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Securities registered pursuant to Section 12(g) of the Exchange Act:

None

(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes ¨ No x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes ¨ No x

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). Yes
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or a smaller reporting company. See the definition of “large accelerated filer”, “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act:
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Large Accelerated Filer  ¨ Accelerated Filer  ¨  Non-Accelerated Filer  ¨ Smaller reporting company  x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes x No ¨

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant,
computed by reference to the last reported sales price at which the stock was sold on June 30, 2015 (the last day of the
registrant’s most recently completed second quarter) was approximately $917,000.

The number of outstanding shares of the registrant’s Common Stock, $.001 par value, as of March 29, 2016 was
154,785,520.
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Explanatory Note:

Registrant is filing this Amendment No. 1 (this “Amendment”) to the Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2015, originally filed with the U.S. Securities and Exchange Commission on March 30,
2016 (the “Original Filing”), for the sole purpose to include the XBRL Exhibits. There are no other changes to the
Original Filing.
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PART I

ITEM 1. BUSINESS

Cautionary Note Concerning Forward-Looking Statements

Certain statements in this Form 10-K constitute forward-looking statements within the meaning of the Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Forward-looking statements
include all statements that do not relate solely to the historical or current facts, and can be identified by the use of
forward looking words such as “may”, “believe”, “will”, “expect”, “project”, “anticipate”, “estimates”, “plans”, “strategy”, “target”,
“prospects” or “continue”, and words of similar meaning. These forward looking statements are based on the current plans
and expectations of our management and are subject to a number of uncertainties and risks that could significantly
affect our current plans and expectations, as well as future results of operations and financial condition and may cause
our actual results, performances or achievements to be materially different from any future results, performances or
achievements expressed or implied by such forward-looking statements. This Form 10-K contains important
information as to risk factors under Item 1A. Although we believe that the expectations reflected in such
forward-looking statements are reasonable, there can be no assurance that such expectations will prove to have been
correct. We do not assume any obligation to update these forward-looking statements to reflect actual results, changes
in assumptions, or changes in other factors affecting such forward-looking statements.

Available Information

Applied Energetics, Inc. makes available free of charge on its website at www.appliedenergetics.com its annual report
on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or
furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, as soon as reasonably practical after electronically
filing or furnishing such material to the Securities and Exchange Commission (“SEC”).

This report may be read or copied at the SEC’s Public Reference Room at 100 F Street, NE, Room 1580, Washington,
DC 20549 or at www.sec.gov. Information on the operation of the Public Reference Room may be obtained by calling
the SEC at 1-800-SEC-0330.

General
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Applied Energetics, Inc. is a corporation organized and existing under the laws of the State of Delaware. Our
executive office is located at 2480 W Ruthrauff Road, Suite 140 Q, Tucson, Arizona, 85705 and our telephone
number is (520) 628-7415.

The company is a “shell company” as such term is defined in Rule 12b-2 of the Securities Exchange Act of 1934, as
amended. As of October 3, 2014, the company suspended its previous business activities.

The company is planning to reactivate its previous business activities pursuant to Teaming and Consulting
Agreements with Applied Optical Sciences, Inc. (“AOS”) and Dr. Stephen W. McCahon, Ph.D., one of the company’s
founders and owner of AOS who was primarily responsible for development of the Company’s existing Intellectual
Property portfolio (collectively the “Consultants”). The company owns intellectual property that is integral and
necessary for the development of Laser Guided Energy and Direct Discharge Electrical products for military and
commercial uses (the “Products”) and the Consultants have the facilities and technical knowhow to utilize the company’s
intellectual property in the development of the Products; and the Parties have agreed to cooperate in the proposal and
fulfillment of research and development contracts for branches of the Department of Defense, agencies of the Federal
Government and other Defense contractors and in other research and development activities relating to lasers. We
intend to develop the next generation of Ultra-Short Pulse Lasers (“UPS”). We are preparing for the next stage of LGE
development that involves the development of Advanced USP Laser Technologies. These lasers will allow for LGE
weapon systems to be mounted on mobile platforms for multiple Anti-Terrorist missions including Counter Measures
Against Drones and other Hostile Inbound Objects, Counter-Improvised Explosive Devices (“C-IED”), Vehicle
Stopping, and many others. Importantly, the highly advanced USP Laser technologies required for successful LGE
deployment leads to many new and unique laser opportunities in both commercial, medical, and military markets. Our
goal is to increase the range and power and to decrease the size weight and cost of ultra-short pulse lasers. We expect
to develop very high energy and power scaling ultra-short pulse lasers that have a very broad range of applicability for
Department of Defense, commercial and medical applications. We are in discussions with and expect to team with a
major Defense Contractor for co-development and manufacture of military products. We will also team with a leading
commercial laser technology manufacturer for co-development of commercial products resulting from our research
and development efforts.

