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L3 Communication 4.0 Quad Band SATCOM Harris Corp. 3D urban Model Full
Terminal (QST) situation awareness Urban Model

. Introduction

Last week Keith Olbermann on MSNBC’s countdown interviewed former NSA analyst Russell Tice
who stated that “NSA under the Bush administration secretly collected data on civilians, including
journalists.” Olbermann made a big deal of this but almost no one in Congress said a word. It made none
of the Sunday news shows and the story had limited legs. Why? Everyone expected as much, or already
knew what was going on, even if they did not know that the press was a target.

There are various facts that we at SISR believe have a extremely high probability of occurring going
forward: 1) the defense budget will be brought in somewhat, but the communication defense budget will
continue to expand; 2) the level of surveillance that was developed under the Bush administration which
includes everyone and everything, will continue at the same pace, if not faster, as technology improves
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(the groups that are targeted may change, but the level of surveillance will only increase); 3) the war in
Afghanistan will not be over for at least the next two years (Russia could not solve Afghanistan,
Pakistan is not willing to currently have American troops fighting on their land, and the population in
Pakistan is currently putting pressure on their leadership in different and significant ways, not to allow
U.S. or Allied forces to enter their country); and 4) the drug trade out of Afghanistan is way to profitable
for those participants to easily let that revenue go; 5) President Obama opposed the war in Iraq because
he believed, that was not where the war on terror emanated from. He however, is not a Bertrand Russell
type pacifist, and if anything, good diplomacy is always associated with good information, derived from
communication technology.

I1.Recommending Harris (HRS) and L3 Communications (LLL)

Harris Corporation and L-3 Communication we believe are best positions to benefit from the
repositioning of the Defense Budget under the Obama Administration. Last year we saw that shipments
of Defense Communication increased 23% whereas all other durable shipments have been sagging
significantly. We see no reason at this point, for this pattern not to continue despite the full onset of the
recession during the first half of this year. We feel that HRS will continue to be stronger company,
because the nature of their products meet the needs in Afghanistan better than do other companies.

Figure 1: Communication Defense Shipments vs. Durable Shipments 2004 to Nov. 2008
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In Figure 1 we plot the relationship between all durable shipments from Jan. 2004 through Nov. 2008
(December will not be out till the first week in February). The rate of growth of communication defense
equipment has been constant since 2004 and has even accelerated over the past year. This could be for
various reasons: 1) the old administration always wants to make an imprint on the next administrations
budget, 2) defense expenditures are a well know area to increase government expenditures during
recessionary periods; and 3) there is a real growth in this area given the wars in Iraq and Afghanistan,
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and the

demands of homeland security. HRS and L-3 Communications are the major U.S. contractors

with a communications concentration, while Lockheed Martin and Raytheon have growing segments.

On Ma
believe

Since t

Hiding in Defense

rch 19™ 2008 in our report entitled “Hiding in Defense,” in anticipation of the recession that few
d was coming at that time, we wrote that:

Communication Defense will be one of the strongest areas in the market during the year 2008
and a safe haven during a possible recession. With the economy likely to go into a recession in
the coming months we believe that Communication Defense will be one of the strongest
industries in the economy. Like the 2000 to 2003 period we feel that Defense will again
outperform the market, however unlike 2000 to 2003 we believe that Communication Defense
will outperform Traditional Defense. Given the current and expected future emphasis within the
“War on Terror” on the interception of communications and other information, and less on the
deployment of traditional military activities, we at SISR believes that Communication Defense
will outperform both the markets and Traditional Defense (SISR, Hiding in Defense
Communication, March 19, 2008, p. 1).

hen Harris Corp (HRS) is down 5%, L3 Communications is down 28%, while the S&P 500 is

down 36%. Lockheed Martin (LMT) and Raytheon (RTN) were down 20%. Both LMT and RTN of the

traditio

nal defense contractors invested heavily in Defense Communication since 911, whereas the other

major stalwarts of the Defense industry: General Dynamics (GD) was down 36%, Northrop Grumman

(NOC)

was down 40%, and Boeing (BA) was down 42% . The S&P 500 fared much worse than any of

the major Defense Contractors with a major communication interest, whereas the other top 5 Defense
contractors market performed, Northrop, Boeing, and General Dynamics despite the fact that the country
has been in two war for over 6 years now. Going forward we believe that the Communication Defense
Sector will continue to outperform the market.

A. Traditional Defense vs. Communication Defense: The 2001 Recession

Figure II: Traditional, Communication, and S&P 500 from March 2000 to March 2003
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One of the strongest sectors during the 2001 recession was Traditional Defense. Many of the defense
contractors were up over 200% from March 2000 to June of 2002 when the S&P 500 was down nearly
30%. Communication Defense during the same period was up nearly 50% while the markets and
nondefense communication were tumbling and the technology sector was fairing even worse.

