange Commisgiien*SEC”). In addition, stockholders may
access these reports and documents on the SEC'sitgedi www.sec.gov. The Company’s executive effiare located at 10715 Red Run
Blvd, Suite 101, Owings Mills, Maryland 21117 ansltelephone number is (410) 581-8080.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES

Corporate offices are located in Owings Mills, Mand where the Company leases approximately 1348@re feet of office space
pursuant to a lease which expires on July 31, 20hése facilities house executive and primary a@strative offices as well as accounting,
order processing operations, IT, sales, and madkelihe Company also leases office space at tlewfiolg locations:

Location Square Footag Term

Colorad—Greenwood Village 7,462 12/31/201
Floride—Tampa 4,10 3/31/201-
Indiane—Indianapolis 2,871 2/28/201.
lllinois—Chicago 2,36¢ 10/22/201.
lowe—Cedar Rapid 4,00¢ 5/31/201:
lowa—Des Moines 3,027 7/31/201:
Minnesot—St. Paul 2,782 3/31/201:
Michigar—Troy 5,09( 3/31/201-
Nebrask—Omaha 5,472 8/31/201:
North Carolini-Charlotte 3,50(¢ 10/31/201i
North Carolin—High Point 1,764 4/30/201.
North Carolin-Raleigh 3,671 11/30/201.
Ohic—Beachwooc 2,52¢ 11/30/201i
Texa—Houston 3,38¢ 12/31/201.
Texa—Irving 6,92( 4/30/201:
Virginia—Richmond 1,832 3/31/201:
Virginia—Virginia Beach 5,88 10/31/200!

The commercial real estate market is volatile amgredictable in terms of available space, renid fand occupancy rates and preferred
locations. The Company cannot be certain that mafdit space will be available when it is requiredthat it will be affordable or in a preferred
location.

ITEM 3. LEGAL PROCEEDINGS

From time to time, the Company is involved in legeltters or named as a defendant in legal actigsisgfrom normal operations, or is
presented with claims for damages arising out efdtnduct of its business. Management believesithaending matter, alone or together \
other pending matters, is likely to have a matexiblerse effect on the Company'’s future finanasdition or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
There were no matters submitted to a vote of sgchalders during the fourth quarter of fiscal yeaded June 30, 2009.
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PART Il

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Price Data

Avatech’s common stock is traded through the oliergounter market and price quotations are puldisimethe OTC Bulletin Board
under the symbol “AVSO.OB”. The common stock is heavily traded. The following table indicates thgh and low bid quotations per
share, rounded to the nearest whole cent, as bisatlarough the OTC Bulletin Board for each quayteeriod within the two most recent fisc
years. These quotations represent prices betwedardand do not reflect retail m-ups, mark-downs or commissions, and may not reptes
actual transactions.

Period High Low
Fiscal Year Ended June 30, 2C
First Quartel $1.0z  $0.6C
Second Quarte 0.8C 0.32
Third Quartel 0.5z 0.2¢
Fourth Quarte 0.5C 0.2¢
Fiscal Year Ended June 30, 2C
First Quarte! $1.2C  $0.6C
Second Quarte 1.0z 0.77
Third Quartel 0.9t 0.717
Fourth Quarte 0.9t 0.7¢

Recent Closing Prices
On September 10, 2009, the last closing price iorcommon stock on the OTC Bulletin Board, as regabby Reuters, was $0.51.

Dividend Information

The Company has never paid cash dividends on iitsramn stock and does not anticipate paying any dagtlends in the foreseeable
future. Rather, management intends to continustrisdegy of retaining earnings for the foresee#lilere for use in the expansion and opera
of our businesses. The declaration and amountyofidare cash dividends is at the discretion of @menpany’s Board of Directors. Moreover,
without the consent of our senior lender, the Camypa prohibited from declaring dividends on then@any’s common stock. Accordingly,
there can be no guaranty that stockholders wikikecany cash dividends on their common stockénftture.

The Series D, Series E and Series F ConvertibliefPeel Stock are eligible for 10% annual, cumukatiwidends. The Series D and
Series E dividends are payable quarterly and SEr@isidends are paid semi-annually as declarethéyBoard of Directors. These dividends
have priority over any declaration or payment of dividend or other distribution on the common &taad all other outstanding shares of
equity securities. For the year ended June 30, 2fi0Rlends totaling $512,000 were paid to the boddbf the Series D, Series E and Series F
Convertible Preferred Stock.

Number of Stockholders

As of September 5, 2009, there were 982 holdersafrd of the Company’s common stock, 11 holdeiSesfes D Convertible Preferred
Stock, 26 holders of Series E Convertible PrefeStaxtk, and 2 holders of Series F Convertible PrefieStock.
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Equity Compensation Plan Information

The following table provides information, as of 880, 2009, with respect to all compensation aearents that we maintain under
which shares of common stock may be issued:

Number of securities

Number of securities remaining available for
Weighted-average
to be issued upon exercise price of future issuance under
exercise of outstanding options equity compensation
outstanding options plans (excluding
warrants and rights securities reflected in
warrants and rights column (a))
Plan Category (a) (b) (@)
Equity compensation plans approved by security
holders 1,638,17: $ 1.12 584,33
Equity compensation plans not approved by security
holders -0- -0- -0-
Total 1,638,17. $ 1.12 584,33

(1) This amount includes 274,575 shares of stoakray be issued under the Avatech Solutions, Antended and Restated Restricted
Stock Plan, which contemplates the grant of shaffeemmon stock upon such terms, including wittpees to forfeiture and restrictions
of resale and transfer, as the Board deems apptej

Issuer Purchases of Equity Securities
During the fourth quarter of fiscal year 2009, @@mpany did not purchase any equity securitieb®Qompany.

Sales of Unregistered Equity Securities
During the fourth quarter of fiscal year 2009, @@mpany did not sell any unregistered equity séesri
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ITEM7. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

THE FOLLOWING DISCUSSION AND ANALYSIS OF THE FINANAL CONDITION AND RESULTS OF OPERATIONS
SHOULD BE READ IN CONJUNCTION WITH THE CONSOLIDATEFINANCIAL STATEMENTS AND THE RELATED NOTES
THERETO INCLUDED ELSEWHERE IN THIS REPORT.

Overview

Avatech is a leading provider of design automaéind data management solutions for the manufactusinigding design, engineering,
and total infrastructure and facilities managemmeatkets. The Company specializes in technical supaining, and consulting aimed at
improving design and documentation efficiencies #tnedseamless integration of workflow processegs&hechnology solutions enable its
customers to enhance productivity, profitabilitpgdacompetitive position. Avatech is one of the é&stgAutodesk software integrators worldw
and a leading provider of engineering document rgpameent solutions.

The Company’s business strategy is built on thoze principles designed to leverage its existingngths with expected market
opportunities:
* Maintain and profitably grow its strong positiontire Autodesk software econon
» Profitably grow its consulting and services busineg leveraging its experts in design engineel
» Acquire and integrate diverse, yet complementarftyare and services businesses to extend its ptadierings to its large
customer base and expand its market pote!
Product SalesProduct sales consist primarily of the resale akpged design software, including:

» Autodesk design automation software for mechanarahitectural and civil engineering sectors arsiialization and animation
technology;

* Autodesk data management software; i
» Archibus facilities management software for spdeaming, strategic planning, and lease/propertyiatstnation;

Product sales also include Leica 3D laser scanmiuipment for the Architectural, Engineering anch&uouction sector.

Service Revenuéwatech provides services in the form of trainiognsulting services, software development, andnieahsupport to its
customers. Avatech employs a technical staff of@gmately 46 personnel associated with these tgpservices.

Sale of Developed Softwarkvatech maintains a software development teamishattarged with the responsibility of developing
software-based solutions for customers that imptbeecustomers’ design workflow processes. Thesein@ude sales-oriented configuration
tools or engineering-oriented automation and irgggn tools which involve automating or enhancing software products the Company sells.
While focused on professional services, the teasndeaeloped a variety of small applications whishackaged and sold commercially to its
customers. In June 2009, Avatech sold a softwgpécapion that its team had developed for $500,@08utodesk.

Commission Revenu&he Company offers Autodesksubscription programs, which entitle subscribenrgceive software upgrades, v
support and eLearning lessons directly from AutedBgcause Avatech does not participate in thevesfiof these subscription products or
web support and eLearning lesson benefits, the @agnpecords the gross profit from the sale of Aetddsoftware subscriptions as
commission revenue. In addition, the Company $etlanology upgrades to existing Autodesk custoriemigh the Autodesk Subscription
program where the customers receive the latesiseteof Autodesk software, incremental product
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enhancements, personalized web support direct Aotodesk, and self-paced training to help extesaitstomers skills. Based on its analysis
of the Autodesk Subscription program, Avatech rdsdhe net proceeds that it receives from Autodes&ubscription sales in accordance v
the provisions of EITF 99-1Reporting Revenue Gross as a Principal versus BlenaAgent.

Avatech also generates commission revenue frometfae of Autodesk software to various customemsraber of which Autodesk
considers “major accounts.” Autodesk designatesetioeistomers as major accounts based on spedi@idarprimarily sales volume, and
typically gives these customers volume discounie Company is responsible for managing and regelintodesk products to a number of
these major account customers; however, softwar@ugts are shipped directly from Autodesk to thet@mers. Avatech receives commissi
upon shipment of the products from Autodesk todhstomer based on the product sales price.

Cost of Product Sale3-he cost of product sales consists of the costioftasing products from software suppliers or hargw
manufacturers as well as the associated shippiddandling costs.

Cost of Service Revenu@est of service revenue includes the direct caste@ated with the implementation of software aaditvare
solutions as well as training, support services, @ofessional services. These costs consist plimarcompensation, travel, literature, and
costs of third-party contractors engaged by the @om. The cost of service revenue does not incudallocation of overhead costs.

Cost of Developed Softwar€ests associated with the development of softwa@ecounted for in accordance with Statement of
Financial Accounting Standards No. &&counting for the Costs of Computer Software t&Blel, Leased, or Otherwise Marke{é8tatement
86"). Under Statement 86, internal costs incurcedreate computer software are charged to expehsa imcurred until technological
feasibility for the product has been establishdu: @evelopment costs associated with the $500 180§ software that occurred in June 2009
had been expensed prior to the Company realiziagetthnological feasibility and market potentiattwdt software and are therefore not brc
out separately.

Selling, General and Administrative Expensgsling, general and administrative expenses copsisarily of compensation and other
expenses associated with the Company’s sales fm@eagement, finance, human resources, and infanmsystems. Advertising and public
relations expenses and expenses for facilitied) agaent and utilities, are also included in sglligeneral and administrative expenses.

Depreciation and Amortization Expens&sepreciation and amortization expenses represemtehod costs associated with our
investment in property and equipment, consistirigggually of computer equipment, software, furngwmd fixtures, leasehold improvements
and acquired customer lists. The Company compupeediation and amortization expenses using tlaggstrline method. Avatech leases all
of its facilities and depreciates leasehold improgats over the lesser of the lease term or thmattd useful life of the asset. Total
amortization expense for the year ended June 3® &@s $265,000. The Company estimates total aratidh expense to remain consistent
for each of the five succeeding fiscal years. Tdegreciation expense for the year ended JuneO®9, was $458,000.

Interest Expensd-or the year ended June 30, 2008, interest exprmsgsted primarily of interest on a revolving hokcredit. For the
year ended June 30, 2009, interest expense cahpistearily of interest on a capital lea:

Critical Accounting Policies

General-The consolidated financial statements are impduyetthe accounting policies used and the estimatdsaasumptions made by
management during their preparation. Critical aotiog policies and estimates that impact the cadatdd financial statements are those that
relate to software revenue recognition, estimatdsmd debts and income taxes. All of these critizadounting policies are discussed with and
reviewed by the Company’s Audit Committee on aquid basis. Presented below is a description oatm®unting policies that management
believes are most critical to an understandindnefdonsolidated financial statements.
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Software Revenue Recognitidrite Company derives most of its revenue from talesof packaged software products, and histoyicall
the Company has not experienced significant custoeterns. Avatech earns service revenue fromitrgiand other professional services,
which often are related to the products that ale Isot are not essential to the functionality af #oftware. Annual support contracts are also
offered to customers for the software products éinatsold, or the Company offers maintenance appgastiservices under hourly billing
arrangements.

