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PART I

For convenience purposes in this Annual Report on Form 10-K, "L-3
Holdings" refers to L-3 Communications Holdings, Inc., and "L-3 Communications"
refers to L-3 Communications Corporation, a wholly-owned operating subsidiary
of L-3 Holdings. "L-3", "we", "us" and "our" refer to L-3 Holdings and its
subsidiaries, including L-3 Communications. The predecessor company refers to
the ten initial business units we purchased from Lockheed Martin Corporation in
April 1997.

ITEM 1. BUSINESS

L-3 Holdings, a Delaware corporation organized in 1997, derives all of its
operating income and cash flow from its wholly-owned subsidiary L-3
Communications. L-3 Communications, a Delaware corporation, was organized in
1997 to acquire the predecessor company. The only indebtedness of L-3 Holdings
are its 5.25% Convertible Senior Subordinated Notes due 2009 and its 4.00%
Senior Subordinated Convertible Contingent Debt Securities due 2011 which are
jointly and severally guaranteed by substantially all of its direct and
indirect domestic subsidiaries including L-3 Communications. L-3 Holdings also
has guaranteed the indebtedness under the bank credit facilities of L-3
Communications. L-3 Holdings relies on dividends and other payments from its
subsidiaries or must raise funds in public or private equity or debt offerings
to generate the funds necessary to pay principal and interest on its
indebtedness.

OVERVIEW

We are a leading merchant supplier of sophisticated secure communication
systems and specialized products. We produce secure, high data rate
communication systems, training and simulation systems, engineering development
and integration support, avionics and ocean products, fuzing products,
telemetry, instrumentation, space and guidance products and microwave
components. These systems and products are critical elements of virtually all
major communication, command and control, intelligence gathering and space
systems. Our systems and specialized products are used to connect a variety of
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airborne, space, ground-and sea-based communication systems and are used in the
transmission, processing, recording, monitoring and dissemination functions of
these communication systems. Our customers include the U.S. Department of
Defense ("DoD"), certain U.S. Government intelligence agencies, major aerospace
and defense contractors, foreign governments, commercial customers and certain
other U.S. federal, state and local government agencies. For the year ended
December 31, 2001, direct and indirect sales to the DoD provided 64.7% of our
sales, and sales to commercial customers, foreign governments and U.S. federal,
state and local government agencies other than the DoD provided 35.3% of our
sales. Our business areas employ proprietary technologies and capabilities and
have leading positions in their respective primary markets. For the year ended
December 31, 2001, we had sales of $2,347.4 million and operating income of
$275.3 million. We have two reportable segments: Secure Communication Systems
and Specialized Products. Information on our reportable segments is included in
Note 16 of our consolidated financial statements included elsewhere herein.

SECURE COMMUNICATION SYSTEMS

We are an established leader in secure, high data rate communication
systems for military and other U.S. Government reconnaissance and surveillance
applications and we believe that we have developed virtually every high
bandwidth data link that is currently used by the DoD for surveillance and
reconnaissance. Our major secure communication programs and systems include:

o secure data links for airborne, satellite, ground and sea-based remote
platforms for real time information collection and dissemination to
users;

o strategic and tactical signal intelligence systems that detect, collect,
identify, analyze and disseminate information;

o secure telephone and network equipment and encryption management;

o communication software support services;

o communication systems for surface and undersea vessels and manned space
flights; and

o wide-area security systems.

Our Secure Communication Systems segment includes our training and
simulation businesses. We design, develop and manufacture advanced simulation
and training products with high-fidelity representations of cockpits and
operator stations for aircraft and vehicle system simulation. We also provide a
wide range of engineering development and integration support to the DoD and
other government agencies, a full range of teaching, training, logistic and
training device support services to domestic and international military
customers, and custom ballistic targets for the DoD.

Our Secure Communication Systems segment provided $1,241.6 million or
52.9% of our total sales for the year ended December 31, 2001.