2
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If the reactivation of our former business is successful we will no longer be a “shell Company” but will be classified as a
Development Stage Company until we achieve significant revenues from our reactivated business.

The U.S. Government has significantly reduced defense spending over the past few years and we have not received
any meaningful additional Government funding in 2014 and 2015. We have completed all of our Government
contracts and do not have any funded Government contracts for future work. There is no assurance that the Company
and its Consultants will obtain meaningful Government Funding.

Employees

As of March 29, 2016, we had no employees, and we retain a consultant who is paid on an hourly basis.

ITEM 1A. RISK FACTORS

Future results of operations of Applied Energetics involve a number of known and unknown risks and uncertainties.
Factors that could affect future operating results and cash flows and cause actual results to vary materially from
historical results include, but are not limited to those risks set forth below:

Risk Related to Our Company

We have entered into a Teaming Agreement with Applied Optical Sciences, Inc. and a Consulting Agreement
with Stephen W. McCahon (collectively “the Consultants”) with the expectation of reactivating our former
businesses are exploring strategic alternatives which may change the nature of our business.

Because of the lack of government funding in 2014 and 2015, we have significantly reduced our work force and will
have to rely on the consultants for processing and fulfillment of any Government or commercial contracts. There is no
assurance that the Company and Consultants will be successful in procuring Government and/or commercial contracts
for its reactivated business.
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Our independent auditors have expressed substantial doubt about our ability to continue as a going concern,
which may hinder our ability to obtain future financing.

In their report accompanying our financial statements, our independent auditors stated that our financial statements for
the year ended December 31, 2015 were prepared assuming that we would continue as a going concern, and that they
have substantial doubt as to our ability to continue as a going concern. Our auditors have noted that our recurring
losses from operations and negative cash flow from operations and the concern that we may incur additional losses
due to the reduction in Government contract activity raise substantial doubt about our ability to continue as a going
concern.

Risk Related to Our Previous Business Activities

We may be unable to adequately protect our intellectual property rights, which could affect our ability to
sustain the value of such assets.

Protecting our intellectual property rights is critical to our ability to maintain the value of our intellectual property. We
hold a number of United States patents and patent applications, as well as trademark, and registrations which are
necessary and contribute significantly to the preservation of our competitive position in the market. There can be no
assurance that any of these patents or future patent applications and other intellectual property will not be challenged,
invalidated or circumvented by third parties. In some instances, we have augmented our technology base by licensing
the proprietary intellectual property of others. In the future, we may not be able to obtain necessary licenses on
commercially reasonable terms. While we have entered into confidentiality and invention assignment agreements with
our former employees, and entered into nondisclosure agreements with suppliers and appropriate customers so as to
limit access to and disclosure of our proprietary information. These measures may not suffice to deter
misappropriation or independent third party development of similar technologies. Based on our current financial
condition, we may not have the funds available to enforce and protect our intellectual properties.

3
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We may face claims of infringement of proprietary rights.

There is a risk that a third party may claim our products and technologies infringe on their proprietary rights. Whether
or not our products infringe on proprietary rights of third parties, infringement or invalidity claims may be asserted or
prosecuted against us and we could incur significant expense in defending them. If any claims or actions are asserted
against us, we may not have the funds necessary to defend against such claims. Our failure to do so could adversely
affect the value of our intellectual property.

We are subject to the penny stock rules adopted by the Securities and Exchange Commission that require
brokers to provide extensive disclosure to their customers prior to executing trades in penny stocks. These
disclosure requirements may cause a reduction in the trading activity of our common stock, which in all
likelihood would make it difficult for our stockholders to sell their securities.