Revenue from software arrangements is recognizaddordance with the provisions of AICPA StatenwdrRosition No. 97-2Software
Revenue Recogniti, as amended by SOP No. 98vhdification of SOP 97-2, Software Revenue ReciognitVith Respect to Certain
Transactions Prior to recognizing any revenue under thesengements, (1) persuasive evidence of an arrangamesttexist, (2) delivery of
the software or service must have occurred, (Fealb must be assessed as fixed or determinalllé4aall fees must be probable of collecti
The Company determines whether criteria (3) andéde been satisfied based on its judgment regatmfixed nature of the fee charged for
services rendered and products delivered and flectability of such fee. Revenue recognized ieporting period could be adversely affected
if future changes in conditions related to a tratisa cause management to determine these créeriaot met. In the past, it has not been
necessary to adjust reported revenues due to ch@mgenditions, and the Company continues to etalaurrent conditions that may affect
nature and timing of our revenue recognition.

Customer arrangements can involve the sale of oneoe elements (product, service, training, eWhen this occurs, Avatech allocates
revenue to each element if it can reliably deteentire relative fair value of each element. The Camydimits the assessment of fair value to
the price that is charged when the element is Seppdrately. If the fair value of each element mudtiple element arrangement cannot be
reliably determined, and if the fair value of amdelivered element cannot also be reliably deteeghimll revenue under the arrangement is
deferred until such time as the only remaining limdeed element is maintenance, or in the absehosmtenance, implementation service:
which time revenue is recognized over the remainiaintenance or service period. Revenue that erdef and recognized over a mainten:
or service period is recognized in proportion te slervices delivered, or ratably if no better measfi performance can be determined. The
timing of the revenue that is recognized in futpegiods from multiple element arrangements with@ugrs will be dependent upon the ability
to establish or continue to have vendor-specifiective evidence of the fair value of each of thereents in these types of arrangements.

Bad Debts-The Company maintains an allowance for doubtfubaots for estimated losses which may result froenitlability of
customers to pay for purchased products and sereictor disputes that affect the ability to fudgllect accounts receivable. Avatech estimates
this allowance by reviewing the status of past-@eeounts and records general reserves based oriddsbad debt expense. Actual experience
has not varied significantly from estimates; howeifehe financial condition of the Company’s coisters were to deteriorate, resulting in their
inability to pay for products or services, thereyrba a need to record additional allowances inr&uperiods. To mitigate this risk, the
Company performs ongoing credit evaluations o€itstomers.

Income TaxesAt June 30, 2009, the Company had federal net @ipgrimss carryforwards totaling approximately $anillion, which
will begin to expire in 2012. The federal net opieig loss carryforwards at June 30, 2009 are stibgeg $92,000 annual limitation under
Internal Revenue Code Section 382.

Recoverability of goodwill and purchased intangiagsetsThe Company accounts for goodwill and other intaleg under Statement of
Financial Accounting Standards (“SFAS”) No. 1&hodwill and Other Intangible AssetSFAS No. 142 prescribes a two-phase process for
impairment testing of goodwill. The first phaseesars for impairment; while the second phase, iEggary, measures the impairment.
Management considers the Company to be a singtetieg unit; accordingly, all of the goodwill isssciated with the entire company. The
Company performs the required impairment analysgoodwill annually or on an interim basis if cirogtances dictate. Any reduction of the
enterprise fair value below the recorded amourmpfity could require the Company to write downvhkie of goodwill or purchased
intangibles and record an expense for an impairhosst Management'’s analysis of the recoverabilitifs intangible assets as of June 30,
2009 determined that there was no need for angwdtvns of its assets.
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Selected Revenue Information for Years Ended June(3 2009 and 2008

The following table sets forth the percentage®otdltrevenue represented by selected items reflécteur audited Consolidated
Statements of Operations included elsewhere inrémisrt. The year-to-year comparisons of finaneallts are not necessarily indicative of
future results.

Year ended June 30

2009 2008

Revenue

Product sale 49.2% 55.7%

Service revenu 26.7% 22.%

Commission revenu 22.5% 21.4%

Sale of developed softwa 1.4% —
Total revenu 100.(% 100.(%
Cost of revenue

Cost of product sale 32.1% 37.%

Cost of service revent 20.8% 16.4%
Total cost of revenu 53.5% 54.2%
Gross margit 46.5% 45.7%
Other operating expense

Selling, general and administrati 45.8% 37.52%

Depreciation and amortizatic 2.C% 1.4%
Total other operating expens 47.8% 38.71%
Operating (loss) incom (1.9% 7.C%
Other income (expense

Interest and other incon 0.2% 0.2%

Interest expens (0.2)% (0.2)%
Total other income (expens 0.1% 0.2%
(Loss) income from before income tay (1.9% 7.2%
Income tax (benefit) expen (0.5% 1.C%
Net (loss) incom (0.9)% 6.2%

Year Ended June 30, 2009 Compared to Year Ended Jer80, 2008

Revenue
Year ended June 30
2009 2008 % change

Revenue

Product sale $17,516,00 $27,650,00 (36.1)%

Service revenu 9,446,00! 11,363,00 (16.9%

Commission revenu 7,973,00! 10,631,00 (25.0%

Sale of developed softwa 500,00( — 100.(%
Total Revenue $35,435,00 $49,644,00 (28.6%
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RevenueTotal revenue for the year ended June 30, 200®dsed by $14.2 million or 28.6% when compared edpitiior fiscal year
primarily due to the effects of the national rec@s®n the Company’s customers. The business slawaxperienced by its customer base in
the manufacturing, engineering and building seatessited in reduced purchases of the productserndces that the Company offers. In an
effort to balance its costs against the revenueatszhs, the Company implemented reductions in fasde during the third and fourth quarters
of fiscal year 2009, a hiring freeze and a tempotf% base salary reduction for all employees. Company has indicated that the hiring
freeze and base salary reduction will continuel itstrevenue returns to levels that support cargthprofitability.

Product sales decreased $10.1 million or 36.7%hfyear ended June 30, 2009 as compared to thefisdal year. In addition, the
Company also reported lower service and commissivanues when compared to the same period in tbeffgcal year. These decreases w
the direct result of the severe recession affedtiegentire United States.

During fiscal year 2009, Avatech developed BIMrevigoftware, an enhancement to Autodesk’s Revit igrctural software.
BIMreview was offered for sale to Avatech’s custosior a brief period starting in December 200&] arsmall number of customers
purchased licenses directly from Avatech. Durirg furth quarter of 2009, Autodesk purchased ghits in the BIMreview software for
$500,000. The costs of developing BIMreview sofevasrere expensed as incurred during the first twartgus of fiscal year 2009.

Cost of Revenue

Year ended June 30

2009 2008 % change
Cost of revenue
Cost of product sale $11,596,00 $18,801,00 (38.9%
Cost of service revent 7,384,00! 8,145,00! (9.9%
Total cost of revenu $18,980,00 $26,946,00 (29.6%
Gross margir $16,455,00 $22,698,00 (27.5%

Cost of Revenudiotal cost of revenue decreased $7.9 million, 0629 for the year ended June 30, 2009 as compavrtbe fprior fiscal
year.

Cost of product sales decreased 38.3% while praghles decreased 36.7% during the year ended 0u26@9 as compared with the
prior fiscal year. Product costs decreased at laghicate than product revenues as a result ofr@ahigher sales rebates based on targets
established by the Company’s principal suppliertotlesk. These sales rebates are applied to cpsbdfict sales.

Cost of service revenue decreased by 9.3% whilecgerevenue decreased by 16.9% during the yeaadeduhe 30, 2009 as compared
with the prior fiscal year. Cost of service revegeereased at a lower rate then service revenutdaeered productivity of the services
personnel during the fiscal year which was thelteda reduction in the volume of services workfpemed during the period.

Gross Margin:The Company’s gross margin percentage increasé@.486 for the year ended June 30, 2009 from 450f%he prior
fiscal year primarily due to the additional margasulting from the $500,000 sale of developed saftw
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Other Operating Expenses

Year ended June 30

2009 2008 % change
Other operating expense
Selling, general and administrati $16,245,00 $18,507,00 (12.29%
Depreciation and amortizatic 723,00( 693,00( 4.3%
Total other operating expens $16,968,00 $19,200,00 (11.6%

Selling, General and AdministrativBelling, general and administrative expenses fmafiyear 2009 were approximately $16.2 million,
compared to $18.5 million for fiscal year 2008 exibase of $2.3 million, or 12.2%. The decreaseiling, general and administrative
expenses was primarily the result of decreased dssions due to lower sales, the reductions in wiydd which occurred during the third and
fourth quarters of fiscal year 2009, and the terapof.0% base salary reduction affecting all empdgye

Depreciation and AmortizatioDepreciation and amortization expenses increase@®8 over fiscal year 2008 due to a new capital
lease.

Other Income (Expense)

Year ended June 30

2009 2008 % change
Other income (expense
Interest and other incon $ 51,00( $114,00( (55.9%
Interest expens (33,000 (28,000 17.%
Total other incom: $ 18,00( $ 86,00( (79.)%

The Company earned $18,000 in other income dursgifyear 2009 compared to $86,000 during ther fiisoal year. The decrease in
other income was due to decreased interest incemting from lower cash balances as well as retlirderest rates paid on those balances.

Income Tax Expense (Bengfit)

Year ended June 30,
2009 2008 % change

Income tax expense (benet $(182,00() $493,00( (136.9%

The Company recorded a tax benefit of $182,000nhduiscal year 2009 versus income tax expense @8 800 during the prior fiscal
year as a result of the recognition of a $495,@88 before taxes during fiscal year 2009 versusirggaincome before income taxes of $
million during fiscal year 2008.

At June 30, 2009, the Company'’s remaining fedezdbperating loss carryforwards totaled $1.1 millamd were subject to a $92,000
annual limitation.
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Year Ended June 30, 2008 Compared to Year Ended Jar80, 2007

Revenue
Year ended June 30,
2008 2007 % change

Revenue

Product sale $27,650,00 $30,125,00 (8.2%

Service revenu 11,363,00 10,689,00 6.3%

Commission revenu 10,631,00 9,721,00! 9.4%
Total Revenue $49,644,00 $50,535,00 (1.8%

RevenueTotal revenue for the year ended June 30, 200&dsed by $891,000 or 1.8% over the prior fiscal gsaa result of a reducti
in the average number of sales professionals eraglby the Company. The Company'’s strategy for figear 2008 was to realign its cost
structure, including limiting the hiring of salesdaengineering professionals, in order to returprtditability.

Product sales decreased $2,475,000 or 8.2% foretlweended June 30, 2008 as compared to the miad fear. The decrease in product
sales was due primarily to the previously-discusistease in the number of sales professionals.

Service revenues increased $674,000 or 6.3% foygheended June 30, 2008 as compared to thefizgat year. The continued growth
in service revenue resulted from a market drivesdrfer additional services associated with upgmpdinhigher-end vertical and 3D software
products.

Commission revenues increased $910,000 or 9.4%éoyear ended June 30, 2008 as compared to thefigdal year. Included in
commission revenues for fiscal year 2008 was a $D00commission that the Company earned from dessaje, the largest such sale and
commission in the Company’s history. In additiorthie large sale, commission revenues grew at arfestie than product revenues due to
improved sales techniques for subscription contem¢wals.

Cost of Revenue

Year ended June 30,

2008 2007 % change
Cost of revenue
Cost of product sale $18,801,00 $19,963,00 (5.8%
Cost of service revent 8,145,00! 7,416,001 9.8%
Total cost of revenu $26,946,00 $27,379,00 (1.6)%
Gross margir $22,698,00 $23,156,00 (2.0%

Cost of Revenudiotal cost of revenue decreased $433,000, or ff@9the year ended June 30, 2008 as compared frithrefiscal year.

Cost of product sales decreased 5.8% while proshles decreased 8.2% during the year ended Ju2®@®as compared with the prior
fiscal year. Product costs decreased at a lowerthan product revenues due to changes in costsemative plans made by the Company’s
principal supplier, Autodesk.

Cost of service revenue increased by 9.8% whild@s@revenue increased by 6.3% during the yeardeddee 30, 2008 as compared v
the prior fiscal year. During fiscal year 2007, empany received vendor
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funding to offset the costs of hiring new servicefpssionals in greater amounts than during figear 2008. Had the vendor funding been the
same in both years, cost of service revenue woaNe Increased at a lower rate than service revenue.

