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mation contained herein.

Here are some thoughts to ponder-...

1. In advance of the Presidential elections in
2008, it is likely that the Democratic party will
deliberately move to the middle in an attempt to
take issues away from the Republican party.

2. Regardless of how the election turns out,
President Bush as Commander-in-Chief, makes
the final determination of when the pull-out
will begin. Congress’ power to force a pull-out
would be to stop paying for the war, but this in
turn would lead to claims of a Democratic-led
Congress not supporting the troops — an issue
that the Democratic Party would not want to be
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spending from the 2012 to 2017. Considering
the unknowns in the world, we feel that it is
much too early to correctly predict defense
spending ten years out.

6. Last spring, the report, “Real Security: The
Democratic Plan to Protect America and
Restore Our Leadership in the World”, the party
spelled out a five-point plan which endorsed
every acquisition program in the Rumsfeld
defense budget and a promise to, “rebuild a
state-of-the-art military by adding equipment
and manpower”.
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7. The biggest effort by a Democratic-controlled Congress would likely
be hearings and investigations — into the intelligence that led to the war
in Iraq, cost overruns regarding the reconstruction, and certain weapons
programs that have experienced substantial cost overruns. It is also like-
ly that they will look into the contracts and performance of specific com-
panies, such as Haliburton, which has been cited for delays and over
billing.

8. Lastly, while recent history has seen declines in defense spend -

ing when Democrats have controlled the White House and Congress, ie.
Carter in 1976-1980 and Clinton in 1992-2000, these are periods that
could be considered relative stability. (While the Cold War with the
Soviet Union during the Carter Administration was still ongoing, it had
reached an element of status quo and hence stability. In the Clinton years
there are those that argue whether reductions in military spending was
capturing the ‘peace dividend’ or an error in strategy). However, if we
expand our time horizons, there were Democrats in power during World
War II and the Vietnam War in the 1960s. Whereas spending on defense
and homeland security is less than 5% of GDP today, during World War
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IL, it was nearly half.
A Time That ‘Gridlock is Good’

Looking at the increasing partisanship of the last few years on Capitol
Hill and the aforementioned eight thoughts to ponder, gridlock on
defense and homeland security issues is a very real possibility.

Regardless of the political party (or mix of parties) in control, there is a
likelihood that neither party in Congress will have an absolute majority,
or at least enough that the minority party can stall legislation. This will
lead to the stability and a clear direction of where things are headed that
the financial markets prefer.

Taking this into account, the adage of buy on the rumor, sell on the news
seems to jive with Jim Cramer’s comment to sell defense before the elec-
tion and buy it back after.

Sales rose to $12.4B from $10.1 B

Boeing Operating margin 6.50%, up 0.3%
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United Technologies Revenues up 12%, profits up 21%
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Sales rose 14.5% to $6.1 billion

General Dynamics Operating margin 11.2%, up 0.4%
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Net income up 47%, sales up 4%
Lockheed Martin
Operating margin 9.4%, up 1.70%

Earned $1.46 / share vs. $1.24 estimate
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Sales up 2% to $7.4 billion
Earnings per shares up 9%
Operating margin 7.34%, up 1.33%
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Sales rose 24% to $3.1 billion

L-3 Communications Operating margin 10.7%, up 0.1%
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Raytheon Operating margin 11.3%, up 0.5%
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October 2006 Close SPADE Defense Index Market Forward Price/ | Price/

Company Ticker Float % |Price Price % Ch % Ch Cap P/E Sales | Book Div Yid
31-Oct  [Sept 29 CL |Oct 31 CL YTD MTD intraday | (ttm, intraday) ttm mrq forward %

