


As a leading supplier of advanced process automation systems, Key Technology
offers intelligent machine solutions which allow our customers to increase
production efficiencies, reduce operating costs, and improve the quality of
their products.

Our vision is to become the provider of choice for process
automation systems.

By listening to our customers’ needs and responding to their
challenges, Key Technology is moving ahead of the competition.

Around the world, customers depend on Key Technology
to develop innovative solutions for their difficult processing needs. Through
products like our advanced optical sorters and highly efficient material
handling systems, we offer some of the most technologically sophisticated
processing equipment on the planet.

1 Earnings (loss) from continuing operations



Although our 2004 financial results were lower

than we expected, the new year brings confidence

that we have made the necessary adjustments to

respond to global market conditions and have

positioned ourselves for new opportunities for

profitable growth.

Sales for fiscal 2004 were $80.6 million, a 2.4%

decrease from $82.6 million for the prior year. Income

for fiscal 2004 decreased 36% to $3.7 million, or

$0.71 per diluted share, compared to $5.8 million,

or $1.15 per diluted share in fiscal 2003.

Key Technology was affected by difficult market

conditions throughout the year with considerable

declines in investment in the North American

processed vegetable sector and the Asian tobacco

sector. In addition, an anticipated increase in

spending in the worldwide snack food industry,

particularly with replacement programs for older

Key optical systems, did not materialize.

Despite these challenges, Key marked the

year with several important achievements—

achievements that will be significant in our efforts

to position the Company for future growth.

Overall, our fiscal 2004 revenues in parts and

service were up 17% over the prior year, and our

business volume in system upgrades more than

doubled as a result of our emphasis on this

opportunity. We anticipate continued strength in

our parts and service business in fiscal 2005.

As part of our strategy to grow the international

portion of our business, we opened an office in

Mexico in 2004. We see significant opportunities

for process automation in Mexico as food

processors are pressured to meet more stringent

quality standards for their export products.

This year also marked the introduction of G6, a

new modular electro-optical platform for our

optical sorting systems. The G6 technology

features the industry’s most advanced vision

engine and is now standard in our Tegra®, Optyx®

and Tobacco Sorter™ systems. We are encouraged

about the prospects for G6 in the market and see

considerable opportunity for G6 upgrades for

many of Key’s installed base of sorting systems.

We also anticipate that the standardization of the

vision engine will have a positive impact on our

manufacturing operations, inventory levels, and

product development programs.



As we look toward our future, we continue to

invest in new products and markets. Our goal is

to double our revenues within five years, an effort

that we began in fiscal 2004. In order to achieve

this objective, our growth strategy will include

both internal and external investments. We made

progress on this path in 2004 with the formation,

together with a strategic partner, of a new company,

InspX, for the development, manufacturing, and

sales of x-ray inspection systems. This joint venture

combines Key’s customer relationships and sales

channels with a family of innovative products that

help to assure the safety of packaged products

for consumers.

Despite the challenges in today’s marketplace, I

am confident that Key Technology is moving in

the right direction. Our Company is a strong global

competitor with technical innovations that are

second to none and a vision for the future will

drive strong financial results.

Many thanks to you, our shareholders, for your

continued support and interest in our Company,

and to our team of dedicated employees who

are focused on serving our customers and

strengthening our business.

Kirk Morton

President and Chief Executive Officer
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Form 10-K
The company files an annual report with the Securities and Exchange Commission on Form 10-K, pursuant to the Securities
Exchange Act of 1934. Additional copies of the Company’s Form 10-K may be obtained without charge by contacting the Investor
Relations Department.

Comments included in this document may include “forward-looking statements” within the meaning of the federal securities
laws, including statements as to anticipated future results that are based on current expectations and subject to a number
of risks and uncertainties. It is important to note that the Company’s actual results could differ materially from those projected
in such forward-looking statements. Additional information concerning factors that could cause actual results to differ materially
from those in forward-looking statements is contained from time to time in the Company’s SEC filings, including, but not
limited to the Company’s report on Form 10-K for the year ended September 30, 2004.
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