Gross Margin:The Company’s gross margin percentage remainedyne@arhanged, decreasing to 45.7% for the yeardddae 30,
2008 from 45.8% for the prior fiscal year.

Other Operating Expenses

Year ended June 30

2008 2007 % change
Other operating expense
Selling, general and administrati $18,507,00 $22,659,00 (18.9%
Depreciation and amortizatic 693,00( 689,00( 0.6%
Total other operating expens $19,200,00 $23,348,00 (17.9%

Selling, General and Administrativ8elling, general and administrative expenses &wafiyear 2008 were approximately $18.5 million,
compared to $22.7 million for the fiscal year endade 30, 2007, a decrease of $4.2 million, or%8Buring fiscal year 2007, the Company
incurred charges of $1.3 million resulting primaifilom severance costs and the closing of two effidhe remaining $2.9 million decrease
resulted from the Company’s cost reduction effattéch began during the fourth quarter of fiscalry2@07 and included a reduction in
executive and senior management positions, thfeeeaflosings, and the elimination of non-critipalsitions.

Depreciation and AmortizatiorDepreciation and amortization expenses remainatively unchanged, increasing $4,000 over fiscakr
2007 as the Company made routine acquisitions apashls of property.

Other Income (Expense)

Year ended June 30,

2008 2007 % change
Other income (expense
Interest and other incon $114,00( $ 62,00( 83.9%
Interest expens (28,000) (198,000) (85.9%
Total other income (expens $ 86,00( $(136,000) (163.29%

Through its cash flows from operations, the Companyeased its cash balances by $3.8 million amdpdetely paid down its line of
credit balance during fiscal year 2008. The incedasash balances resulted in increased intereshima@nd the payoff of the line of credit
balance resulted in significantly decreased intesggense.

Income Tax Expense

Year ended June 30,
2008 2007 % change

Income tax expens $493,00(  $227,00( 117.2%

Income tax expense increased to $493,000 in fisgal 2008 from $227,000 in fiscal year 2007 asGbmpany increased its pretax
income to $3.6 million in 2008 from a loss of $32&) in 2007. The Company
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recognized net deferred tax assets of $262,000ltiregs from the Company’s net operating loss camyfards and temporary differences
between book and tax expense, which reduced intaxexpense during fiscal year 2008. In prior yedrs Company did not recognize
deferred tax assets due to uncertainty about timep@oy’s ability to generate sufficient taxable imeto utilize such assets. By the end of
fiscal year 2008, however, the Company had dematestiits ability to generate taxable income angebet it was more likely than not that
$262,000 in net deferred tax assets would be eshiiz the future.

During fiscal year 2008, the Company'’s taxable meowvas offset by approximately $600,000 of net afyeg loss carryforwards. At
June 30, 2008, the Company’s remaining federabpetating loss carryforwards totaled $1.2 milliowd avere subject to a $92,000 annual
limitation.

Liquidity and Capital Resources

Historically, the Company has financed its operatiand met its capital expenditure requirementsanily through cash flows provided
by operations, borrowings under short-term and {emm debt arrangements, and sales of preferrett.sto

The Company maintains a line of credit from a b#at provides for up to $5 million of borrowingsiiited to 80% of the Company’s
aggregate eligible accounts receivable. The inteats is the 30-day London Interbank Offered RRtBOR) plus 2.25%, for an effective rate
of 2.55% as of June 30, 2009. The line of crediirm@s on December 31, 2010 and is secured by #leo€ompany’s assets, except certain
inventories. The Company made no borrowings froenbiink under this credit line during fiscal yea®2@nd had no outstanding borrowings
at June 30, 2009.

The Company’s operating assets and liabilities isbpsimarily of accounts receivable, accounts jgaand inventory. Changes in these
balances are affected principally by the timingales and investments in inventory based on expecigomer demand. The Company
attempts to minimize its inventory levels throughaagements with suppliers to ship products wittaegrage delivery period of two days and
centralized inventory management. The Company msehapproximately 95% of its product from onegipial supplier which provides it
with credit to finance those purchases.

The Company’s investing activities consist prindipaf investments in computer and office equipme2ash purchases of equipment for
the year ended June 30, 2009 decreased to $134dd0G304,000 for the same period in 2008. As dised in Note 11 to the Consolidated
Financial Statements, the Company incurred a $888:apital lease as a result of a significant uggraf its computer equipment used for
customer training.

The Company had $160,000 in long-term capital |eddigations for a computer lease agreement at 3an2009, and had working
capital of $2,497,000.

For the year ended June 30, 2009, the Companyaastdof $2,432,000 in financing activities compaséith $1,707,000 for the same
period in 2008. Also, during the current fiscal ytfee Company redeemed $2,000,000 of Preferre@sSErshares which resulted in a
$1,765,000 decrease in the Preferred Series Fdmband a $235,000 reduction of additional paidaipital. The Series F shareholders have the
right to request redemptions of up to $500,00hef$eries F stock each January 1, April 1, Julgdl@ctober 1 and have expressed their
intention of requesting the redemptions until tigeries F stock has been fully redeemed. The Coynggrects to fund these redemptions out
of its excess cash balance.

Since Avatech is one of the largest resellers dbAesk software and since Autodesk has continusthte its intention to continue to
strengthen its relationships with its resellerg, @ompany fully expects to continue to be a leadiler of Autodesk software at margins
sufficient to grow its business and improve itafinial results. The Company’s Channel Partner Agese was renewed on February 1, 2009.
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Off Balance Sheet Transactions
The Company is not party to any off-balance shrgistictions as defined in Item 303 of the SEC’suReipn S-K.

ITEM 8.  FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The information required by this Item may be foumdnediately after the signatures to this report @sridcorporated herein by reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURES

None.

ITEM 9(A). CONTROLS AND PROCEDURES

The Company maintains a system of disclosure ctenéirod procedures that is designed to provide redde assurance that information,
which is required to be disclosed by the Comparthénreports that it files or submits under theuséies and Exchange Act of 1934, as
amended, is recorded, processed, summarized aodaepvithin the time periods specified in the sudand forms of the Securities and
Exchange Commission, and is accumulated and conuatiéni to management in a timely manner. A conyrstiesn, no matter how well
conceived and operated, can provide only reasonabteabsolute, assurance that the objectiveseo€dntrol system are met. Further, the
design of a control system must reflect the faat there are resource constraints, and the bewéfitsntrols must be considered relative to 1
costs. These inherent limitations include the tieslithat judgments in decision-making can be yaalbd that breakdowns can occur because of
simple error or mistake. Additionally, controls daa circumvented by the individual acts of somespes, by collusion of two or more people,
or by management override of the control. The desigany system of controls also is based in paohucertain assumptions about the
likelihood of future events, and there can be rewemnce that any design will succeed in achieumgtated goals under all potential future
conditions; over time, control may become inadegli@cause of changes in conditions, or the dedreenapliance with the policies or
procedures may deteriorate.

An evaluation of the effectiveness of these disglesontrols and procedures as of June 30, 200¢avaied out under the supervision
and with the participation of the Company’s managetnincluding the Chief Executive Officer and tleief Financial Officer. Based on that
evaluation, the Company’s management, includingcthief Executive Officer and the Chief Financiafi€dr, has concluded that the
Company'’s disclosure controls and procedures ataci, effective at the reasonable assurance.level

During the fourth quarter of the Company’s lastdisyear, there was no change in the Company’snateontrol over financial reporting
that has materially affected, or is reasonablylyite materially affect, the Company’s internal tah over financial reporting.

As required by Section 404 of the Sarbanes-OxlgyoA2002, management has performed an evaluatidriesting of the Company’s
internal control over financial reporting as of .80, 2009. Management’s report on the Companyésrial control over financial reporting is
included in Item 8 of this report and is incorpexhherein by reference.

ITEM 9B. OTHER INFORMATION
None.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The information required by this item is incorp@atherein by reference to the definitive Proxy &tant of the Company to be filed w
the Securities and Exchange Commission in conrreetith the 2009 Annual Meeting of Stockholders (tReoxy Statement”).

ITEM 11. EXECUTIVE COMPENSATION
The information required by this item is incorp@dtherein by reference to the Proxy Statement.

ITEM12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information provided in Item 5 of Part Il ofgtannual report under the heading “Equity Compemsdlan Information” is
incorporated herein by reference. All other infotima required by this item is incorporated herejrréference to the Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
The information required by this item is incorpedherein by reference to the Proxy Statement.

ITEM 14.  PRINCIPAL ACCOUNTANT FEES AND SERVICES
The information required by this item is incorp@dherein by reference to the Proxy Statement.
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PART IV

ITEM 15.  EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a)(1) and (2). List of Financial Statements and $edules.

Financial Statement Schedule [l—Avatech Solutidns, and Subsidiaries Valuation and Qualifying Accts

Managemer's Report on Internal Control over Financial Repay

Report of Independent Registered Public Accourf&imm

Consolidated Balance Sheets as of June 30, 2002G8

Consolidated Statements of Operations for the YEaded June 30, 2009 and 2(
Consolidated Statements of Stockhol’ Equity for the Years Ended June 30, 2009 and .
Consolidated Statements of Cash Flows for the YEeaded June 30, 2009 and 2(

Notes to Consolidated Financial Stateme
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(c). Financial Statement Schedule—Schedule 11

Avatech Solutions, Inc. and Subsidiaries Valuatiomnd Qualifying Accounts

Additions
Charged tc
Balance at Charged
beginning of to costs other Balance at
and accounts Deductions end of
Description period expenses —describe —describe period
Year Ended June 30, 20(C
Deducted from assets accour
Allowance for doubtful accoun $ 140,00( $120,00( $ — $ (91,000 @ $169,00(
Valuation allowance for net deferred tax as: $ — $ — $ — $ 16,00 $ 16,00(
Year Ended June 30, 20(
Deducted from assets accour
Allowance for doubtful accoun $188,00( $ 36,00( $ — $ (84,000 W $140,00(
Valuation allowance for net deferred tax as: $939,00( $ — $ — $(939,00() @ $ —

(1) Uncollectible accounts written off, net of recoem
(2) Increase (decrease) in valuation allowance, nttroporary difference

(2)(3) and (b). Exhibits required to be filed by Ilem 601 of Regulation S-K

The exhibits filed or furnished with this annugboet are listed in the Exhibit List that immedigtébllows the Notes to the Consolidated
Financial Statements presented elsewhere in thagtevhich list is incorporated herein by referenc
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regyidthas duly caused this report tc

signed on its behalf by the undersigned, therelp authorized.

Date: September 28, 20

AVATECH SOLUTIONS, INC.

By: /s GEORGEM. D Avis

George M. Davis
President and Chief Executive Officer
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANC |AL REPORTING

The management of the Company is responsible fabkshing and maintaining adequate internal comver financial reporting as
defined in Rules 13a-15(f) and 15d-15(f) underEiehange Act. The Company’s internal control owearficial reporting is designed to
provide reasonable assurance regarding the réfjabilfinancial reporting and the preparation iofaincial statements for external purposes in
accordance with generally accepted accounting iplein the United States of America. The Compaiiyternal control over financial
reporting includes those policies and proceduras {f) pertain to the maintenance of records timateasonable detail, accurately and fairly
reflect the transactions and dispositions of tteetssof the Company; (ii) provide reasonable assar#hat transactions are recorded as
necessary to permit preparation of financial statetin accordance with generally accepted acaogiptinciples, and that receipts and
expenditures of the Company are being made ordig@ordance with authorizations of management amttdirs of the Company; and
(iii) provide reasonable assurance regarding prsweior timely detection of unauthorized acquisitiose or disposition of the Company’s
assets that could have a material effect on tten@iial statements.

This Annual Report on Form 10-K does not includeatiestation report of the Company’s registeredip@zcounting firm regarding
internal control over financial reporting becausenagement’s report was not subject to attestatiosuyant to temporary rules of the SEC that
permit the Company to provide only this managensergport.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate. A control system, nitembow well designed and operated can
provide only reasonable, but not absolute, assertirat the control system’s objectives will be niéte design of a control system must reflect
the fact that there are resource constraints, lretdeénefits of controls must be considered relatvéeir cost.