SPECIALIZED PRODUCTS

We are a leading merchant supplier of products to military and commercial
customers. We focus on niche markets in which we believe we can achieve a
market leadership position. This reportable segment includes three product
categories:
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o Avionics and Ocean Products;
o Telemetry, Instrumentation and Space Products; and
o Microwave Components.

Avionics and Ocean Products. This business area includes our aviation and
maritime recorders, airborne collision avoidance products, displays, antennas,
acoustic undersea warfare products, naval power distribution, conditioning,
switching and protection equipment, premium fuzing products and aircraft
modernization services. We believe we are the leading manufacturer of commercial
cockpit voice and flight data recorders (known as "black boxes") and a leading
supplier of acoustic undersea warfare products and airborne dipping sonars to
the U.S. Navy and over 20 foreign navies. These products represented 60.8% of
our Specialized Products segment sales for the year ended December 31, 2001.

Telemetry, Instrumentation and Space Products. We develop and manufacture
commercial off-the-shelf, real-time data collection and transmission products
and components for missile, aircraft and space-based electronic systems. These
products are used to gather flight data and other critical information and
transmit it from air or space to the ground. We are a leader in digital Global
Positioning System receiver technology for high performance military
applications. We are also a leading global satellite communications systems
provider offering systems and services used in the satellite transmission of
voice, video and data through earth stations for uplink and downlink terminals.
We provide commercial, off-the-shelf satellite control software, telemetry,
tracking and control, mission processors and software engineering services to
foreign governments and commercial satellite markets. We are a leading producer
of navigation products, gyroscopes, controlled momentum devices and star sensors
for commercial, military and other applications. These products represented
29.1% of our Specialized Products segment sales for the year ended December 31,
2001.

Microwave Products. We are a premier worldwide supplier of commercial
off-the-shelf, high-performance microwave components, base station antenna
monitoring equipment, and RF radiation measurement instrumentation. Our
microwave components are sold under the industry-recognized Narda brand name
using an extensive catalog, which are distributed to the wireless, industrial
and military communication markets. We also provide state-of-the-art,
space-qualified communication components including channel amplifiers and
frequency filters for the commercial communications satellite market. Narda also
supplies filters to the cellular & PCS market worldwide. These products
represented 10.1% of our Specialized Products segment sales for the year ended
December 31, 2001.

Our Specialized Products segment provided $1,105.8 million or 47.1% of our
total sales for the year ended December 31, 2001.

DEVELOPING COMMERCIAL OPPORTUNITIES

An integral part of our growth strategy is to identify and exploit
commercial applications for select products and technologies currently sold to
defense customers. We have currently identified two vertical markets where we
believe there are significant opportunities to expand our existing commercial
sales: Transportation Products and Broadband Wireless Communications Products.
We believe that these vertical markets, together with our existing commercial
products, provide us with the opportunity for substantial commercial growth in
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future years.

Within the transportation market, we have developed and are offering an
explosive detection system for checked baggage at airports, cruise ship voyage
recorders, power propulsion systems and power switches and displays for rail
transportation and internet service providers. We are developing additional
products, including an enhanced collision avoidance product that incorporates
ground proximity warning.

Within the communications product market, we are offering local fixed
wireless access equipment for voice, DSL and internet access, transceivers for
LMDS (Local Multipoint Distribution Service) and a broad range of commercial
components and digital test equipment for broadband communications providers.

We have developed the majority of our commercial products employing
technology funded by and used in our defense electronics businesses, thereby
minimizing any required incremental development expenses. Sales generated from
our developing commercial opportunities have not yet been material to us.