Rule 3a51-1 of the Securities Exchange Act of 1934 establishes the definition of a “penny stock,” for purposes relevant
to us, as any equity security that has a minimum bid price of less than $5.00 per share or with an exercise price of less
than $5.00 per share, subject to a limited number of exceptions which are not available to us. This classification would
severely and adversely affect any market liquidity for our common stock.

For any transaction involving a penny stock, unless exempt, the penny stock rules require that a broker or dealer
approve a person’s account for transactions in penny stocks and the broker or dealer receive from the investor a written
agreement to the transaction setting forth the identity and quantity of the penny stock to be purchased.  In order to
approve a person’s account for transactions in penny stocks, the broker or dealer must obtain financial information and
investment experience and objectives of the person and make a reasonable determination that the transactions in
penny stocks are suitable for that person and that that person has sufficient knowledge and experience in financial
matters to be capable of evaluating the risks of transactions in penny stocks.

The broker or dealer must also deliver, prior to any transaction in a penny stock, a disclosure schedule prepared by the
SEC relating to the penny stock market, which, in highlight form, sets forth:

· The basis on which the broker or dealer made the suitability determination; and
· That the broker or dealer received a signed, written agreement from the investor prior to the transaction

Disclosure also has to be made about the risks of investing in penny stocks in both public offerings and in secondary
trading and commission payable to both the broker-dealer and the registered representative, current quotations for the
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securities and the rights and remedies available to an investor in cases of fraud in penny stock transactions. Finally,
monthly statements have to be sent disclosing recent price information for the penny stock held in the account and
information on the limited market in penny stocks.

Because of these regulations, broker-dealers may not wish to engage in the above-referenced necessary paperwork and
disclosures and/or may encounter difficulties in their attempt to sell shares of our common stock, which may affect the
ability of selling stockholders or other holders to sell their shares in any secondary market and have the effect of
reducing the level of trading activity in any secondary market. These additional sales practice and disclosure
requirements could impede the sale of our common stock, if and when our common stock becomes publicly traded. In
addition, the liquidity for our common stock may decrease, with a corresponding decrease in the price of our common
stock. Our common stock, in all probability, will be subject to such penny stock rules for the foreseeable future and
our stockholders will, in all likelihood, find it difficult to sell their shares of common stock.

A large number of shares of our common stock could be sold in the market in the near future, which could
depress our stock price.

As of March 29, 2016, we had outstanding approximately 155 million shares of common stock. Approximately 92
million of our shares are currently freely trading without restriction under the Securities Act of 1933, having been held
by their holders for over one year and are eligible for sale under Rule 144(k) of the Securities Act.

4
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Provisions of our corporate charter documents could delay or prevent change of control.

Our Certificate of Incorporation authorizes our Board of Directors to issue up to 2,000,000 shares of “blank check”
preferred stock without stockholder approval, in one or more series and to fix the dividend rights, terms, conversion
rights, voting rights, redemption rights and terms, liquidation preferences, and any other rights, preferences,
privileges, and restrictions applicable to each new series of preferred stock. In addition, our Certificate of
Incorporation divides our board of directors into three classes, serving staggered three-year terms. At least two annual
meetings, instead of one, will be required to effect a change in a majority of our board of directors. The designation of
preferred stock in the future, the classification of our Board of Directors, its three classes and the rights agreement
could make it difficult for third parties to gain control of our company, prevent or substantially delay a change in
control, discourage bids for our common stock at a premium, or otherwise adversely affect the market price of our
common stock. Moreover, the holders of our outstanding Series A Preferred Stock have a right to put their shares to
the company for an amount equal to the liquidation preference of approximately $340,000 plus unpaid dividends
(approximately $85,000 as of December 31, 2015), in the event of a change of control. Such right could hinder our
ability to sell our assets or merge with another company.

The redemption and dividend provisions of our outstanding preferred stock are onerous due to our current
financial condition.

The company has redeemed substantially all of its outstanding preferred stock. At March 29, 2016, 13,602 shares were
outstanding with a liquidation preference of approximately $340,000 and unpaid dividends of $85,000. As of
December 31, 2015, the liquidation preference of our outstanding preferred stock plus unpaid dividends thereon was
approximately $425,000 which represents approximately 311% of our total assets. If an event occurs that would
require us to redeem the preferred stock, we may not have the required cash to do so.

