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Year SPADE_ S&P500
2006 YTD  9.60% 7.01%
2005 5.30% 3.00%
2004 20.47% 8.99%
2003 37.27% 26.38%
2002 [2.87%]  [23.37%]
2001 0.94% [13.04%)]
2000 4.98% [10.14%)]
1999 15.31% 19.53%
1998 6.63% 26.67%
Quarter SPADE_~ S&P500
3Q06 3.21% 5.17%
2Q06 [4.03%] [1.91%]
1Q06 10.65% 3.73%
4Q05 [0.47%] 1.59%
3Q05 4.44% 3.15%
2Q05 3.91% 0.91%
1Q05 [2.52%] [2.59%]
4Q04 9.80% 8.73%
3Q04 2.81% [2.30%]
2Q04 6.34% 1.30%
1Q04 0.36% 1.29%
4Q03 18.97% 11.64%
3Q03 5.27% 2.20%
2Q03 19.03% 14.89%
1Q03 [7.92%] [3.60%]
4Q02 3.39% 7.92%
3Q02 [17.04%]  [17.63%]
2Q02 [2.86%]  [13.73%]
1Q02 16.57% [0.06%]
4Q01 14.59% 10.29%
3Q01 [10.40%]  [14.29%]
2Q01 5.91% 5.52%
1Q01 [7.18%]  [12.11%]
4Q00 [0.05%] [8.09%]
3Q00 12.14% [1.24%]
2Q00 [7.11%)] [2.93%]
1Q00 0.83% 2.00%
4Q99 7.57% 14.54%
3Q99 [10.18%]  [6.56%)]
2Q99 21.39% 6.71%
1Q99 [1.68%] 4.65%
4Q98 13.70% 20.87%
3Q98 [16.88%]  [10.30%)]
2Q98 [1.88%] 2.91%
1Q98 14.99% 13.53%

Legal & Disclaimers

© 2006 ISBC

SPADE & the SPADE Defense Index are regis-
tered trademarks of the ISBC. The ISBC is the
owner of the trademark, service marks, and copy-
rights related to its indices.

This newsletter does not constitute an offer of an
investment product. The ISBC makes no repre-
sentation regarding the advisability of investing in
vehicles based on the SPADE Defense Index.

All information is provided eas ise for informational
purposes only and is not intended for trading pur-
poses or advice. Neither the ISBC nor any related
party is liable for any informational error, incom-
pleteness or for any actions taken based on infor-
mation contained herein.

Index and Industry Statistics

YTD Top Gainers Septemberes Top Gainers Septemberes Top Decliners
1. Garmin 47.04% 1. Essex 19.02% 1. Ladish <17.41%3
2. Orbital Sciences  46.18% 2. DynCorp Intel 15.72% 2. L-1 Identity <13.52%>
3. DirecTV 39.38% 3. Integraph 14.78% 3. ViaSat <7.28%>
4. Teledyne 36.08% 4. MTC Tech. 14.48% 4. Argon ST <6.80%>
5. Lockheed Martin ~ 35.35% 5. Sl International 10.70% 5. Ceradyne <6.76%%p
6. Armor Holdings 34.42% 6. Mantech 8.44% 6. Gencorp <6.75%%
6. Armor Holdings 8.44%
YTD - SPADE vs. S&P 500 vs. NASDAQ Finane
[~DXS == | [ ~GSPC = | [ “IXKIC = Credit: Yahoo! Finance
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Market Commentary (continued) Adjusted for inflation, defense spending
is 45% higher than in 2001 when
L-1 Identity Solutions. President Bush took office

As of this letter, the Index consists of 58 con- Procurement spending for weapons and
stituents whose daily floating percentage in the systems of $84.2 billion is up from $76.9
Index can be found on the www.amex.com web- billion in FY06

site by typing in the ticker DXS, clicking on the

name of the Index, and then <Show Index

Componentss. Additional Reasons forthe Rise in Defense

Spending

Inside the FYQ7 Defense Depament Budget ~ While many people tend to focus on the rising
cost for weapons and systems and the cost for

Congress approved a $447.6 billion budget for the ongoing wars in Irag and Afghanistan, the

FYOQ7. This is up from the $439.3 hillion origi- Pentagon has cited several other factors:

nally requested in February. (+ $8.3B).

- Pay raises
Key features include: - Wartime recruiting and retention bonuses

* $70 billion for 6-months in Irag/Afghanistan - EScalating medical costs
* $80.9 billion to procurement systems
* $75.7 billion for R&D
*$17 billion to the Army and $5.8 billion for

the Marines to replace or repair equipment Reports cite that President Bush
* 9.4 billion for Ballistic Missile Defense plans to ask Congress in the Spring of
* 11.0 billion for seven new Navy ships 2007 for an additional $60 billion in

emergency funding for the

The basic defense budget of $462.8 bil- Department of Defense.

lion is $21.2 billion more than was

approved for FY06.

Get on our list: newsletter-subscribe@spadeindex.com
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The International Defense Market The Cost ofWar (Updated)

During the most recent quarter, the Government of Canada announceédth the $70 billion added by Congress in the FY-07 Defense
plans to spend more than $15 billion (C$17.1 billion) to purchase shipgppropriations bill, spending on the ongoing wars in Iraq and
helicopters, aircraft, and trucks with the aim of improving the mobility Afghanistan has reached $507 billion.

of Canadian forces.

Jim Crameres (CNBC) Thoughts on the Defense SectdBept 29)
Market for UAVs Forecasted to Gow to $8.3 BillionAnnually

From SeekingAlpha.com -- «The Pentagones budget passed the Senate

A report from the Teal Group states that worldwide spending orPn Friday and Cramer identified defense companies which will benefit
unmanned aerial vehicles is forecasted to triple from $2.7 billion todaghd *canet be stoppeds. Concerning Lockheed Martin, he said,

to $8.3 billion annually within a decade. The total 10-year market igCongress just canet say no toe this F-35 producer which recently raised
forecasted to be $55 billion. its dividend. General Dynamics makes a variety of defense goods, says

Cramer and Raytheon is «the king of radare and makes powerful guided
missiles. Finally Cramer discussed L-3 and CACI which he said would

Inside the FY07 Homeland Security Budget have a +hard time failing to delivers.

Congress passed a budget of $34.8 Billion and it remains a favorite for

legislators. In 2006, Congress approved $2.3 billion more than waklewWorld Threat Emerges

requested by President Bush and in FY07, an additional $2.7 billion wa3€sides the Middle East and the War on Terrorism, and the media spot-
approved. In September 2006, Congress passed a $3.5 billion port seéght on North Korean nuclear tests, perhaps the biggest issue affecting

rity spending bill by a vote of 98-0. future defense spending was a September 26 test by a ground-based laser
operating in China that illuminated a U.S. spacecraft. Preventing the
Where it Goes... damage to or blinding of a satellite, which is used by DoD for commu-
$21.3 B - border protection nications, intelligence gathering, and coordinating military actions is a
$ 5.2 B - secure border initiative top concern of the military leadership. The test is likely to continue sup-
$ 2.8 B - border patrol - add 1500 agents (total up to 14,800) port for the growth in initiatives associated with spacecraft survivability
$ 1.2 B - border fencing & vehicle barriers and space control.

What They Deo...

- install cameras and high-tech sensors to monitor U.S. borders
- search more electronic databases to identify individuals

- install radiation monitors at all major U.S. ports

- inspect more baggage and cargo at airports

- increasingly scan fingerprints at the nationss point of entry

If you didnet receive an email alert that the latest newsletter has
come out -- Get on our list.
Send an email to: newsletter-subscribe@spadeindex.com
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