INDUSTRY OVERVIEW

The U.S. defense industry has undergone significant changes precipitated by
ongoing U.S. federal budget pressures and adjustments in political roles and
missions to reflect changing strategic and tactical threats. From the mid-1980s
to the late 1990s, the U.S. defense budget experienced a decline in real
dollars. This trend was reversed by an increase in defense spending in 1999,
followed by current dollar increases in fiscal 2000, 2001 and 2002 with an
anticipated increase in fiscal 2003 to $379.0 billion. In addition, the DoD
philosophy has focused on its transformation strategy that balances
modernization and recapitalization (or upgrading existing platforms) while
enhancing readiness and joint operations which include digital command and
control communications capabilities by incorporating advanced electronics to
improve performance, reduce operating costs, and extend the life expectancy of
its existing and future platforms. As a result, defense budget program
allocations continue to favor advanced information technologies related to
command and control, communications, computers (C4), intelligence, surveillance
and reconnaissance (ISR). In addition, the DoD's emphasis on system
interoperability, force multipliers and providing battlefield commanders with
real-time data is increasing the electronic content of nearly all major military
procurement and research programs. As a result, it is expected that the DoD's
budget for communications and defense electronics will continue to grow.

The U.S. defense industry has also undergone dramatic consolidation
resulting in the emergence of five dominant prime system contractors: The Boeing
Company, Lockheed Martin Corporation, Northrop Grumman Corporation, Raytheon
Company and General Dynamics Corporation. We believe that one outcome of this
consolidation is that the DoD wants to ensure that continued vertical
integration does not further diminish the fragmented, yet critical DoD vendor
base. Additionally, we believe it has become uneconomical for the prime
contractors to design, develop and manufacture numerous essential products,
components and subsystems for their own use. We believe this situation has and
will continue to create opportunities for merchant suppliers such as L-3. As the
prime contractors continue to evaluate their core competencies and competitive
positions, focusing their resources on larger programs and platforms, we expect
the prime contractors to continue to exit non-strategic business areas and
procure these needed elements on more favorable terms from independent,
commercially oriented merchant suppliers. Examples of this trend include recent
divestitures of certain non-core defense-related businesses by several of the
prime contractors.

The focus on cost reduction by the prime contractors and DoD is also



Edgar Filing: L 3 COMMUNICATIONS HOLDINGS INC - Form 10-K

driving increased use of commercial off-the-shelf products for upgrades of
existing systems and in new systems. We believe the

prime contractors will continue to be under pressure to reduce their costs and
will increasingly seek to focus their resources and capabilities on major
platforms and systems, turning to commercially oriented "best of breed" merchant
suppliers to produce subsystems, components and products. We believe successful
merchant suppliers will continue to use their resources to complement and
support, rather than compete with, the prime contractors. We anticipate that the
relationships between the major prime contractors and their primary suppliers
will continue to evolve in a fashion similar to those employed in the automotive
and commercial aircraft industries. We expect that these relationships will be
defined by critical partnerships encompassing increasingly greater outsourcing
of non-core products and systems by the prime contractors to their key merchant
suppliers and increasing supplier participation in the development of future
programs. We believe early involvement in the upgrading of existing systems and
the design and engineering of new systems incorporating these outsourced
products will provide merchant suppliers, including us, with a competitive
advantage in securing new business and provide the prime contractors with
significant cost reduction opportunities through coordination of the design,
development and manufacturing processes.

BUSINESS STRATEGY

We intend to grow our sales, enhance our profitability and build on our
position as a leading merchant supplier of communication systems and products to
the major contractors in the aerospace and defense industry as well as the U.S.
Government. We also intend to leverage our expertise and products into selected
new commercial business areas where we can adapt our existing products and
technologies. Our strategy to achieve our objectives includes:

EXPAND MERCHANT SUPPLIER RELATIONSHIPS. We have developed strong
relationships with the DoD, several other U.S. Government agencies and all of
the major U.S. defense prime contractors, enabling us to identify new business
opportunities and anticipate customer needs. As an independent merchant
supplier, we anticipate that our growth will be driven by expanding our share of
existing programs and by participating in new programs. We identify
opportunities where we are able to use our strong relationships to increase our
business presence and allow customers to reduce their costs. We also expect to
benefit from increased outsourcing by prime contractors who in the past may have
limited their purchases to captive suppliers and who are now expected to view
our capabilities on a more favorable basis due to our status as an independent
company, which positions us to be a merchant supplier to multiple bidders on
prime contract bids.