In addition, our annual dividend payment on the preferred stock is approximately $34,000, which will further deplete
our cash or significantly dilute our common stockholders if we pay the dividend in shares of common stock. We have
not paid the dividends commencing with the quarterly dividend due August 1, 2013 and, as a result, the dividend rate
has increased to 10% per annum and will remain at that level until such failure no longer continues. Dividends in
arrears as of February 28, 2016 was approximately $94,000. These terms may also make it more difficult for us to sell
equity securities or complete an acquisition.

We may require additional financing to maintain our reporting requirements and administrative expenses
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We have no meaningful revenues and are dependent on our cash on hand to fund the costs associated with the
reporting obligations under the Securities Exchange Act of 1934, as amended, and other administrative costs
associated with our corporate existence. For the years ended December 31, 2015, 2014 and 2013, we incurred net
losses of $223,851, $718,826 and $1,417,420, respectively. General and administrative expenses include salaries,
accounting fees other professional fees and other miscellaneous expenses. We do not expect to generate any revenues
unless and until the commencement of business operations. In the event that our available funds prove to be
insufficient, we will be required to seek additional financing. Our failure to secure additional financing could have a
material adverse effect on our ability to pay the accounting and other fees in order to continue to fulfill our reporting
obligations and pursue our business plan. We do not have any arrangements with any bank or financial institution to
secure additional financing and such financing may not be available on terms acceptable and in our best interests.

Management has broad discretion over the selection of our prospective business

Any person who invests in our securities will do so without an opportunity to evaluate the specific merits or risks of
our prospective business. As a result, investors will be entirely dependent on the broad discretion and judgment of
management in connection with the selection of a prospective business. The business decisions made by our
management may not be successful.

Stockholders may not receive disclosure or information regarding a prospective business

As of the date of this annual report, we have not yet identified any prospective business or industry in which we may
seek to become involved and at present we have no information concerning any prospective business. Management is
not required to and may not provide stockholders with disclosure or information regarding our prospective business
opportunities. Moreover, a prospective business opportunity may not result in a benefit to stockholders or prove to be
more favorable to stockholders than any other investment that may be made by shareholders and investors.

5
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We have not specified an industry for new prospective business opportunities and accordingly risks associated
with a specific business cannot be ascertained

There is no basis for stockholders to evaluate the possible merits or risks of potential new business opportunities or the
particular industry in which we may ultimately operate. To the extent that we effect a business combination with a
financially unstable entity or an entity that is in its early stage of development or growth, including entities without
established records of revenues or income, we will become subject to numerous risks inherent in the business and
operations of that financially unstable company. In addition, to the extent that we effect a business combination with
an entity in an industry characterized by a high degree of risk, we will become subject to the currently unascertainable
risks of that industry. A high level of risk frequently characterizes certain industries that experience rapid growth,
including internet companies. Although management will endeavor to evaluate the risks inherent in a particular new
prospective business or industry, there can be no assurance that we will properly ascertain or assess all such risks or
that subsequent events may not alter the risks that we perceive at the time of the consummation of any new business
opportunity.

There are many blank check companies for which we will compete to attract business opportunities

We expect to encounter intense competition from other entities seeking to pursue new business opportunities. Many of
these entities are well-established and have extensive experience in identifying new prospective business
opportunities. Many of these competitors possess greater financial, technical, human and other resources than we do.
Based upon our limited financial and personnel resources, we may lack the resources as compared to those of many of
our potential competitors.

We are deemed a “Shell Company” as such we are subject to additional reporting and disclosure requirements
that may affect our short-term prospects to implement our business plan and could result in a loss of your
entire investment.