The recession of 2000 was a period of traditional defense buildup. Even before 911 traditional defense

was up over 100% since March of 2000. The recession had no effect on the defense industry, and in fact
the additional spending on defense was seen as way for Government expenditures to help the economy.

B. Post 911 Emphasis on Communication Defense

From 2000 to 2003 Traditional Defense outperformed Communication Defense with the buildup to the
war in Iraq, as seen in Figure Il. However, from April 2003 through April 2006 Communication Defense
significantly outperformed Traditional Defense, with the Communication Defense contractors up nearly
200% as compared to 100% for Traditional Defense, as seen in Figure Ill. Communication Defense
began to expand in importance with the Department of Homeland Security in conjunction with military
intelligence in the Department of Defense taking up a similar emphasis on secured information as
compared to building multibillion dollar stealth bombers, when the war on terror is not a traditional war.

Figure I11: Traditional, Communication, and S&P 500 from April 2003 to March 2006
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The post 911 need created one of the biggest pushed into communication technology. Once the war if
ever begins to end there will be an enormous technology payback to the consumer of these new
technologies, however, currently we believe it is still early for a full roll out of some of these highly
technical advances.

C. The John Murtha Rebalance 2006 to Mar 2008

On November 18, 2005 one of the great Military Stalwart in the House of Representatives, Democratic
Congressman John P. Murtha of Pennsylvania, a Vietnam combat veteran and strong supporter the Iraq
War called for a withdrawal of the troops in Irag. He said that “Our military has done everything that has
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been asked of them. It is time to bring them home.” (New York Times.com November 18, 2005). The
reaction was fierce from the Republican Party with almost everyone weighing in on Murtha’s statement.

When the dust settled and cooler heads prevailed the call for a pullout may have been directed more
toward the impact on Traditional Defense over the past few years, than a actual rejection of the war in
Irag. During the 2004 to November 2005 period, Traditional Defense barely outperforming the S&P
500, while Communication Defense were getting all the attention, and we found that many of the
Traditional Defense contractors like Lockheed Martin (LMT) and Raytheon (RTN) were making major
investments in Communication Defense where the action was.

Additionally, throughout the 2005 to 2006 period there were constant discussions by the Department of
Defense regarding cutting back on some of the big ticket items. Programs like the B2 Bomber programs,
some nuclear submarines, and other large ticket items, were all being considered for cuts in an attempt
to bring down the huge government deficits. It was during this period that despite the ongoing war, the
military contractors were not doing well. Murtha’s comments were a call for troop withdrawal so that
the U.S. can get back to buying expensive military equipment. Murtha’s objectives were heard and not
one word has come from him about the need for a withdrawal of troops since then.

Figure IV: Traditional, Communication, and S&P 500 from April 2006 to March 2008
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From Figure IV we see that from early April 2006 there was a dip in Communication Defense over

Traditional Defense during 2006 and into early 2007. During this period Traditional Defense has slightly
outperformed Communication Defense

D. March 2008 to January 2009

In March of 2008 we argued that Communication Defense would outperform the S&P 500 and the
Traditional Defense because all the new emphasis was on communication, as the economy was
beginning to slow. In Figure V we divided Traditional Defense into those companies that are exclusively
traditional like General Dynamics (GD) and Northrop Grumman (NOC) and the traditional defense
contractors who have made a major investment in communication defense over the past two years,
Lockheed Martin (LMT), and Raytheon (RTN). We have as we usually do excluded Boeing (B) not
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because they are not a major defense contractor but about half of their revenues comes from Commercial
Aircraft manufacturing, which has been abysmal over the past year.

Figure V: Traditional, Communication, Trad/Comm and S&P 500 from Mar 200 to Jan 2009
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From Figure V we find that traditional defense has market performed down about 35% since March
2008, whereas communication and traditional/communication has outperformed being down about 18%.
HRS has been the strongest performer down only 8% since March of 2008. L-3 with all of their
acquisitions should almost be treated like a traditional/communications as opposed to a pure play
communications company given the direction of their growth.

IVV. Conclusion: President Obama and the New Defense Dynamics

On January 20" 2009 the United States inaugurated President Obama as their new President. The
expectations are that President Obama will move troops from Iraq into Afghanistan, but the actual level
of troops in the area throughout 2009 will remain the same. The war in Afghanistan/Pakistan will be
quite different than the hostilities in Irag, and here again we believe because of the sensitivity of
Pakistan that communications equipment and “intelligence” will play a greater role in this engagement.