SUPPORT CUSTOMER REQUIREMENTS. A significant portion of our sales is
derived from strategic, long-term programs and from programs for which we have
been the incumbent supplier, and in many cases acted as the sole provider over
many years. Our customer satisfaction and excellent performance record are
evidenced by our performance-based award fees exceeding an average of 90% of the
available award fees since our inception in April 1997. We believe that prime
contractors will increasingly award long-term, outsourcing contracts to the
best-of-breed merchant suppliers they believe to be most capable on the basis of
quality, responsiveness, design, engineering and program management support as
well as cost. We intend to continue to align our research and development,
manufacturing and new business efforts to complement our customers' requirements
and provide state-of-the-art products.
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ENHANCE OPERATING MARGINS. We have a history of improving the operating
performance of the businesses we acquire through the reduction of corporate
administrative expenses and facilities costs, increasing sales, improving
contract bidding controls and practices and increasing competitive contract
award win rates. We have a tradition of enhancing operating margins, primarily
due to efficient management and elimination of significant corporate expense
allocations. We intend to continue to enhance our operating performance by
reducing overhead expenses, continuing consolidation and increasing
productivity.

LEVERAGE TECHNICAL AND MARKET LEADERSHIP POSITIONS. We have developed
strong, proprietary technical capabilities that have enabled us to capture the
number one or number two market position in most of our key business areas,
including secure, high data rate communications systems, solid state aviation
recorders, telemetry, instrumentation and space products, advanced antenna
products and high performance microwave components. We continue to invest in
company-sponsored independent research

and development, including bid and proposal costs, in addition to making
substantial investments in our technical and manufacturing resources. Further,
we have a highly skilled workforce, including approximately 7,600 engineers. We
are applying our technical expertise and capabilities to several closely
aligned commercial business markets and applications such as transportation and
broadband wireless communications and we expect to continue to explore other
similar commercial opportunities.

MAINTAIN DIVERSIFIED BUSINESS MIX. We have a diverse and broad business mix
with limited reliance on any particular program, a balance of cost-reimbursable
and fixed-price contracts, a significant follow-on business and an attractive
customer profile. Our largest program represented 3.9% of our sales for the year
ended December 31, 2001 and is a long term, firm-fixed price contract for
intelligence agencies and the DoD. No other program represented more than 3.2%
of sales for the year ended December 31, 2001. Furthermore, 31.7% of our sales
for the same period were from cost-reimbursable contracts, and 68.3% were from
fixed-price contracts, providing us with a mix of predictable profitability
(cost-reimbursable) and higher margin (fixed-price) business. We also enjoy a
mix of defense and non-defense business, with direct and indirect sales to the
DoD accounting for 64.7%, and sales to commercial customers, foreign governments
and U.S. federal, state and local government agencies other than the DoD
accounting for 35.3% of our sales for the year ended December 31, 2001. We
intend to leverage this business profile to expand our merchant supplier
business base.

CAPITALIZE ON STRATEGIC ACQUISITION OPPORTUNITIES. Recent U.S. defense
industry consolidation has dramatically reduced the number of traditional
middle-tier aerospace and defense companies, which are smaller than the five
dominant prime system contractors and larger than the many smaller publicly and
privately owned companies, as well as non-core aerospace and defense businesses
of the prime contractors. We intend to enhance our existing product base through
internal research and development efforts and selective acquisitions that will
add new products in areas that complement our present technologies. We intend to
continue acquiring potential targets with the following criteria:

o significant market position(s) in their business area(s);
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o product offerings which complement and/or extend our product offerings;

and

o positive future growth and earnings prospects.