Shell companies are prohibited from using a Form S-8 to register securities pursuant to employee compensation plans.
However, the rules do not prevent us from registering securities pursuant to registration statements. Additionally, the
rule regarding Form 8-K requires shell companies to provide more detailed disclosure upon completion of a
transaction that causes it to cease being a shell company. We must file a current report on Form 8-K containing the
information required pursuant to Regulation S-K and in a registration statement on Form 10, within four business days
following completion of a transaction together with financial information of the private operating company. In order
to assist the SEC in the identification of shell companies, we are also required to check a box on Form 10-Q and Form
10-K indicating that we are a shell company. To the extent that we are required to comply with additional disclosure
because we are a shell company, we may be delayed in executing any mergers or acquiring other assets that would
cause us to cease being a shell company.
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Restrictions on the reliance of rule 144 by shell companies or former shell companies

Historically, the SEC staff has taken the position that Rule 144 is not available for the resale of securities initially
issued by companies that are, or previously were, blank check companies, like us. The SEC has codified and expanded
this position in the amendments discussed above by prohibiting the use of Rule 144 for resale of securities issued by
any shell companies (other than business combination related shell companies) or any issuer that has been at any time
previously a shell company. The SEC has provided an important exception to this prohibition, however, if the
following conditions are met:

· The issuer of the securities that was formerly a shell company has ceased to be a shell company;
· The issuer of the securities is subject to the reporting requirements of Section 13 or 15(d) of the Exchange Act;

·
The issuer of the securities has filed all Exchange Act reports and material required to be filed, as applicable, during
the preceding 12 months (or such shorter period that the issuer was required to file such reports and materials), other
than Current Reports on Form 8-K; and

· At least one year has elapsed from the time that the issuer filed current comprehensive disclosure with the
SEC reflecting its status as an entity that is not a shell company.

6
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As a result, it is likely that pursuant to Rule 144, stockholders who receive our restricted securities in a business
combination will not be able to sell our shares without registration until one year after we have completed the business
combination.

We most likely will issue additional securities in conjunction with a business opportunity which will result in a
dilution of present stockholder ownership

Our certificate of incorporation authorizes the issuance of 500,000,000 shares of common stock. As of March 29,
2016, we have 154,785,520 shares issued and outstanding. We may be expected to issue additional shares in
connection with our pursuit of new business opportunities and new business operations. To the extent that additional
shares of common stock are issued, our stockholders would experience dilution of their respective ownership interests.
If we issue shares of common stock in connection with our intent to pursue new business opportunities, a change in
control of our company is expected to occur. The issuance of additional shares of common stock may adversely affect
the market price of our common stock, in the event that an active trading market commences

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

In March, 2016, we have a month-to-month agreement to lease approximately 165 square feet of office space in
Tucson, Arizona.

Our aggregate rent expense, including common area maintenance costs, was approximately $12,000 and $37,000 for
2015 and 2014, respectively.

We believe our facilities are adequate for our currently expected level of operations.
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See Note 7 to our 2015 Consolidated Financial Statements, which is incorporated herein by reference for information
with respect to our lease commitments at December 31, 2015.

ITEM 3. LEGAL PROCEEDINGS

We may from time to time be involved in legal proceedings arising from the normal course of business.

ITEM 4. MINE SAFETY DISCLOSURES

Not Applicable

PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASE OF EQUITY SECURITIES

Market price per share

Our common stock is currently quoted for trading on the Over the Counter Bulletin Boards and the OTC Markets,
trading under the symbol “AERG.OB”. The following table sets forth information as to the price range of our common
stock for the period January 1, 2014 through December 31, 2015. No dividends on common stock were declared for
these periods.

7
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Quarterly Periods High Low
2014
First 0.05 0.01
Second 0.03 0.01
Third 0.03 0.01
Fourth 0.02 >0.01
2015
First 0.025 0.003
Second 0.016 0.004
Third 0.007 0.002
Fourth 0.005 0.002

Holders of Record

As of March 29, 2016, there were approximately 3,388 holders of record of Applied Energetics’ common stock.

Unregistered Sale of Securities and Use of Proceeds

There were no unregistered sales of securities in 2015. In March, 2016, the Company issued 55 million shares to
consultants and individuals in exchange for services. On March 25, 2016 Mr. Farley was granted 5,000,000 shares of
common stock under the 2007 Plan, additionally, two contractors were granted a total of 3,000,000 shares of common
stock under the 2007 Plan.