Management assessed the effectiveness of the Cgmapaternal control over financial reporting asJafne 30, 2009 using the criteria set
forth by the Committee of Sponsoring Organizatiohthe Treadway Commission in Internal Control-greged Framework (the “COSO
Framework”). Based on its assessment and the forggoiteria, management has concluded that, dsieé 30, 2009, the Company’s internal
control over financial reporting is effective.

September 28, 2009

/s! George M. Davi /sl Lawrence Rychla
President and Chief Executive Offic Executive Vice President and Chief Financial Offi
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and Board of Directors
Avatech Solutions, Inc.

We have audited the consolidated balance shedtgatéch Solutions, Inc. and Subsidiaries as of Bhe2009 and 2008 and the related
consolidated statements of operations, stockhdldgrsty and cash flows for the years then enddus€ consolidated financial statements are
the responsibility of the Comparsymanagement. Our responsibility is to expresspamian on these consolidated financial statemease or
our audits.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightq&@nited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whetheotisolidated financial statements are free
of material misstatement. Avatech Solutions, Iemat required to have, nor were we engaged t@perfan audit of internal control over
financial reporting. Our audits included considiemabf internal control over financial reporting abasis for designing audit procedures that
are appropriate in the circumstances, but notiferpurposes of expressing an opinion on the efientiss of Avatech Solutions, Inc.’s internal
control over financial reporting. Accordingly, wepgess no such opinion. An audit includes examinimga test basis, evidence supporting the
amounts and disclosures in the consolidated fimhstatements. An audit also includes assessingdb@unting principles used and significant
estimates made by management, as well as evalubgrmyerall consolidated financial statement pretéon. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all matergapects, the financial position of
Avatech Solutions, Inc. and Subsidiaries as of Bhe009 and 2008 and the consolidated resultseaf operations and their cash flows for
the years then ended, in conformity with accoungirigciples generally accepted in the United StafeSmerica.

/sl Stegman & Company

Baltimore, Maryland
September 28, 2009
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Avatech Solutions, Inc. and Subsidiaries

Consolidated Balance Sheets

Assets
Current assett
Cash and cash equivalel
Accounts receivable, less allowance of $169,00200 and $140,000 in 20(
Other receivable
Inventory
Prepaid expenses and other current a
Income tax refund receivab
Deferred income taxes, curre
Total current asse

Property and equipmer
Computer software and equipm
Office furniture and equipme!
Leasehold improvemen

Less accumulated depreciation and amortize

Customer list, net of accumulated amortization@85000 in 2009 and $666,000 in 2(
Goodwill

Deferred income taxes, r

Other asset

Total asset

Liabilities and stockholders’ equity

Current liabilities:
Accounts payable and accrued expel
Accrued compensation and related benu
Deferred revenu
Income taxes payab
Other current liabilitie:

Total current liabilities

Long-term liabilities:
Obligations under capital leas
Total liabilities

Series F Convertible Preferred Stc

Stockholder equity:

Convertible Preferred Stock, $0.01 par value; 138D shares authorized; 1,298,728, issued
June 30, 2009 and 2008; 1,090,150 and 1,090,13tamdling at June 30, 2009 and 2008
respectively; aggregate liquidation preferencelg69$1,000 and $1,612,000 at June 30, 2009 and

2008, respectivel

Common stock, $0.01 par value; 80,000,000 share®rred; issued and outstanding shares of

16,960,853 at June 30, 2009 and 16,491,244 at3Wyri2D0€
Additional paic-in capital
Accumulated defici
Total stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes.
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June 30,
2009 2008

$ 2,716,00! $ 5,488,001
4,797,001 7,394,001
480,00( 264,00(
66,00( 422,00(
323,00( 387,00(
388,00( —
65,00( —
8,835,00i! 13,955,00
3,611,00! 3,189,00!
1,193,001 1,176,00!
197,00( 167,00(
5,001,00! 4,532,001
(4,205,001) (3,751,000
796,00( 781,00(
1,256,001 1,521,001
5,968,00! 5,968,00!
246,00( 262,00(
158,00( 109,00(
$17,259,00 $22,596,00
$ 4,654,00! $ 6,823,00!
415,00( 859,00(
1,151,001 1,085,001
— 650,00(
118,00( 8,00(
6,338,00! 9,425,001

160,00( —
6,498,00! 9,425,00!
1,864,001 3,629,00!
11,00( 11,00(
170,00( 164,00(
12,590,000 12,928,00
(3,874,001 (3,561,00)
8,897,00! 9,542,00!
$17,259,00 $22,596,00
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Revenues
Product sale
Service revenu
Commission revenu
Sale of developed softwa

Cost of revenue
Cost of product sale
Cost of service revent

Gross margit

Other operating expense
Selling, general and administrati
Depreciation and amortizatic

Operating income (lost

Other income (expense
Interest and other incon
Interest expens

Income (loss) before income tax
Income tax expense (benel

Net income (loss
Earnings (loss) per common st—basic
Earnings (loss) per common sk—diluted

Avatech Solutions, Inc. and Subsidiaries
Consolidated Statements of Operations

See accompanying notes.
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Years ended June 30,

2009

2008

$17,516,00  $27,650,00
9,446,001 11,363,00
7,973,001 10,631,00
500,00 —
35,435,00 49,644,00
11,596,00 18,801,00
7,384,001 8,145,001
18,980,00 26,946,00
16,455,00 22,698,00
16,245,00 18,507,00
723,00 693,00
16,968,00 19,200,00
(513,00() 3,498,001
51,00( 114,00
(33,000 (28,000)
18,00( 86,00(
(495,00() 3,584,001
(182,00() 493,00

$ (313,000 $ 3,091,00
$ (.05 $ 0.1€
$ (005 $ 0.1¢
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Avatech Solutions, Inc. and Subsidiaries

Consolidated Statement of Stockholders’ Equity

Preferred Stock Common Stock Additional
Number of Par Number of Par Paid-In Accumulated
Shares Value Shares Value Capital Deficit Total

Balance at June 30, 200 1,106,92! $11,00( 15,482,03 $155,00( $12,706,00 $(6,652,00() $6,220,00!
Issuance of common stock as compens: — — 76,58¢ — 70,00( — 70,00(
Issuance of common stock upon the exercise of wex — — 133,84¢ 1,00(¢ 98,00( — 99,00(
Issuance of common stock under Employee Stock

Purchase Pla — — 91,93t 1,00( 82,00( — 83,00(
Issuance of common stock upon the exercise of stoc

options — — 531,94: 5,00( 110,00( — 115,00(
Vesting of stock options issued to employ — — — — 429,00( — 429,00(
Conversion of preferred stock into common st (16,75¢) — 174,89¢ 2,00¢ (2,000 — —
Preferred stock dividenc — — — — (565,00() — (565,000
Net income — — — — — 3,091,000 3,091,001

Balance at June 30, 200

1,090,17. $11,00( 16,491,24 $164,00( $12,928,00 $(3,561,00) $9,542,00!
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Avatech Solutions, Inc. and Subsidiaries
Consolidated Statement of Stockholders’ Equity (Cotinued)

Preferred Stock Common Stock Additional
Number of Par Number of Par Paid-In Accumulated
Shares Value Shares Value Capital Deficit Total

Balance at June 30, 200 1,090,17. $11,00( 16,491,24. $164,00( $12,928,00 $(3,561,00() $9,542,00!
Issuance of common stock as compens: — — 162,51( 2,00( 91,00( — 93,00(
Issuance of common stock upon the exercise of wex — — 141,85: 2,00( 79,00( — 81,00(
Issuance of common stock under Employee Stock

Purchase Pla — — 82,93¢ 1,00( 47,00( — 48,00(
Issuance of common stock upon the exercise of stoc

options — — 50,00( 1,00( 30,00( — 31,00(
Vesting of stock options issued to employ — — — — 164,00( — 164,00(
Conversion of preferred stock into common st (22) — 32,30¢ — — — —
Redemption of Preferred Series F shi — — — — (237,000 — (237,000
Preferred stock dividenc — — — — (512,000 — (512,000
Net loss — — — — — (313,000 (313,000
Balance at June 30, 200 1,090,151 $11,00( 16,960,85 $170,00( $12,590,00 $(3,874,000) $8,897,00!

See accompanying notes.
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Avatech Solutions, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

Years ended June 30,

2009 2008
Cash flows from operating activities
Net income (loss $ (313,000 $ 3,091,001
Adjustments to reconcile net (loss) income to eshcprovided by operating activitie
Provision for bad debts, net of recovel 95,00( (30,000
Depreciation and amortizatic 723,00( 693,00(
Non-cash stock compensation expe 257,00( 499,00(
Deferred income taxes, r (49,000 (342,001)
Changes in operating assets and liabili
Accounts receivable and other receival 2,286,00! 266,00(
Inventory 356,00( 480,00(
Prepaid expenses and other current a 64,00( (31,000
Income tax refund receivab (388,00() —
Other asset (49,000 —
Accounts payable and accrued expet (2,169,001 1,206,001
Accrued compensation and related bent (444,000 (602,000)
Deferred revenu 66,00( (9,000
Income taxes payab (650,000 632,00(
Other current liabilitie: (6,000 (88,000
Net cash (used in) provided by operating activi (221,000 5,765,00!
Cash flows from investing activities
Purchase of property and equipm (134,000 (304,000
Proceeds from asset si 15,00( 46,00(
Net cash used in investing activiti (129,000 (258,00(0)
Cash flows from financing activities
Proceeds from borrowings under lines of cri — 1,460,001
Repayments of borrowings under lines of cr — (2,868,001
Principal payments on capital lease obliga (80,000 —
Repayments of lor-term debt — (31,000
Proceeds from issuance of common stock to employegexercise of stock options and warri 160,00( 297,00(
Dividends paid to preferred stockhold (512,000 (565,00()
Redemption of Series F Convertible Preferred st (2,000,001 —
Net cash used in financing activiti (2,432,000 (1,707,000
Net (decrease) increase in ci (2,772,000 3,800,00!
Cash and cash equivale—beginning of yea 5,488,00! 1,688,00!
Cash and cash equivale—end of yeal 2,716,00! $ 5,488,00!

See accompanying notes.
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Avatech Solutions, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
For the Years Ended June 30, 2009 and 2008
1. Summary of Significant Accounting Policies
Nature of Business and Basis of Presentation
Avatech Solutions, Inc. and its Subsidiaries previ@sign automation software, hardware, trainiechnical support and professional
services to corporations, government agencies dacda¢ional institutions throughout much of the lgdiStates.

The consolidated financial statements include tlo®ants of Avatech Solutions, Inc. and its subsidga(the “Company” or “Avatech”).
All intercompany accounts and transactions betwkerCompany and its subsidiaries have been eligtdniatconsolidation.

Use of Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States requires
management to make estimates and assumptiondfeetttae amounts reported in the financial statet®@nd accompanying notes. Actual
results could differ from those estimates.

Cash and Cash Equivalents
The Company considers all highly liquid investmenith a maturity of three months or less when pasgd to be cash equivalents.

I nventory
Inventory consists of computer software and isestat the lower of first-in, first-out cost, or rket.

Property and Equipment

Property and equipment is stated at cost. Depieni&ir computer software and equipment and offizaiture and equipment is provid
for by the straight-line method over estimated ukkgfes ranging from three to seven years. Lealskinprovements are amortized over the
lesser of the lease term or the useful life ofakget using the straight-line method.