Since January 1,

adjusted purchase price of $1,636.0 million,
acquired for an aggregate adjusted purchase price of $506.0 million during 2001.
the purchase price may be subject to further
adjustment based on actual closing date net assets or net working capital of the

For certain of these acquisitions,

2001,

5

we acquired thirteen businesses for an aggregate

of which twelve businesses were

acquired business and the post-acquisition financial performance of the acquired
business. The table below summarizes our primary acquisitions completed since

January 1, 2001.

BUSINESS NAME

Aircraft Integration
Systems

SY Technology

BT Fuze Products

Government Services
Group (renamed L-3
Communications
Analytics)

Spar Aerospace
Limited

EER Systems

SELECTED RECENT ACQUISITIONS

DATE ACQUIRED

March 8,

December

December

November

November

May 31,

2002

31,

19,

30,

23,

2001

2001

2001

2001

2001

ACQUIRED FROM

Raytheon Company

SY Technology, Inc.

Bulova Technologies

Emergent
Technologies

Spar Stockholders

EER Systems
Stockholders

48.0

49.5

39.8

146.8

119.4

BUSINESS

Provides products
global Intelligen
Reconnaissance (I
in signals intel
and communication
(COMINT) systems,
unique ability to
analyze electroni
centers, communic
defense for real-
response to the w
Specializes in ai
simulation; comma
communications, c
intelligence arch
missile defense a
systems technolog
Produces military
prevent the inadv
and detonation of
during handling.
Provides high-end
and information s
U.S. Air Force, A
intelligence agen
Provides turnkey
cycle management
wide body and rot
aircraft. Also pr
value—-added engin
modernization for
military and comm
programs.
Provides a wide r
engineering devel
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KDI Precision
Products

PRODUCTS AND SERVICES

May 4, 2001

The systems, products and services,
platforms or end users of our Secure Communication Systems segment as of
December 31, 2001 are summarized in the table below.

KDI Precision 78.

Stockholders

selected applications and selected

SECURE COMMUNICATION SYSTEMS

SYSTEMS/PRODUCTS/SERVICES

SELECTED APPLICATIONS

integration suppo
Federal civilian

and local governm
commercial custom
Produces military
prevent the inadv
and detonation of
during handling.

SELECTED PLA

HIGH DATA RATE COMMUNICATIONS

o Wideband data links and ground

terminals

SATELLITE COMMUNICATION TERMINALS

o Ground-based satellite
communication terminals and
payloads

High performance, wideband
secure communication links for
relaying of intelligence and
reconnaissance information

Interoperable, transportable
ground terminals

SPACE COMMUNICATION AND SATELLITE CONTROL

o Satellite communication and
tracking system

o Satellite command and control

sustainment and support

MILITARY COMMUNICATIONS
o Shipboard communications
systems
o Communication software
support services

INFORMATION SECURITY SYSTEMS
o STE (Secure Terminal

o

On-board satellite external
communications, video systems,
solid state recorders and ground
support equipment

Software integration, test and
maintenance support satellite
control network and engineering
support for satellite launch
system

Internal and external
communications (radio room)
Value—-added, critical software
support for C3I (Command,
Control, Communication and
Intelligence)

Secure and non-secure voice,

Manned and unman
naval ships, ter
satellites

Remote personnel
communication 1i
forces
International Sp
Space Shuttle an
satellites

U.S. Air Force S

Network and rock
system

Naval vessels

DoD

U.S. Armed servi

10
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Equipment) data and video communication
for office and battlefield utilizing
ISDN and ATM commercial
network technologies

TRAINING AND SIMULATION

o Military Aircraft Flight o Training for pilots, navigators, o
Simulators flight engineers, gunners and
operators
o Battlefield and Weapon o Missile system modeling and o
Simulation simulation
o Design and manufacture ballistic o

missile ground launched and air
launched for threat replication

targets
o Training o Training for soldiers on complex o
command and control systems
o Training and logistics services o
and training device support
o Human Patient Simulators o Medical training o

SECURE COMMUNICATION SYSTEMS (CONT.)