Dividends

Dividends on our Preferred Stock are payable quarterly on the first day of February, May, August and November, in
cash or shares of Common Stock. We paid dividends via the issuance shares of Common Stock on our 6.5% Series A
Convertible Preferred Stock in 2011. We paid cash dividends on our 6.5% Series A Convertible Preferred Stock in
2012 and February and May 2013. The company has not paid the dividends commencing with the quarterly dividend
due August 1, 2013. Dividend arrearages as of December 31, 2015 and February 28, 2016 were approximately
$85,000 and $94,000, respectively. Our Board of Directors suspended the declaration of the dividend, commencing
with the dividend payable as of February 1, 2015 since we did not have a surplus (as such term is defined in the
Delaware general corporation Law) as of December 31, 2014, until such time as we have a surplus or net profits for a
fiscal year.
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Equity Compensation Plan Information

See Item 12.

8
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

You should read the following management discussion and analysis (“MD&A”) together with the risk factors set forth in
Item 1A and with our audited Consolidated Financial Statements and Notes thereto included elsewhere herein.

Overview

The company is a “shell company” as such term is defined in Rule 12b-2 of the Securities Exchange Act of 1934, as
amended. As of October 3, 2014, the company suspended its previous business activities.

Prior to October 3, 2014, the company engaged in the design, development and manufacture of applied energy
systems for military and commercial applications and Ultra Short Pulse lasers and high voltage lasers for commercial
applications. Prior to October 3, 2014, the company engaged in the design, development and manufacture of applied
energy systems for military and commercial applications and Ultra Short Pulse lasers and high voltage lasers for
commercial applications

The company is planning to reactivate its previous business activities pursuant to Teaming and Consulting
Agreements with Applied Optical Sciences, Inc. (“AOS”) and Dr. Stephen W. McCahon, Ph.D. one of the company’s
founders and owner of AOS who was primarily responsible for development of the Company’s existing Intellectual
Property portfolio (collectively the “Consultants”). The company owns intellectual property that is integral and
necessary for the development of Laser Guided Energy and Direct Discharge Electrical products for military and
commercial uses (the “Products”) and the Consultants have the facilities and technical knowhow to utilize the company’s
intellectual property in the development of the Products; and the Parties have agreed to cooperate in the proposal and
fulfillment of research and development contracts for branches of the Department of Defense, agencies of the Federal
Government and other Defense contractors and in other research and development activities relating to lasers. We
intend to develop the next generation of Ultra-Short Pulse Lasers (“USP”). We are preparing for the next stage of LGE
development that involves the development of Advanced USP Laser Technologies. These lasers will allow for LGE
weapon systems to be mounted on mobile platforms for multiple Anti-Terrorist missions including Counter Measures
Against Drones and other Hostile Inbound Objects, Counter-Improvised Explosive Devices (“C-IED”), Vehicle
Stopping, and many others. Importantly, the highly advanced USP Laser technologies required for successful LGE
deployment leads to many new and unique laser opportunities in both commercial, medical, and military markets.

Our goal is to increase the range and power and to decrease the size weight and cost of ultra-short pulse lasers. We
expect to develop very high energy and power scaling ultra-short pulse lasers that have a very broad range of
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applicability for Department of Defense, commercial and medical applications. We are in discussions with and expect
to team with a major Defense Contractor for co-development and manufacture of military products. We will also team
with a leading commercial laser technology manufacturer for co-development of commercial products resulting from
our research and development efforts.

If the reactivation of our former business is successful we will no longer be a “shell company” but will be classified as a
Development Stage Company until we achieve significant revenues from our reactivated business

Critical Accounting Policies

Use of Estimates

The preparation of consolidated financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates, judgments and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Management bases its assumptions on historical experiences and on
various other inputs and estimates that it believes to be reasonable under the circumstances, the results of which form
the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from
other sources. In addition, management considers the basis and methodology used in developing and selecting these
estimates, the trends in and amounts of these estimates, specific matters affecting the amount of and changes in these
estimates, and any other relevant matters related to these estimates, including significant issues concerning accounting
principles and financial statement presentation. Such estimates and assumptions could change in the future as more
information becomes known which could impact the amounts reported and disclosed herein. Significant estimates
include revenue recognition under the percentage of completion method of contract accounting, estimate to forecast
loss on contracts under the completed contract method of accounting, the valuation of inventory, estimates of
long-lived asset value, and estimate to forecast expected forfeiture rate on stock-based compensation and stock-based
compensation expense.

9
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Revenue Recognition

Revenue has been derived from ongoing contract work for systems development, effects testing and the design and
development of demonstration systems and sub-systems for our Government and commercial customers. This work is
expected to be generally performed under cost-plus contracts with Government customers.