I mpairment of Long-Lived Assets Excluding Goodwill

Long-ived assets, excluding goodwill, are reviewedifopairment whenever events or changes in circurnetaimdicate that the carryi
amount of an asset or group of assets may notllyerégoverable. These events or changes in cirtamess may include a significant
deterioration of operating results, changes inriess plans, or changes in anticipated future daslsfIf an impairment indicator is present,
the Company evaluates recoverability by a comparéfdhe carrying amount of the assets to futurdisoounted net cash flows expected to be
generated by the assets. Assets are grouped lainbst levels for which there are identifiable clskvs that are largely independent of the
cash flows generated by other asset groups. idbets are impaired, the impairment recognizecessnred by the amount by which the
carrying amount exceeds the fair value of the as@iir value is generally determined by estimafeiscounted cash flows. The discount rate
used in any estimate of discounted cash flows wbalthe rate required for a similar investmentia Fisk.
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Goodwill

Goodwill is the excess of the purchase price pa@t the fair value of the identifiable net assetgudred in purchase business
combinations. The Company accounts for goodwilénordance with Statement of Financial Accountitan&ards No. 14Z500dwill and
Other Intangible AssetgStatement 142”). Under Statement 142, goodwitl ather intangible assets deemed to have indefinés are not
amortized, but are subject to annual impairmeristéspairment is the condition that exists whes ¢hrrying amount of goodwill exceeds its
implied fair value. The implied fair value of gooilivis the amount determined by deducting the ested fair value of all tangible and
identifiable intangible net assets of the reporting to which goodwill has been allocated from #stimated fair value of the reporting unit. If
the recorded value of goodwill exceeds its impliatle, an impairment charge is recorded for thegxc

The carrying amount of goodwill was $5,968,000 fidume 30, 2009 and 2008.

Stock Options and Stock Granted to Employees

The Board of Directors may grant options underAkiatech Solutions, Inc. 2002 Stock Option Planuecphase shares of the Company’s
common stock at a price not less than the fair etarlllue of the common stock at the grant date.Rlar provides for the granting of both
incentive stock options and non-qualified stockam to purchase an aggregate of up to 3,100,08@&slof common stock to eligible
employees, officers, and directors of the Compdimg exercise price of each stock option equaless than 100% of the market price of the
Company'’s stock on the date of grant and genehaltya maximum term of 10 years. Options generai$y katably over three or four years,
depending on the specific grant award. In additiba,Company may grant shares of stock to directdfisers and employees under the
Avatech Solutions, Inc. Amended and Restated RésthiStock Plan. For the fiscal years ended Jup2®®®, and 2008, the Company issued
112,510, and 76,584 shares, respectively, of ftélsted common stock to members of the Board ofdire with an aggregate market value of
$68,000 and $70,000. During the fiscal year endee B0, 2009, the Company granted an award of @0GBares of restricted stock with an
aggregate market value of $50,000 to the Compadlyisf Executive Officer as part of his compensaagneement. For the fiscal years ended
June 30, 2009 and 2008, total stock compensatiparese charged against income for these plans viEs@® and $499,000, respectively.

The Company uses the Black-Scholes option pricindeh The BlackScholes option pricing model was developed foneatiing the fail
value of traded options which have no vesting ig#tns and are fully transferable. In additiontiop valuation models require the input of
highly subjective assumptions, including the expédtock price volatility. Because the Companydgktoptions have characteristics
significantly different from those of traded optfoand because changes in the subjective input asisuns can materially affect the fair value
estimate, in management’s opinion, the existing ef®do not necessarily provide a reliable singlasuee of the fair value of its stock-based
awards. The following are the assumptions mademputing the fair value of stock-based awards:

Year Ended June 30

2009 2008
Average ris-free interest rat 3.65% 3.3%-4.4%
Dividend yield 0% 0%
Expected life 10.0 year: 5.0-10.0 year
Expected volatility 103% 82.7%- 95.9%
Weighted average fair value of granted opti $0.48 $0.74
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Revenue Recognition and Accounts Receivable

The Company’s revenue recognition policies arecopadance with the Securities and Exchange Comomss{SEC) Staff Accounting
Bulletin No. 101, Revenue Recognition in Finan8ttements, as amended by SEC Staff AccountingfulNo. 104, Revenue Recognition
and with the AICPA’s Statement of Position 97-2 fid@re Revenue Recognition”.

Software products are sometimes sold in an arraagethat includes implementation services or maiee services. Maintenance
services are limited to help desk support anditrginThe Company allocates the total arrangemenafeong each element based on vendor-
specific objective evidence of the relative failueof each of the elements. The Company limitastsessment of fair value of each element to
the price charged when the same element is solttatety. If the fair value of each element in atipié element arrangement cannot be
reliably determined, and if the fair value of amdelivered element cannot also be reliably detezdhiall revenue under the arrangement is
deferred until such time as the only remaining limdeed element is maintenance, or in the absehositenance, implementation service:
which time revenue is recognized over the remainiaintenance or service period. Revenue that erdef and recognized over a mainten:
or service period is recognized in proportion @ slervices delivered, or ratably if no better measd performance can be determined.

Revenues for software product sales and salesvelajged software are recognized as revenue whercfiearia are met. These four
criteria are (i) a signed purchase order has bbtaired (i) delivery of the software has occur(iédi the fee is fixed or determinable and
(iv) the fee is probable of collection. Softwareguct sales billed and not recognized as reveraimaluded in deferred revenue. The
Company generally does not require collateral émoants receivable. The Company allows returns ftastomers in limited situations. The
Company has historically not experienced significeturns, and accordingly, allowances for returpestiucts are not recorded.

Maintenance services are sold for stated periodsratated numbers of hours. Revenues are recedm&ably over the service period
arrangements to provide maintenance over a statéadp Revenues for maintenance billed on an hdwabis are recognized as the services are
performed or upon expiration of the service coritrRevenues from implementation and training sewiare recognized as the services are
provided. Advance payments for these services eflerieed and revenue is recognized in the periodswhe services are performed. Prepaid
training and support services offered by the Comzar generally subject to an expiration period amestrictive returns policy.

The Company also receives commissions from verfdoitsansactions in which the Company essentiadtg as an agent for the vendor.
In these transactions, the Company does not td&edithe product, have responsibility for theiekaty of any services, or have risk of loss for
collection. These commissions are recorded as tevetnen earned.

Allowance for Doubtful Accounts

The Company uses estimates to determine the ambtim allowance for doubtful accounts necessangdinice accounts receivable tc
expected net realizable value. The Company eststateamount of the required allowance by reviewtiregstatus of past-due receivables and
analyzing historical bad debt trends. Actual cdlt@texperience has not varied significantly frostimates, due primarily to credit policies,
collection experience, and a lack of concentratibaccounts receivable. The Company charges-offivables deemed to be uncollectible to
the allowance for doubtful accounts. Accounts neiglie balances are not collateralized.

Cost of Product Sales

Cost of product sales includes the costs of puinhaftware and hardware from suppliers and tse@ated shipping and handling
costs.
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Cost of Service Revenue

Cost of service revenue consists primarily of dieraployee compensation of all service personhelcbst of subcontracted services and
direct expenses billable to customers. Cost ofisemevenue does not include an allocation of cyadhcosts.

Cost of Developed Software

The Company accounts for costs associated withelielopment of software in accordance with StateroERinancial Accounting
Standards No. 8@\ ccounting for the Costs of Computer Software t&8Blel, Leased, or Otherwise Marketg8tatement 86”). Under
Statement 86, internal costs incurred to createpcen software are charged to expense when incunidtechnological feasibility for the
product has been established.

Warranty Costs
The Company does not provide for warranty coststégproducts as such costs are incurred by theufaaturer of the products.

Advertising Costs

Costs incurred for producing and communicating aiements are expensed as incurred and includgelling, general and
administrative expenses in the accompanying statenud operations. Advertising expenses, net ahbeirsements from suppliers,
approximated $403,000 and $553,000 for the yeatsdedune 30, 2009 and 2008.

Business Segment Reporting
The Company’s operations are reviewed by the Cogipamief operating decision maker as a single ssgm

Income Taxes

The Company uses the liability method to accounirfoome taxes. Income tax expense includes indames currently payable and
deferred taxes arising from temporary differencetsveen financial reporting and income tax basessséts and liabilities. Deferred income
taxes are measured using the enacted tax ratdaasdhat will be in effect when the differences axpected to reverse. Valuation allowances
are established when necessary to reduce defeprexbsets to the amount expected to be realizedmia tax expense, if any, consists of the
taxes payable for the current period. Valuatioovadinces are established when the realization efridaf tax assets are not considered more
likely than not.

Recent Accounting Pronouncements

In April 2008, the FASB issued FSP No. 142-Bétermination of the Useful Life of Intangible Asséor FSP 142-3, which amends the
guidance about estimating the useful lives of rec intangible assets and requires additionalabsires related to renewing or extending
terms of recognized intangible assets under SFASHBP 1423 is effective for financial statements issuedfigral years, and interim perio
within those fiscal years, beginning after Decentt®r2008. The implementation of FSP No. 142-3rditthave a material impact on the
Company’s consolidated financial statements.

In June 2008, the FASB ratified the consensus eghoh EITF Issue No. 07-Betermining Whether an Instrument (or an Embedded
Feature) is Indexed to an Enf's Own StocK (“Issue 07-5"). This Issue provides guidance determining whether an equity-linked financial
instrument (or embedded feature) is indexed to an
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entity’s own stock. Issue 07-5 applies to any fraeding financial instrument or embedded featuat ltfas all the characteristics of a derivative
under paragraphs 6-9 of Statement of Financial Acting Standards No. 133&ccounting for Derivative Instruments and Hedging
Activities,” (“SFAS 133”) for purposes of determining whethleat instrument or embedded feature qualifiegHerfirst part of the scope
exception under paragraph 11(a) of SFAS 133. I163d# also applies to any freestanding financiakrimaent that is potentially settled in an
entity’s own stock, regardless of whether the insient has all the characteristics of a derivativeen paragraphs 6-9 of SFAS 133, for
purposes of determining whether the instrumentiikiavthe scope of EITF Issue 00-19Atcounting for Derivative Financial Instruments
Indexed to, and Potentially Settled in, a Comj's Own Stock,(Issue 00-19) which provides accounting guidancérfstruments that are
indexed to, and potentially settled in, the isssiervn stock. Issue 07-5 is effective for fiscalrgdaeginning after December 15, 2008. The
Company is currently evaluating the requirementisstfie 07-5 and has not yet determined its effleghy, on its financial statements.

In May 2009, the FASB issued SFAS No. 165ubsequent Eventsor SFAS 165. SFAS 165 establishes standardadoounting and
disclosure of material events that occur aftefdhlance sheet date but prior to the issuance affiial statements. SFAS 165 shall be effective
for financial statements issued after June 15, 2088 Company currently discloses its subsequestitswvithin the established guidelines of
SFAS 165.

In June 2009, the FASB issued SFAS No. 188g FASB Accounting Standards Codification andltherarchy of Generally Accepted
Accounting Principle” SFAS 168 establishes the FASB Accounting Standaadification (Codification) as the single sourceaathoritative
U.S. GAAP recognized by the FASB to be applied bggovernmental entities. When effective, the Cadifon will supersede all existing
non-SEC accounting and reporting standards. Akiotton-grandfathered, non-SEC accounting literatoténcluded in the Codification will
become non-authoritative. The Codification doesamainge current U.S. GAAP, as it only reorganizes. (GAAP into a topical structure.
SFAS 168 and the Codification are effective foafinial statements issued for interim and annuabgeiending after September 15, 2009,
which for the Company is the first quarter of i fiscal year. The adoption of SFAS 168 is ngiteeted to have a material impact on the
Company'’s results of operations, cash flows orrfaial position. Previous references made to U.SABAterature, however, in the notes to
the Company’s Consolidated Financial Statementsesevhere in its filing with the SEC, will be uped with references to the new
Codification.

2. Supplemental Disclosure of Cash Flow Information

The Company paid interest of approximately $30,800 $26,000 in 2009 and 2008, respectively, andl feaieral and state taxes of
approximately $923,000 and $149,000 in 2009 an@2@3pectively. Total purchases of property andpgent were approximately $492,000
and $304,000, and non-cash purchases of propedtg@uipment were approximately $358,000 and $-@0iB9 and 2008, respectively.

3. Borrowings Under Line of Credit

The Company maintains a line of credit from a b#at provides for up to $5 million of borrowingsilited to 80% of the Company’s
aggregate eligible accounts receivable. The intea¢s is the 30-day London Interbank Offered RatBOR) plus 2.25%, or 2.55% as of
June 30, 2009. The loan expires on December 31 a0d is secured by all of the Company’s assetgmcertain inventories. The Company
made no borrowings from the bank under this cil@wtduring fiscal year 2009 and had no outstantiaigowings at June 30, 2009 and 2008.