and security age

Military fixed a
aircraft and gro

U.S. Army Missil

U.S. Army Missil

DoD
DoD and foreign

Medical schools,
and DoD

SYSTEMS/PRODUCTS/SERVICES SELECTED APPLICATIONS SELECTED PLATFORMS/END USERS

ENGINEERING DEVELOPMENT AND
INTEGRATION SUPPORT

o System Support o C4ISR (Command, Control, o U.S. Armed services, intellige
Communications, Computers, and security agencies, Ballist
Intelligence, Surveillance and Missile Defense Organization
Reconnaissance), modeling and and NASA
simulation

SECURE COMMUNICATION SYSTEMS

We are an established leader in the development, construction and
installation of communication systems for high performance intelligence
collection, imagery processing and ground, air, sea and satellite communications
for the DoD and other U.S. Government agencies. We provide secure, high data
rate, real-time communication systems for surveillance, reconnaissance and other
intelligence collection systems. We also design, develop, produce and integrate
communication systems and support equipment for space, ground and naval
applications, as well as provide communication software support services to
military and related government intelligence markets. Product lines of the
Secure Communication Systems business include high data rate communications
links, satellite communications terminals, naval vessel communication systems,
space communications and satellite control systems, signal intelligence
information processing systems, information security systems, tactical
battlefield sensor systems and commercial communication systems.

High Data Rate Communications

11
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We are a technology leader in high data rate, covert, jam-resistant
microwave communications used in military and other national agency
reconnaissance and surveillance applications. Our product line covers a full
range of tactical and strategic secure point-to-point and relay data
transmission systems, products and support services that conform to military and
intelligence specifications. Our systems and products are capable of providing
battlefield commanders with real-time, secure surveillance and targeting
information and were used extensively by U.S. armed forces in the Persian Gulf
War and during operations in Bosnia, Kosovo and Afghanistan.

Our current family of strategic and tactical data links or CDL (Common Data
Link) systems are considered DoD standards for data link hardware. Our primary
focus is spread spectrum secure communication links technology, which involves
transmitting a data signal with a high-rate noise signal making it difficult to
detect by others, and then re-capturing the signal and removing the noise. Our
data links are capable of providing information at over 300 megabytes per second
and use point-to-point and point-to-multipoint architectures.

We provide these secure high bandwidth products to the U.S. Air Force, the
U.S. Navy, the U.S. Army and various U.S. Government agencies, many through
long-term programs. The scope of these programs include air-to-ground,
air-to-air, ground-to-air and satellite communications such as the U-2 Support
Program, GUARDRAIL, ASTOR and major UAV (unmanned aerial vehicle) programs, such
as Predator, Global Hawk and Fire Scout.

We remain the industry leader in the mobile airborne satellite terminal
product market, delivering mobile satellite communication services to many
airborne platforms. These services provide real time connectivity between the
battlefield and non-local exploiters of ISR data.

Satellite Communication Terminals

We provide ground-to-satellite, high availability, real-time global
communications capability through a family of transportable field terminals
used to communicate with commercial, military and international satellites.
These terminals provide remote personnel with constant and effective
communication

capability and provide communications links to distant forces. Our TSS
(TriBand SATCOM Subsystem) employs a 6.25 meter tactical dish with a single
point feed that provides C, Ku and X band communication to support the U.S.
Army. We also offer an 11.3 meter antenna satellite terminal which is
transportable on two C-130 aircraft. The SHF PTS (Portable Terminal System) is a
lightweight (28 pounds), portable terminal, which communicates through DSCS,
NATO or SKYNET satellites and brings connectivity to small military tactical
units and mobile command posts.

We provide System Engineering and Software/Life-cycle support to the Air
Force Satellite control network as well as the Eastern and Western Test Rangers.
These contracts were recently won and last well beyond 2010.