Revenue under long-term Government contracts is generally recorded under the percentage of completion method.
Revenue, billable monthly, under cost plus fixed fee contracts is recorded as costs are incurred and includes estimated
earned fees in the proportion that costs incurred to date bear to total estimated costs. Costs include direct labor, direct
materials, subcontractor costs and overhead. General and administrative expenses allowable under the terms of the
contracts are allocated per contract depending on its direct labor and material proportion to total direct labor and
material of all contracts. As contracts can extend over one or more accounting periods, revisions in earnings estimated
during the course of work are reflected during the accounting period in which the facts become known. When the
current contract estimate indicates a loss, a provision is made for the total anticipated loss in the period in which the
facts become known. Management evaluates many variables and makes various assumptions related to the estimation
of total cost of completion of long-term contracts. Management reviews the progress and performance of all contracts
monthly.

The asset caption “accounts receivable” includes costs and estimated earnings in excess of billings on uncompleted
contracts, which represents revenue recognized in excess of amounts billed. Such revenue is billable under the terms
of the contracts at the end of the year, and is generally expected to be collected within one year. The liability “billings
in excess of costs and estimated earnings on uncompleted contracts” represents billings in excess of revenue
recognized.

Revenue for other products and services is recognized when such products and services are delivered or performed
and, in connection with certain sales to certain customers, when the products and services are accepted, which is
normally negotiated as part of the initial contract. Revenue from commercial, non-Governmental customers has
historically been based on fixed price contracts where the sale is recognized upon acceptance of the product or
performance of the service and when payment is probable. Contract costs are accumulated in the same manner as
inventory costs and are charged to operations as the related revenue from contract is recognized. When the current
contract estimate indicates a loss, a provision is made for the total anticipated loss in the period in which the facts
become known.

Inventories
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Inventories include material, direct labor and related manufacturing and administrative overhead and are stated at the
lower-of-cost (determined on a weighted average basis) or market for raw materials and work-in-process inventory.
When actual contract cost and the estimate to complete exceed the estimated contract revenues, a loss provision is
recorded. Due to the nature of our inventory, we analyze inventory on an item-by-item basis compared to future usage
and sales for obsolescence quarterly.

Share-Based Payments

Stock-based compensation cost is measured at grant date, based on the fair value of the award, and is recognized as an
expense over the requisite service period.

The fair value of each option grant is estimated at the date of grant using the Black-Scholes-Merton option valuation
model. We make the following assumptions relative to this model: (i) the annual dividend yield is zero as we do not
pay dividends on our common stock, (ii) the weighted-average expected life is based on a midpoint scenario, where
the expected life is determined to be half of the time from grant to expiration, regardless of vesting, (iii) the risk free
interest rate is based on the U.S. Treasury security rate for the expected life, and (iv) the volatility is based on the level
of fluctuations in our historical share price for a period equal to the weighted-average expected life. We estimate
forfeitures when recognizing compensation expense and adjust this estimate over the requisite service period should
actual forfeitures differ from such estimates. Changes in estimated forfeitures are recognized through a cumulative
adjustment, which is recognized in the period of change and which impacts the amount of unamortized compensation
expense to be recognized in future periods.

10
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Recoverability of Property and Equipment

We assess recoverability of property and equipment whenever events or changes in circumstances indicate that the
carrying value of an asset may not be recoverable.

We assess the recoverability of property and equipment by determining whether the amortization of the balances over
their remaining lives can be recovered through undiscounted future operating cash flows. The amount of impairment,
if any, is measured based on projected discounted future operating cash flows. The assessment of the recoverability of
long-lived assets will be impacted if estimated future operating cash flows are not achieved.

Income Taxes

Deferred tax assets and liabilities are recognized currently for the future tax consequences attributable to the
temporary differences between the financial statement carrying amounts of assets and liabilities and their respective
tax basis. Deferred tax assets and liabilities are measured using enacted tax rates in effect for the year in which those
temporary differences are expected to be recovered or settled. A valuation allowance is recorded to reduce the
carrying amounts of deferred tax assets if it is more likely than not that such assets will not be realized.