United Technologies UTX 6.82% 63.35 65.72 17.55% 3.74% 65.96 15.87 1.42 3.39 1.70%
Boeing Co BA 6.67% 78.85 79.86 13.70% 1.28% 63.2 16.96 1.07 5.76 1.50%
Lockheed Martin LMT 6.45% 86.06 86.93| 36.62% 1.01% 36.65 14.86 0.94 4.54 1.50%
Honeywell Intl HON 6.03% 40.89 42.12 13.07% 3.01% 34.39 14.47 1.14 3.06 2.40%
Genl Dynamics GD* 5.02% 71.67 711 24.68% -0.80% 28.75 14.97 1.23 3.17 1.40%
Directv Group DTV 4.92% 19.68 22.28| 57.79% 13.21% 27.21 17.68 1.96 4.50
Garmin Ltd GRMN* 4.55% 48.78 53.41 60.99% 9.49% 11.59 23.22 8.60 8.93 0.50%
Raytheon Co RTN 4.54% 48.01 4995 24.41% 4.04% 22.41 16.01 0.98 1.97 2.10%
Echostar Communications'a’ DISH 4.27% 32.74 35.52 30.68% 8.49% 15.8 18.22 1.73
Northrop Grumman NOC 4.24% 68.07 66.39 10.45% -2.47% 22.93 13.72 0.75 1.32 1.80%
Itt Indus ITT* 4.14% 51.27 54.39 5.80% 6.09% 10.04 16.04 1.30 3.33 0.90%
Rockwell Collins COL 4.10% 54.84 58.08| 24.98% 5.91% 9.96 18.44 2.65 8.87 1.20%
L-3 Communications Hldgs LLL 3.99% 78.33 80.52 8.30% 2.80% 9.91 14.13 0.83 2.06 1.00%
Precision Castparts PCP 3.80% 63.16 68.06] 31.36% 7.76% 9.22 14.64 2.15 4.03 0.20%
Computer Sciences CSC 3.74% 49.12 52.85 4.36% 7.59% 9.08 12.41 0.63] 1.50
Harris Corp HRS 2.35% 44.49 42.6 -0.95% -4.25% 5.7 13.88 1.53 3.20 0.70%
Goodrich Corp GR 2.27% 40.52 44.09 7.27% 8.81% 55 14.41 0.97 2.66 2.00%
Sirius Satellite Radio SIRI 2.22% 3.92 3.83| -42.84% -2.30% 5.38 12.57
Ball Corp BLL 1.79% 40.45 41.59 4.71% 2.82% 4.33 12.76 0.68 3.87 0.90%
Oshkosh Truck OSK 1.37% 50.47 45.21 1.39%]| -10.42% 3.33 16.87 1.10 3.74 0.90%
Xm Satellite Radio Holdings'a’ XMSR 1.29% 12.90 11.66| -57.26% -9.61% 3.13 3.99
Alliant Techsystems ATK 1.10% 81.06 77.21 1.37% -4.75% 2.68 13.31 0.82 4.01
Trimble Navigation Ltd TRMB 1.05% 47.08 46.22| 30.23% -1.83% 2.73 20.82 3.11 3.92
Flir Systems FLIR 0.90% 27.16 31.94| 43.04% 17.60% 2.19 21.15 3.98 6.27
URS Corporation URS 0.86% 38.89 40.41 7.44% 3.91% 2.1 15.91 0.51 1.46
Armor Holdings AH 0.75% 57.33 51.46] 20.66%| -10.24% 1.83 10.15 0.91 2.31
Sra International'a’ SRX 0.74% 30.06 32.05 4.94% 6.62% 1.79 22.89 1.52 3.36
Drs Technologies DRS 0.73% 43.67 44.22| -14.00% 1.26% 1.78 13.56 0.88 1.30 0.30%
Caci Intl CAlI 0.73% 55.01 57.54 0.28% 4.60% 1.76 17.38 1.02 2.41
Moog Inc. MOGA 0.64% 34.66 37.3| 31.43% 7.62% 1.56 16.43 1.27 2.35
Andrew Corp ANDW 0.61% 9.25 9.26| -13.70% 0.11% 1.46 13.04 0.67 0.96
Teledyne Technologies TDY 0.59% 39.60 41.72| 43.37% 5.35% 1.43 17.68 1.06[ 3.46
Intergraph Corp INGR 0.53% 42.88 43.69| -12.29% 1.89% 1.29 23.49 217 3.08
Mantech International'a’ MANT 0.47% 33.01 34.06[ 22.25% 3.18% 1.14 18.31 1.06[ 2.76
Cogent Inc. COGT 0.45% 13.73 11.5| -49.29%| -16.24% 1.08 20.54 8.88 2.27
Orbital Sciences Corp ORB 0.45% 18.77 18.16| 41.43% -3.25% 1.08 25.58 1.42 2.57
Ceradyne Inc CRDN 0.45% 41.09 41.25 -5.82% 0.39% 1.1 9.38 2.22 3.50
L-1 Identify Solutions ID 0.42% 13.05 14.31| -18.74% 9.66% 0.416 79.50 5.39 1.52
Esterline Technologies ESL 0.40% 33.76 37.7 1.37%| 11.67% 0.96 15.08 1.04[ 1.42
Viasat Inc VSAT 0.32% 25.08 27.14 1.53% 8.21% 0.776 18.34 1.70 2.70
Gencorp GY 0.30% 12.84 13.1| -26.20% 2.02% 0.73 1.1
DynCorp* (YTD from IPO 10July06) DCP 0.25% 12.59 10.5| -30.00%| -16.60% 0.599 10.19 0.29 1.74
TASER International Inc. TASR 0.24% 7.66 9.31 33.76%| 21.54% 0.579 33.25 9.85 6.20
SafeNet Inc. SFNT 0.24% 18.19 21.4| -33.58% 17.65% 0.453 15.97 1.57 0.83
Cubic Corp CUB 0.23% 19.58 20.91 4.76% 6.79% 0.559 20.30 0.68 1.81 0.90%
Argon St STST 0.22% 23.97 23.62| -23.76% -1.46% 0.523 18.90 1.93 2.05
United Industrial UIC 0.21% 53.50 45.01 8.80%| -15.87% 0.514 13.01 0.89] 11.93 0.90%
Edo Corp EDO 0.20% 22.88 23.91| -11.64% 4.50% 0.487 13.82 0.76 1.97 0.50%
American Science & Engineering ASEI 0.20% 46.40 52.63| -15.62%| 13.43% 0.481 18.21 3.06| 3.45
Ladish Co LDSH 0.18% 28.88 31.22| 39.69% 8.10% 0.443 12.80 1.27 3.03
Si International SINT 0.18% 31.98 33.16 8.47% 3.69% 0.427 18.02 0.95 1.89
Essex Corp. KEYW 0.18% 17.71 19.68 15.43% 11.12% 0.427 27.72 2.04 2.85
MTC Technologies Inc. MTCT 0.15% 24.04 22.64| -17.31% -5.82% 0.357 16.29 0.90 2.02
Osi Systems OSIS 0.14% 19.60 20.7 12.56% 5.61% 0.346 29.15 0.79 1.42
Mercury Computer Sys MRCY 0.11% 11.85 12.32 -40.28% 3.97% 0.268 15.21 1.14] 1.36
Herley Industries HRLY 0.09% 12.38 14.76] -10.60% 19.22% 0.216 20.22 1.25 1.04
Kvh Industries KVHI 0.07% 12.75 10.92 11.54%| -14.35% 0.162 22.75 2.04 2.09
Applied Signal Technology APSG 0.07% 14.84 14.84| -34.63% 0.00% 0.177 21.20 1.00 1.66 3.50%