4. Series F Convertible Preferred Stock

In June 2006 the Company issued 4,000 shares mfsFeConvertible Preferred Stock which raised 4,000 to pay down debt and to
fund an acquisition. In connection with this isscerthe Company granted 800,000 warrants to puedtissommon stock at an initial exercise
price of $2.40 per share, expiring on
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June 12, 2010. The exercise price was reduced.80$3 a result of the application of anti-dilutfmovisions that were triggered by a
subsequent private placement of common stock. Ehies$sF shares have the following terms:

Redemption FeatureThe Series F Shares are redeemable in the evénhéh@ompany is engaged in a business combin#tairis
approved by the Board of Directors and subsequentiynitted and approved by a vote of the Compastp'skholders. The redemption
price is $2.00 per share (upon conversion) pluaraount equal to all declared and unpaid dividermdsued on such shares since the
original issue date. The redemption may be madash or common stock, at the Company’s option. Raysin common stock will be
priced at a 7.5% discount to the market price at time, and the investors are permitted to contheraamount which the Company would
otherwise redeem before redemptions at the cororesice.

Voting Rights Each holder of the Series F Shares shall votethay with all other classes and series of stock®Company as a
single class on all actions. Each share shalllertkie holder to one vote per share of common staokwhich the preferred stock is then
convertible on each such action. In addition, tHesders have special voting rights in connectidgthwertain matters, including the
issuance of senior stock or debentures, certaigengrthe dissolution of the Company and any amentito the charter or the terms of
the securities that would impair their rights.

Dividend Rate The holders of the Series F shares are entitleddeive cumulative dividends at a rate of 10%gmegrum when and
as declared by the Board of Directors. Dividendspaid semi-annually to holders of the Series Feshand may be paid in cash or the
Company’s common stock but payments in common sdoelsubject to certain conditions. Payments inmomstock will be priced at a
5% discount to the market price at that time.

Conversion Feature The Series F shares are convertible at any tirtteegholders’ option. Each share of preferredlstsc
convertible into shares of common stock by muliipdythe appropriate conversion rate in effect yribmber of shares of preferred st
being converted. Currently, the conversion rateli shares of common stock for each share of SErieswever, this rate may be
adjusted due to stock splits, dividends, and othents defined in the stock purchase agreementCohgany may force the holders of
the issue to convert into its common stock at amg bnce the market price of the Company’s comntockss greater than $5.00 per
share for twenty consecutive trading days.

Put Option- Beginning on July 1, 2008 and on the first businday of each calendar quarter thereafter, edderhaf the Series F
shares shall have the option to exercise a puvipthich will require the Company to purchase 12d&%he aggregate number of shares
of Series F Preferred Stock purchased.

Common Stock Warrant€Each holder of Series F shares received comnuak starrants which give the holder the right to
purchase 400 shares of the Company’s common sto@ath Series F share held. The current exerdise @f the warrants is $2.30 per
share and they expire on June 12, 2010. The ergudise may be further adjusted due to stock smlitsdends, and other events as
defined in the stock purchase agreement.

Liquidation Preference In the event of a liquidation, dissolution or wing up of the Company, the holders of Series Feshare
entitled to receive for each share, prior and afgnence to any distribution of any of the assetuoplus funds to the holders of common
stock, an amount equal to $1,000 per share (upowvecsion) plus all accumulated but unpaid divideridgpon the occurrence of such
event, the assets and funds thus distributed ari@nigolders are insufficient to permit the payndrthe preferential amount, then the
entire assets and funds of the Company legallyiawai for distribution shall be distributed ratallymong the preferred stockholders.

As a result of the previously-described put optitwe, net proceeds from the issuance of the Ser@srivertible Preferred Stock are
classified as temporary equity in the accompangimsolidated balance sheets as the terms of tharise do not warrant classification as a
liability nor as equity. The Series F shares ha$8.81 par value with 4,000 shares authorized sswkd, and 2,000 shares outstanding at
June 30, 2009 with an aggregate liquidation prefegef $2,000,000 as of June 30, 2009.
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5. Preferred Stock

The Companys preferred stock included in the equity sectiothefaccompanying consolidated balance sheetsatemdithe following &
of June 30, 2009 and 2008:

June 30
2009 2008

Series D Convertible Preferred Stock, $0.01 pane/al, 297,537 shares authorized and issued; aB8,218 share
outstanding at June 30, 2009 and 2008; aggregatigldition preference of $654,000 at June 30, 2002808 $11,00C  $11,00(

Series E Convertible Preferred Stock, $0.01 pare;&8,000 shares authorized; 1,191 shares iss@&dargd 958 share
outstanding at June 30, 2009 and 2008, respectiagbregate liquidation preference of $937,000%8%B,000 at
June 30, 2009 and 2008, respecti — —
Total Preferred Stoc $11,00C  $11,00(

At June 30, 2009 and 2008, 1,089,213 shares oésSSBEriConvertible Preferred Stock were outstandiegpectively, with the following
terms:

Redemption FeatureThe Series D shares are redeemable in the evernthth&@ompany is engaged in a business combin#tairis
approved by the Board of Directors and subsequentiynitted and approved by a vote of the Compastp'skholders. Any director who
holds shares of Series D is not eligible to votetenproposed business combination. The redemptioa is $0.30 (upon conversion) per
share plus an amount equal to all declared andidinipbadends accrued on such shares since thenatiggisue date.

Voting Rights Each holder of the Series D shares shall votethmg with all other classes and series of stock@Company as a
single class on all actions. Each share shalllertkie holder to one vote per share of common staokwhich the preferred stock is then
convertible on each such action. In addition, tHedders have special voting rights in connectidtihwertain matters, including the
issuance of senior stock or debentures, certaigengrthe dissolution of the Company and any amentito the charter or the terms of
the securities that would impair their rights.

Dividend Rate The holders of the Series D shares are entilleddeive cumulative dividends at a rate of 10.@gmnum when
and as declared by the Board of Directors. Dividesue paid quarterly to preferred shareholders.

Conversion Feature The Series D shares are convertible at any timabig 120 days after the original issuance dateebptiol
of the holder and automatically converts into comratock if the common stock trades for more tha2%per share for 60 consecutive
trading days. Each Series D share is convertittiteshares of common stock by multiplying the appieip conversion rate in effect by
the number of shares of preferred stock being avedeCurrently, the conversion rate is two shafesommon stock for each share of
Series D share; however, this rate may be adjuBiedo stock splits, dividends, and other evenfinee in the stock purchase agreem

Liguidation Preference In the event of a liquidation, dissolution or wing up of the Company, the holders of Series Deshare
entitled to receive for each share, prior and efgnence to any distribution of any of the assetsueplus funds to the holders of common
stock, an amount equal to $0.60 per share plicalimulated but unpaid dividends. If upon the a@nae of such event, the assets and
funds thus distributed among the holders are ingafft to permit the payment of the preferentiabamt, then the entire assets and funds
of the Company legally available for distributidmedi be distributed ratably among the preferredidtolders.
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In July 2005 the Company issued 1,191 shares aé$SErConvertible Preferred Stock which raised $1,000 for working capital
purposes. In connection with this issuance, the izom granted 366,475 warrants to purchase its canstozk at an exercise price of $0.65
per share which expired on July 29, 2008. The Sétishares have the following terms:

Redemption FeatureThe Series E shares are redeemable in the éwadrthe Company is engaged in a business combintiid is
approved by the Board of Directors and subsequentiynitted and approved by a vote of the Compastp'skholders. Any director who
holds shares of Series E is not eligible to votehenproposed business combination. The redemptioa is $0.65 per share (upon
conversion) plus an amount equal to all declaretiiapaid dividends accrued on such shares sincerigieal issue date.

Voting Rights Each holder of the Series E shares shall votethag with all other classes and series of stock@Company as a
single class on all actions. Each share shalllertkie holder to one vote per share of common stadokwhich the preferred stock is then
convertible on each such action. In addition, tHedders have special voting rights in connectidti wertain matters, including the
issuance of senior stock or debentures, certaigengrthe dissolution of the Company and any amentito the charter or the terms of
the securities that would impair their rights.

Dividend Rate The holders of the Series E shares are entitleddeive cumulative dividends at a rate of 10.@bgmnum when
and as declared by the Board of Directors. Divideaie paid quarterly to preferred stockholders.

Conversion Feature The Series E shares are convertible at any timmbieg 120 days after the original issuance datbebptior
of the holder and automatically converts into comratock if the common stock trades for more tha2%per share for 60 consecutive
trading days. Each Series E share of is converiitiitdeshares of common stock by multiplying the rappiate conversion rate in effect by
the number of shares of preferred stock being avedeCurrently, the conversion rate is 1,538.5ehaf common stock for each share
of Series E; however, this rate may be adjustedaseock splits, dividends, and other events @efiim the stock purchase agreement.

Common Stock Warrant€Each holder of Series E shares received comnuoak starrants which give the holder the right to
purchase 307.7 shares the Company’s common stoeabfh Series E share held. The exercise prideeoiairrants was $0.65 per share
and they expired on June 28, 2008.

Liquidation Preference In the event of a liquidation, dissolution or wing up of the Company, the holders of Series Eeshare
entitled to receive for each share, prior and afgnence to any distribution of any of the assetuoplus funds to the holders of common
stock, an amount equal to $0.65 per share (upovetsion) plus all accumulated but unpaid dividerflspon the occurrence of such
event, the assets and funds thus distributed arienigolders are insufficient to permit the paynthe preferential amount, then the
entire assets and funds of the Company legallyiawai for distribution shall be distributed ratalljmong the preferred stockholders.
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6. Earnings (Loss) Per Share

Basic earnings (loss) per common share is commgettt earnings (loss) available to common stodensldivided by the weighted-
average number of common shares outstanding fggehied. Such outstanding shares include thosedssuough Employee Stock
Compensation Plans, Board compensation, and theisgef stock warrants. Diluted earnings (loss)gqmnmon share include the potential
dilution that would occur from common shares is$eiaipon the exercise of outstanding stock optiortswarrants and the conversion of
preferred stock. The dilutive effects of the comnstotk derivatives were not included for fiscal y2@09 as these options would have an anti-
dilutive effect due to the losses of the Company ofAJune 30, 2009, 8,652,685 shares of commok stere issuable upon the conversion or
exercise of options, warrants and preferred stdhk.following summarizes the computations of basid diluted loss per common share:

Year ended June 30,

2009 2008
Numerator:

Net income (loss $ (313,000 $ 3,091,001
Less: preferred stock dividen (512,000 (565,000
Net income (loss) available to common stockholi $ (825,000 $ 2,526,00
Denominator:

Weighted average shares outstan—basic 16,815,722 16,166,06

Assumed conversion of preferred st — 3,654,09

Effect of outstanding stock optio — 217,04°

Effect of outstanding stock warrar — 84,69:

Weighted average shares outstan—diluted 16,815,722 20,121,89

Basic earnings (loss) per common st $ (0.05 $ 0.1¢€

Diluted earnings (loss) per common sh $ (0.09 $ 0.1f

Antidilutive stock options, warrants and conversiiits 4,764,90: 5,009,30!

7. Stock Purchase Warrants

As of June 30, 2009, the Company had outstandingawes to purchase 2,364,980 shares of common.stosdmmary of these warrants
is as follows:

Number of Share: Exercise Pric¢ Expiration Date
800,00( $ 2.3(C June 12, 201
200,00( $ 1.9t June 12, 201
600,00( $ 1.9¢ June 14, 201

38,87¢ $ 0.6C July 1, 201C
726,10: $ 1.52 January 29, 20!
2,364,98|

8. Employee Stock Compensation Plans
Employee Stock Option Pla

The Board of Directors may grant options underAkatech Solutions, Inc. 2002 Stock Option to pusghahares of the Company’s
common stock at a price not less than the fair etarlue of the common stock at the grant date.Plae provides for the granting of both
incentive stock options and non-qualified stockiam to purchase an aggregate of up to 3,100,08@&slof common stock to eligible
employees, officers, and directors of the Company.
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A summary of stock option activity and related imfiation is included in the following table:

2009 2008

Weighted Weighted

Average Average

Exercise Exercise

Options Price Options Price

Outstanding at beginning of ye 1,678,20! $ 111 1,625,30. $ 0.9
Granted 61,20( 0.51 639,00( 0.8¢
Exercisec (50,000 0.6C (531,94) 0.2z
Forfeited (51,23) 0.62 (54,159 1.3¢
Outstanding at end of ye 1,638,17. $ 1.12 1,678,20! $ 1.11
Exercisable at end of ye 1,232,841 $ 1.1¢€ 1,167,03 $ 1.1f
Weighte-average remaining contractual life of outstandiptiams 6.9 year 7.7 year

The aggregate intrinsic value of the stock optiontstanding and exercisable at June 30, 2009 a08 &@s $22,000 and $178,000,
respectively. The aggregate intrinsic value of @pdiexercised was $13,500 and $327,000 duringehesyended June 30, 2009 and 2008,
respectively.