Results of Operations

Our consolidated financial information for the years ending December 31, 2015, and 2014 is as follows:

2015 2014
Revenue $- $30,625
Cost of revenue - (24,606 )
General and administrative (225,323) (726,718)
Gain on asset disposal 1,000 -
Interest income 472 1,873
Loss before provision for income taxes (223,851) (718,826)
Provision for income taxes - -
Net loss $(223,851) $(718,826)
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Revenue

Revenue decreased by approximately $31,000 to $-0- for the year ended December 31, 2015 compared to $31,000 for
the year ended December 31, 2014. Revenue from the LGE product line decreased by $25,000 to $-0- and High
Voltage revenue decreased by $6,000 to $-0- for the year ended December 31, 2015 compared to the year ended
December 31, 2014. We have completed all work under our Government contracts and do not have any funded
Government contracts for future work due to the lack of Government funding and are not investing company funds or
resources to develop or enhance our technologies or systems. We no longer have an agreement for the lease of our
High Voltage equipment.

Cost of Revenue

Cost of revenue includes manufacturing labor, benefits and overhead, and an allocation of allowable general and
administration and research and development costs in accordance with the terms of our government contracts.

11
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Cost of revenue decreased by approximately $25,000 for the year ended December 31, 2015 compared to 2014. The
decrease in cost of revenue is directly tied to the decrease in sales activity of approximately 28%. Cost of revenue as a
percentage of revenue decreased to -0-% from 80% last year.

General and Administrative

General and administrative expenses decreased approximately $503,000 to $225,000 for the year ended December 31,
2015 compared to $727,000 million for the year ended December 31, 2014. Salaries, wages and benefits decreased by
approximately $208,000, which is reflective of our reduction in workforce; professional services decreased by
approximately $172,000; building related expenses decreased by approximately $51,000; insurance & miscellaneous
fees decreased by $44,000; and miscellaneous expense decreased by $30,000, and non-cash compensation costs
decreased by $2,000. Offsetting these reductions in operating expenses totaling approximately $508,000 was a
decrease in absorption of labor and overheads of approximately $7,000 previously charged to Government contracts.

At December 31, 2015, there were no unrecognized compensation costs related to unvested restricted stock awards.

Other Income (Expense)

Gain on asset disposal represents gain on disposed assets. Other income (expense) primarily consists of interest
income and interest expense. Net interest income for 2015 was lower by approximately $1,000 from 2014 primarily
due to interest income on our bank deposits.

Net Loss

Our operations in 2015 resulted in a net loss of approximately $224,000, a decrease of approximately $495,000
compared to the approximately $719,000 million net loss for 2014. Our net loss attributable to common stockholders
per common share – basic and diluted decreased from approximately ($0.02) per share to ($0.01) per share due to the
decrease of net loss.

Trend Discussion

Edgar Filing: APPLIED ENERGETICS, INC. - Form 10-K/A

27



It is too early to determine if efforts to obtain new business under our Teaming and Consulting Agreement will be
successful.

Liquidity and Capital Resources

At December 31, 2015, we had approximately $137,000 of cash and cash equivalents, a decrease of approximately
$227,000 from December 31, 2014. In 2015, we used approximately $171,000 in operating activities. This amount is
comprised primarily of our net loss of $224,000 and a decrease in accounts payable of $5,000, partially offset by a
decrease in prepaid expenses and other assets of $59,000. Investing activities had $1,000 proceeds from disposal of
equipment, and financing activities had $58,000 use of funds from the purchase of 93,570 shares of preferred stock,
resulting in net cash outflow of approximately $227,000.

The company’s Board of Directors determined that as of October 3, 2014, the company suspended its current business
activities. As a result, the company considers itself to be a “shell company” as such term is defined in Rule 12b-2 of the
Securities Exchange Act of 1934, as amended. The company is not expected to incur any material costs associated
with the suspension of its activities. As of March 29, 2016, our backlog was $ -0-. We have ceased our operations and
the board has suspended cash payments of director fees and all employees are to be employed part-time and paid on an
hourly basis to preserve cash.

In their report accompanying our financial statements, our independent auditors stated that our financial statements for
the year ended December 31, 2015 were prepared assuming that we would continue as a going concern, and that they
have substantial doubt as to our ability to continue as a going concern. Our auditors have noted
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