Additionally, homeland security will only be enhanced under the Obama administration, and all the new
equipment will be heavily dominated by communication paraphernalia. We do believe that traditional
defense will be cut somewhat as it traditionally is under most Democratic Presidents. It was reduced on
a budget percentage basis under both Clinton and Carter. The priority of the traditional Democratic Base
is to emphasize domestic spending in contrast to defense spending. However, having said this: we are
arguing that while the perception will be for a reduction, communication defense will be completely
spared, and in fact will likely fill in for some of the shortfall from traditional defense, making passage
easier in the House and Senate.

For the past four years we have been toying with the idea of initiation coverage on both HRS and LLL,
but each time we think about it we have concluded that there are more important areas for an investment
of our energy. Again we are at this cross road and we are ambivalent. We believe that our analysis will
turn out to be correct and feel comfortable with our conclusions. At this juncture we always ask what
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will be the value added of initiating coverage except publicity. We feel strongly that our value added
here is in the analysis, and we have been all over these nuances for several years now. We continue to
like HRS and LLL at this juncture as both a safe component for any portfolio, as well as an area that is

likely to outperform the market, certainly as the markets continues to struggle though the first part of
this year.
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Certification:

I, Philip L. Miller (or any research analysts at SISR Inc.) certify/certifies that the views expressed in this
report accurately reflect my personal views about the subject companies and securities. In addition no
part of my compensation was, is or will be directly or indirectly related to the specific recommendations
or views expressed in this report.

Recommendation Scale:

Stock Rating:

1 — Recommended List — The stock has our highest recommendation and is expected to outperform the
average equal weighted expected total return of the overall Market irrespective of sector. Our investment
horizon is 12 — 18 months except as specified by the reporting analyst.

2 — Overweight — The stock is expected to outperform the equal weighted expected total return of the
sector coverage. Our investment horizon is 12 — 18 months except as specified by the reporting analyst.
3 — Neutral — The stock is expected to perform in line with the equal weighted expected total return of
the sector coverage. Our investment horizon is 12 -18 months except as specified by the reporting
analyst.

4 — Underweight — The stock is expected to under-perform the equal weighted expected total return of
the sector coverage. Our investment horizon is 12 -18 months except as specified by the reporting
analyst.

5 — Rating Suspended — The rating and target price have been suspended temporarily to comply with
applicable regulations and/or firm policies in certain circumstances including when SISR Inc. is acting
in an advisory capacity in a merger or strategic transaction involving the company.

Sector Ratings:

1 - Recommended Sector — The sector has the highest recommendation with continued improving
valuations and rapid growth.

2 — Positive — The sector fundamentals and valuations are improving with a positive second derivative.
3 — Neutral — The sector fundamentals and valuations are flat with the second derivative close to zero or
with a neutral slope.

4. Negative — The sector fundamentals and valuations are negative with a negative second derivative.

5 — Rating Suspended — The rating and sector targets have been suspended temporarily to comply with
applicable regulations and/or firm policies in certain circumstances including when SISR Inc. is acting
in an advisory capacity in a merger or strategic transaction involving the company.

Price Chart:

A price chart, with changes of ratings and price targets in prior periods, is included above, for all
securities covered in this report.

Additional Disclosures:
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This report is for information purposes only and should not be construed as a solicitation or an offer to
buy the securities or other instruments mentioned in the report. This report may not be reproduced in any
manner, without the written permission of SISR Inc.

This research report is based on current public information, with the possible exception of disclosures
relating to SISR Inc., that SISR Inc. deems to be reliable and as accurate as reasonably possible. SISR
Inc., however, makes no claim to the accuracy and completeness of this reports, and this report should
not be relied on as such, or as a statement of factual content.

This research report is prepared for general information purposes only. In addition this information does
not consider the specific investment objectives, financial situation and particular needs of any
individual, or institution. Investors and/or institution should seek financial advice and or internal due
diligence for institutional investors, as to the appropriateness of investing in any securities or investment
strategies mentioned or recommended.

Analyst as Officer or Director: No analyst will serve as an Officer or Director. SISR Inc. prohibits its
analysts, persons reporting to analysts or members of their households from serving as an officer,
director, advisory board member or employee of any company in the analyst’s area of coverage.

Ownership and Material Conflicts of Interests: SISR Inc. permits ownership of the recommended
securities subject to all the NASD rules regarding the ownership of securities by analysts. Since our
analysis is economic in origin and subsector driven we expect all analysts to cover the universe of all
stocks and as a consequence limiting the analyst or the firm to ownership of the underlying securities
would in essence require these entities to reframe from investing in the equity market.

Analyst Compensation: Analysts are paid in part based on the profitability of SISR Inc., some of which
may include investment banking and consulting revenues.

Disclosures are required in the United States for any of the following:

acting as a financial advisor,

manager or co-,manager in a pending transaction

1% or other ownership, long or short

compensation for certain services

types of client relationships

managed/co managed public offerings in prior periods
directorships

market making and/or specialist role.
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These disclosures are included in the company-specific disclosures above for any of the above
disclosures that are required.
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