All options granted have an exercise price equ#thédfair value of the Company’s common stock andhte of grant. Exercise prices for
options outstanding as of June 30, 2009 ranged $@m67 to $63.33 as follows:

Weighted Weighted
Average Average
Weighted Remaining Weighted Remaining
Average Exercise Contractual Life Average Exercise Contractual Life
Range of Exercise Options Prices of Options of Options Options Prices of Options of Options
Prices Outstanding Outstanding Outstanding Exercisable Exercisable Exercisable
$0.167- 0.34 107,99¢ $0.2¢ 4.4 year 107,99t $0.2¢ 4.4 year
0.35- 0.7t 292,20( 0.5€ 6.6 year 280,20( 0.5¢€ 6.5 year
0.76- 0.91 768,00( 0.8¢ 7.5 year 437,62! 0.8¢ 6.8 year
1.05-63.3¢ 469,97! 2.0¢ 6.7 year 407,01 2.1¢ 6.7 year
1,638,17. 1,232,84I

Assuming that no additional share-based paymeatgranted after June 30, 2009, unamortized stogipeasation expense of $238,000
will be recognized in the statement of operationsr@ weighted average period of 4.7 years.

Employee Stock Purchase P!

The Company’s Board of Directors adopted, andtdskholders subsequently approved, the EmployeekStarchase Plan (the “ESHP”
under which, as amended, 2,000,000 shares of corsinok are reserved for issuance. As of June 319,2869,030 shares were available for
future issuance.

The ESPP is administered by the Compensation Cdeerif the Board of Directors. Generally, eachraffgis of six months’ duration,
but can extend as long as twenty-seven monthsibieigmployees who work a minimum of 20 hours akweay purchase up to 15% of their
compensation in common stock at a price equal % 8bthe lower of the fair value of the common &tat the beginning or end of the offeri
period. Employees may purchase up to $25,000 ohwamstock in any calendar year under the ESPP.

As of June 30, 2009, the balance withheld from eygs’pay totaled approximately $19,000 and in July 2@%614 shares of comm
stock were issued to employees under the ESPP.
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Restricted Stock Award Pl

In May 2003, the Company’s Board of Directors appmbthe Avatech Solutions, Inc. Restricted StockafdvPlan, which was amended
and restated on August 23, 2005. Employees anduttants of the Company are eligible to receive ls@woards under this plan if they are
already stockholders or hold options to purchaseeshof common stock. Additionally, officers oratitors of the Company are eligible to
receive restricted stock awards regardless of agnepisting ownership of common stock or stock ami Vesting for restricted stock awards
granted under this plan may vary, but awards vetigrally vest based on continued service of thipieett or achievement of specific
performance goals. After amendments, the Compaserved a total of 1,200,000 shares of common dtoaksuance under the Restricted
Stock Award Plan and 274,575 shares were avaifablee issuance as of June 30, 2009.

During fiscal year 2009, the Company issued 112dHbes of restricted stock to certain directorsoaspensation for service on the
Company’s Board of Directors. In addition, in commpke with the compensation agreement with its {Ekecutive Officer, the Company
granted him an award of 100,000 shares of restristieck with 50,000 shares issued in January 2063fe remaining 50,000 issued on Jul
2009. All of the restricted shares were issuecuatef market prices on the date of grant and hadighted-average fair value of $0.57 per
share. For the years ended June 30, 2009 and 2@08ompany recorded aggregate expense of $118r@0®$70,000, respectively, for
common stock grants to officers and directors.

9. Shares Reserved for Future Issuance

At June 30, 2009, the Company has reserved 8,633a@res of common stock for future issuance uperexercise of stock options
granted under the Company'’s stock option plangcése of outstanding stock purchase warrants, igsiaf restricted stock awards, purchases
under the employee stock purchase plan and thescsion of preferred stock.

10. Income Taxes
Significant components of the Company’s deferredagsets and liabilities are as follows:

Year ended June 30

2009 2008
Deferred tax asset
Net operating loss carryforwa $479,00( $479,00(
Accrued compensatic — 26,00(
Accrued professional fet 16,00( —
Nonqualified stock option 57,00( —
Allowance for doubtful accoun 65,00( 73,00(
Excess of book over tax depreciation and amortin 57,00( 43,00(
Excess of book over tax lease expe 74,00( 41,00(
Other asset 112,00( 95,00(
Total deferred tax asse 860,00( 757,00(
Deferred tax liabilities
Customer lis 459,00( 495,00(
Accrued bonuse 73,00( —
Total deferred tax liabilitie 532,00( 495,00(
Deferred tax assets, net of liabiliti 328,00( 262,00(
Valuation allowanct 16,00( —
Net deferred tax asse $312,00( $262,00(
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The Company’s provision for income taxes resultedffective tax rates attributable to loss fromtaoring operations before cumulative
effect of change in accounting principal that vdfieom the statutory federal income tax rate of 34%summarized in the table below.

Year ended June 30

2009 2008
Expected federal income tax expense (benefit) frontinuing operations at 34 $(168,00() $1,218,00!
Expenses not deductible for income tax purpt 64,00( 137,00(
Amendment of prior year retu (70,000 —
State income taxes, net of federal ber 2,00 29,00(
Change in valuation allowance for deferred tax tas 16,00( (891,001)
Other (26,000 —
Income tax expense (benet $(182,00() $ 493,00(

Income tax expense includes current state incorestaf approximately $24,000 and $82,000 for 2@®@l, 2008, respectively.

At June 30, 2009, the Company has federal net tipgrass carryforwards totaling approximately $tnillion, which will begin to
expire in 2012. The federal net operating lossyfarwards at June 30, 2009 are subject to a $922000al limitation under Internal Revenue
Code Section 382.

11. Commitments and Contingencies
Operating Leases

The Company leases certain office space and equipumeler noncancellable operating lease agreerntattexpire in various years
through 2014, and generally do not contain sigaiftaoenewal options. Future minimum payments uatleroncancellable operating leases
with initial terms of one year or more consistedha following at June 30, 2009:

Year ending June 3!

2010 $ 1,303,001
2011 1,198,00!
2012 704,00(
2013 510,00(
2014 259,00(
Thereaftel 39,00(
Total minimum lease paymer $ 4,013,000

Rent expense consisted of the following:

Year ended June 30

2009 2008
Office space $ 1,300,001 $ 1,300,001
Equipment 166,00( 189,00(

$ 1,466,001 $1,489,00

There was no rent paid to a related party for #wry ended June 30, 2009 and 2008.
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Capital Leases

In October of 2008, the Company acquired new cosrpeqiuipment for its training facilities and incdra capital lease obligation of
$358,000 to finance the acquisition. This capiakle obligation totaled $277,000 as of June 3®.280proximately $117,000 represents the
short term balance of the lease and is reflectedhiar current liabilities with the remaining lotegm portion ($160,000) shown as Obligations
Under Capital Leases in the accompanying balaneetshPayments are made quarterly through Septetfthérand depreciation expense on
this equipment was approximately $90,000 as of Bn009. Future minimum payments consisted ofdliewing at June 30, 2009:

Year ending June 3!

2010 $137,00(

2011 137,00(

2012 34,00(
Total minimum lease paymer 308,00(
Less:

Taxes 9,00(

Imputed interes 22,00(
Present value of future minimum lease paym $277,00(

12. Employee Benefit and Incentive Compensation Ria

Effective January 1, 1998, the Company adopted\tfatech Solutions, Inc. 401(k) Retirement SavinigsmRnd Trust (the “401(k)
Plan”). The 401(k) Plan is a defined contributidary which covers substantially all employees ef @ompany, or its wholly-owned
subsidiaries, who have attained age 21 and haveleted three months of service. Participants magtel pre-tax payroll deduction up to
$16,500 (if under age 50), or $22,000 (if age 50lder by December 3 of any calendar year). Asratae, the 401(k) Plan provides that the
Company will match 100% of the participant salagfedrals up to 3% of a participant’'s compensatiod 20% of the next 2% of a participat’
compensation, or a total possible maximum matchorgribution of 4% of a participars’compensation, for all participants. The Compaay
also make discretionary profit-sharing contribusiga the 401(k) Plan for all participants who amgkoyed on the last day of the plan year but
has not done so for the plan years ended Decemih@086, 2007 and 2008. The total amount recorgetido Company as expense during the
fiscal years ended June 30, 2009 and 2008 was xippately $420,000 and $446,000, respectively.

13. Significant Supplier

Approximately 95% of the Company’s inventory pursési for the years ended June 30, 2009 and 2008 freen one vendor and
approximately 83% of accounts payable at June @09 2and 2008, were due to this vendor. Approxinye@dPs of the Compang’total produc
revenues are related to this supplier’s products.

14. Liquidity and Capital Resources

The Company currently has debt of $277,000 relatedcapital lease at June 30, 2009. In additlren Gompany had a working capital
surplus of approximately $2,497,000. The Compamesiagement believes that its near-term needs carebfom its available cash
resources, cash flows from operations and itsdineredit.
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15. Subsequent event

On July 1, 2009, pursuant to the agreements exgastpart of its June 2006 offering of its SerigSdnvertible Preferred Stock (Series
F), the Company redeemed 500 of the original 48&@es F shares for payments to the holders oéSértotaling $500,000 plus accumulated
interest of approximately $12,000. The Series Fedi@ders have the right to request redemptiongpdd $500,000 of the Series F stock on
October 1, 2009, January 1, 2010 and April 1, 28d have expressed their intention of fully redewnthe offering on these dates. The
Company expects to fund these redemptions ous @xitess cash balance and does not anticipatihéyatvill have any material effect on the
Company’s liquidity.

The Company has evaluated all subsequent eventsginthe date these financial statements weredsSeptember 28, 2009 and no
other recognized or unrecognized subsequent ewenesnoted.
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EXHIBIT INDEX

Description
Restated Certificate of Incorporation (incorporatgdeference to our Registration Statement on f88-2 filed on Novembe

21, 2000, File No. 33-50426)

First Amendment to Restated Certificate of Incogpion (incorporated by reference to our RegistraBtatement on form ¢-2
filed on November 21, 2000, File No. --50426)

Reverse Split Amendment to Restated Certificate@drporation (incorporated by reference to ouriBegtion Statement on
form <-4 filed on May 30, 2002, File No. 3-89386)

Amendment of PlanetCAD'’s Certificate of Incorpooatito change the name of PlanetCAD, Inc. to Avatalutions, Inc.
(incorporated by reference to our Registrationedtent on form -4 filed on May 30, 2002, File No. 3-89386)

Certificate of Amendment to Amended and Restatatificate of Incorporation (incorporated by refecerto our Registratio
Statement on form-1, filed on July 19, 2004, File No. 3-114230)

By-Laws (incorporated by reference to our RegistraBtatement on form &-2 filed on November 21, 2000, File No. -
50426)

Certificate of Designation, Preferences and RightSeries D Convertible Preferred Stock (incorpedaty reference to our
Current Report on form-K, filed on May 28, 2002, File No. 0-31265)

Certificate of Amendment to Certificate of Desigoatof Series D Convertible Preferred Stock (incogbed by reference to our
Quarterly Report on form -Q, filed on February 13, 2004, File No. (-31265)

Certificate of Designation, Preferences and RightSeries E Convertible Preferred Stock (incorpeatdty reference to our
Current Report on form-K, filed on August 9, 2005, File No. 0-31265)

Certificate of Designation, Preferences and RightSeries F Convertible Preferred Stock (incorpeatdiy reference to Exhik
4.3 hereto

Certificate of Designation of the Powers, Prefeesnand Relative, Participating, Optional and Ofycial Rights of Preferre
Stock and Qualification, Limitations and Restrictibhereof of Series F 10% Cumulative Convertibleféired Stock
(incorporated by reference to our Registrationedtent on Form -1, filed on June 22, 2006, File No. -134862)

Form of Purchase Agreement for Series D ConverBioiferred Stock (incorporated by reference toQuarterly Report on
form 1C-Q, filed on February 13, 2004, File No. (-31265)

Warrants to purchase up to 51,828 shares of constook issued by Avatech to W. James Hindman dated & 2004
(incorporated by reference to our Registrationedtesnt on form -1, filed on July 19, 2004, File No. 3-114230)

Warrants to purchase up to 38,878 shares of constomk issued by Avatech Solutions, Inc. to W. Jakliesiman, dated July
2005 (incorporated by reference to our Annual Repoi-orm 1-K, filed on November 14, 2005, File No. (-31265)

Warrant to purchase up to 100,000 shares of constomk issued by Avatech to W. James Hindman, datgdber 22, 2005
(incorporated by reference to our Quarterly ReparfForm 11-Q, filed on November 14, 2005, File No (-31265)

Preferred Stock and Warrant Purchase Agreemendrfincated by reference to our Registration Stateémer-orm S-1, filed on
June 22, 2006, File No. 3-134862)

Common Stock Purchase Warrants (incorporated leyee€e to our Registration Statement on Form 8et, 6n June 22, 2006,
File No. 33:-134862)
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Investor Rights Agreement (incorporated by refeeetocour Registration Statement on Form S-1, fledune 22, 2006, File No.
333-134862)

Common Stock and Warrant Purchase Agreement (incatgd by reference to our Registration Statemeriaym S-1, filed on
June 22, 2006, File No. 3-134862)

Form of Common Stock Purchase Warrants issuedgtm&Opportunity Fund LLC and Pacific Asset Partrigrsorporated b
reference to our Registration Statement on Fc-1, filed on June 22, 2006, File No. -134862)

Investor Rights Agreement (incorporated by refeeetacour Registration Statement on For-1, filed on June 22, 2006, File N
33:-134862)

Common Stock and Warrant Purchase Agreement (incatgd by reference to our Registration Statemerdtam $-1, filed on
February 2, 2007, File No. 3-140418)

Investor Rights Agreement (incorporated by refeeetocour Registration Statement on Form S-1, filedrebruary 2, 2007, File
No. 33:-140418)

Common Stock Purchase Warrants (incorporated leyeefe to our Registration Statement on Form 8et, én February 2,
2007, File No. 33-140418)

Lease by and between Mer-DM1, LLC and Avatech Solutions, Inc. effective June2004 (incorporated by reference to
Registration Statement on forn-1, filed on July 19, 2004, File No. 3-114230)

Avatech Solutions, Inc. 2002 Stock Option Plandiporated by reference to our Registration Statémeirfiorm $-4 filed on May
30, 2002, File No. 3:-89386)

Avatech Solutions, Inc. Amended and Restated RéstriStock Award Plan (incorporated by referendéxboibit 10.3 of our
Quarterly Report on Form -Q, filed on November 14, 2005, File No (-31265)

Amended Avatech Solutions, Inc. Employee Stock Pase Plan (incorporated by reference to Exhibit duo Registration
Statement on Form-8, File No. 33-147823)

Amended and Restated Employment Agreement betweengé Davis and Avatech Solutions, Inc. dated Seipee 12, 2007
(incorporated by reference to Exhibit 10.1 of our@nt Report on Form-K, filed on September 18, 200

Renewal of Amended and Restated Employment Agreebegween George Davis and Avatech Solutions,(incorporated by
reference to Exhibit 10.1 of our Current Reportranm ¢-K, filed on August 26, 200¢

Employment Agreement by and between Donal” Scotty” Walsh and Avatech Solutions, Inc. dated July 1 32@corporatec
by reference to our Annual Report on forn-K, filed on October 3, 2003, File No. (-31265)

Separation and Retirement Agreement between Ddddl8cotty” Walsh and Avatech Solutions, Inc. dafedyust 22, 2007
(incorporated by reference to Exhibit 10.1 of ourr@nt Report on Form-K, filed on August 27, 2007

Employment Agreement by and between W. Scott Harris Avatech Solutions Subsidiary, Inc. dated akiof 1, 2004
(incorporated by reference to our Registrationestent on form -1, filed on July 19, 2004, File No. 3-114230)

Separation Agreement dated February 28, 2007 byatvdeen W. Scott Harris and Avatech Solutions Blidry, Inc.
(incorporated by reference to Exhibit 10.1 of oorrk ¢-K filed on March 2, 2007

Employment Agreement between Lawrence Rychlak aratéch Solutions, Inc. dated May 26, 2006 (inccaped by reference
our Annual Report on form -K, filed on September 29, 2008, File No. -31265)
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Letter Agreement between Avatech Solutions, Ind.\8h James Hindman, with stock purchase warrat¢dd@ecember 6, 2004
(incorporated by reference to our Quarterly Reparform 1(-Q, filed on February 15, 2005, File No. (-31265)

Promissory Note issued by Avatech Solutions Sulisidinc. to Mercantile Bank & Trust Co. dated Jawy27, 2006
(incorporated by reference to our Quarterly ReparfForm 11-Q, filed on November 14, 2005, File No (-31265)

Loan and Security Agreement by and between AvaBsdhtions Subsidiary, Inc and Mercantile Bank & §trCo., dated Janua
27, 2006 (incorporated by reference to our Quartedport on Form 1-Q, filed on November 14, 2005, File No (-31265)

Guaranty Agreement by and between W. James HindmdmMercantile Bank & Trust Co., dated January2®06 (incorporate
by reference to our Quarterly Report on Forr-Q, filed on November 14, 2005, File No (-31265)

Second Modification Agreement by and between Avatealutions, Inc. and Avatech Solutions Subsidirg,and Mercantils
Bank & Trust Co., dated December 31, 2006 (incafeat by reference to our Quarterly Report on Fobr@Q1 filed on February
14, 2007, File No 0(-31265)

Channel Partner Agreement, dated February 1, 2§§0énd between Avatech Solutions Subsidiary, Ind. Autodesk, Int
(incorporated by reference to our Quarterly ReparfForm 11-Q, filed on November 14, 2005, File No (-31265)

Restricted Stock Agreement dated January 8, 20Gthtybetween Avatech Solutions, Inc. and Georgediacorporated b
reference to our to Exhibit 10.1 of our Current Beg@n Form -K, filed on January 12, 200

Third Modification Agreement by and between Avat&diutions, Inc. and Avatech Solutions Subsidiémg,and PNC Bank
dated December 31, 2008 (incorporated by referemoer to Exhibit 10.1 of our Current Report on K, filed on January 3!
2008)

Technology Transfer Agreement, dated June 9, 2@08and between Avatech Solutions, Inc. and Autodiesk(incorporated b
reference to our to Exhibit 2.1 of our Current Reejpm Form K, filed on June 10, 200¢

Subsidiaries of the Registrant (filed herew

Consent of Stegman & Company (filed herew

Rule 15¢-14(a) Certification of Chief Executive Officer @il herewith’
Rule 15¢-14(a) Certification of Chief Financial Officer @l herewith’
Section 1350 Certifications (furnished herew



Subsidiaries

Avatech Solutions Subsidiary, Inc.

Technical Learningware, Inc. (dissolved on Novent)e2008)
Sterling Systems & Consulting, Inc. (dissolved anel 12, 2008)
Sterling Systems—Ohio, LLC (dissolved on June 188}
Sterling Systems—Indiana, LLC (dissolved on June20D8)

Exhibit 21.1



Exhibit 23.1
Consent of Independent Registered Public Accountingirm

We hereby consent to the incorporation by referémdlee following Registration Statements filed Awyatech Solutions, Inc. of our repi
dated September 28, 2009 with respect to the cidiaget! financial statements and schedules of AbaBsdutions, Inc., which appears in this
Annual Report of Avatech Solutions, Inc. on FormKL@r the year ended June 30, 2009:

Registration Statements on Form S-1:
REGISTRATION NUMBER

333-140418
333-134862
333-135231
333-131720

Registration Statements on Form S-3:
REGISTRATION NUMBER
333-50426

Registration Statements on Form S-8:

REGISTRATION NUMBER NAME
333-14429 1996 Amended and Restated 1987 Stock Option Plan
1996 Equity Incentive Plan
1996 Non-Employee Directors’ Stock Option Plan
Employee Stock Purchase P

33556079 1996 Equity Incentive Pla
Employee Stock Purchase P

33:5-59569 1998 Nol-Officer Stock Option Pla

33:-85939 1996 Equity Incentive Pla

Employee Stock Purchase Plan
1998 Nol-Officer Stock Option Pla

335107017 Restricted Stock Award Ple
33:-108354 2002 Stock Option Pla

333117195 Employee Stock Purchase P
335131721 Restricted Stock Award Ple
33:-147823 Amended Employee Stock Purchase F

/sl Stegman & Company

Baltimore, Maryland
September 28, 2009



Exhibit 31.1

Certifications of the Chief Executive Officer
Pursuant to Securities Exchange Act Rules 13a-1 aricbd-14
As adopted pursuant to Section 302 of the Sarban&3xley Act of 2002

I, George M. Dauvis, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Avatech Solutions, Inc

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andffie periods presented in this rep

The Registrar' s other certifying officer and | are responsibledstablishing and maintaining disclosure contesld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the Registrant and ha\

(@) Designed such disclosure controls and procsgorecaused such disclosure controls and procedaoiee designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhgeibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preszh

(b) Designed such internal control over financial réjpgr; or caused such internal control over finahetporting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the Regis’s disclosure controls and procedures and preséntad report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in the Reegnt’s internal control over financial reportitigat occurred during the Registrant’s
most recent fiscal quarter (the Registrant’s fodigtbal quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the Redisi’ s internal control over financial reporting; &

The Registrar' s other certifying officer and | have disclosedsdxon our most recent evaluation of internal amiver financia
reporting, to the Registrant’s auditors and thetazammittee of Registrant’s board of directors gersons performing the equivalent
functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the Regid’s ability to record, process, summarize and refgmahcial information; ans

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the Registra’s
internal control over financial reportin

Date: September 28, 20 /s|  GEORGEM. D Avis

George M. Davis
Chief Executive Officer



Exhibit 31.2

Certifications of the Chief Financial Officer
Pursuant to Securities Exchange Act Rules 13a-1 aricbd-14
As adopted pursuant to Section 302 of the Sarban&3xley Act of 2002

I, Lawrence Rychlak, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Avatech Solutions, Inc

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andffie periods presented in this rep

The Registrar' s other certifying officer and | are responsibledstablishing and maintaining disclosure contesld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the Registrant and ha\

(@) Designed such disclosure controls and procsgorecaused such disclosure controls and procedaoiee designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhgeibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preszh

(b) Designed such internal control over financial réjpgr; or caused such internal control over finahetporting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the Regis’s disclosure controls and procedures and preséntad report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in the Reegnt’s internal control over financial reportitigat occurred during the Registrant’s
most recent fiscal quarter (the Registrant’s fodigtbal quarter in the case of an annual repod) ltas materially affected, or is
reasonably likely to materially affect, the Redisi’ s internal control over financial reporting; &

The Registrar' s other certifying officer and | have disclosedsdxon our most recent evaluation of internal amiver financia
reporting, to the Registrant’s auditors and thetazammittee of Registrant’s board of directors gersons performing the equivalent
functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the Regid’s ability to record, process, summarize and refgmahcial information; ans

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the Registra’s
internal control over financial reportin

Date: September 28, 20 /s/  LAWRENCER YCHLAK

Lawrence Rychlak
Chief Financial Officer



Exhibit 32.1

Certifications of Periodic Report by the Chief Exeative Officer and Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350
As adopted pursuant to Section 906 of the Sarban&3xley Act of 2002

In connection with the Annual Report of AvatechBigins, Inc. (the “Company”) on Form ¥0for the year ending June 30, 2009 as -
with the Securities and Exchange Commission arvehioh this Certification is an exhibit (the “Repdrtthe undersigned hereby certify,
pursuant to Section 906 of the Sarbanes-Oxley A2002, that:

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report fairly mnets, in all material respects, the financial ctodiand result of operations of t
Company for the periods reflected there

Date: September 28, 20 /s GEORGEM. D Avis

George M. Davis
Chief Executive Officer

/s/ LAWRENCER YCHLAK

Lawrence Rychlak
Chief Financial Officer