Space Communications and Satellite Control
We produced and are delivering three communication subsystems for the ISS

(International Space Station). These systems will control all ISS radio
frequency communications and external video activities. We also provide

12
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solid-state recorders and memory units for data capture, storage, transfer and
retrieval for space applications. Our standard NASA tape recorder has completed
over five million hours of service without a mission failure. Our recorders are
on National Oceanic & Atmospheric Administration weather satellites, the Earth
Observing Satellite, AM spacecraft and Landsat-7 Earth-monitoring spacecraft. We
have extended this technology to our Strategic Tactical Airborne Recorder (S/TAR
(Trade Mark) ) which was selected for the New Shared Reconnaissance Port (SHARD)
Program. We also provide space and satellite system simulation, satellite
operations and computer system training, depot support, network engineering,
resource scheduling, launch system engineering, support, software integration
and test through cost-plus contracts with the U.S. Air Force.

Military Communications

We provide integrated, computer controlled switching systems for the
interior and exterior voice and data needs of naval vessels. Our products
include the MarCom Integrated Voice Communication Systems for Aegis class
destroyers and for the LPD amphibious ship class. We produced the MarCom
Baseband Switch for Los Angeles class submarines. Our MarCom secure digital
switching system provides an integrated approach to the specialized voice and
data communications needs of shipboard environment for internal and external
communications, command and control and air traffic control. Along with the
Keyswitch Integrated Terminals, MarCom provides automated switching of
radio/cryptocircuits, which results in significant timesavings. We also offer
on-board, high data rate communications systems, which provide a data link for
carrier battle groups, which are interoperable with the U.S. Air Force's
Surveillance/reconnaissance terminals. We supply the "communications on the
move" capability needed for the digital battlefield by packaging advanced
communications into the U.S. Army's Interim Brigade Combat Team Commander's
Vehicle.

Our Ilex Systems business provides systems and software engineering
products and services for military applications. We specialize in the innovative
application of state-of-the-art software technology and software development
methodologies to produce comprehensive real-time solutions satisfying our
customers' systems and software needs. We specialize in providing engineering
services to the U.S. Army military intelligence community including the
Communications—-Electronics Command (CECOM) Software Engineering Center, for the
development and maintenance of Intelligence, Electronic Warfare, Fusion and
Sensor systems and software.

Information Security Systems

We believe we are a leader in the development of secure communications
equipment for both military and commercial applications. We are producing the
next generation digital, ISDN-compatible STE (secure telephone equipment). STE
provides clearer voice and thirteen-times faster data/fax transmission
capabilities than the previous generation secure telecommunications equipment.
STE also supports secure conference calls and secure video teleconferencing. STE
uses a CryptoCard security system which consists of a small, portable,
cryptographic module holding the algorithms, keys and

personalized credentials to identify its user for secure communications access.
We also provide the workstation component of the U.S. Government's EKMS

(Electronic Key Management System), the next generation of information security
systems. EKMS is the government's system to replace current "paper" encryption
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keys used to secure government communications with "electronic" encryption
keys. The component we provide produces and distributes the electronic keys. We
also develop specialized strategic and tactical signal intelligence systems to
detect, acquire, collect, and process information derived from electronic
sources. These systems are used by classified customers for intelligence
gathering and require high-speed digital signal processing and high-density
custom hardware designs.

Training and Simulation

We believe we are a leading provider of fully-integrated simulation
training systems and related support services to the U.S. and foreign military
agencies.

Our training devices business designs, develops and manufacturers advanced
reality simulation and training products for training air crews with
high-fidelity representations of cockpits and operator stations for aircraft and
vehicle simulation. We have developed flight simulators for most of the U.S.
military aircraft in active operation. We have numerous proprietary technologies
and fully-developed systems integration capabilities that provide competitive
advantages. Our proprietary software is used for visual display systems,
high-fidelity system models, database production, digital radar land mass image
simulation and creation of synthetic environments. We are also a leader in
developing training systems which allow multiple trainees at multiple sites to
engage in networked group, unit and task force training and combat simulations.
In addition we are developing, demonstrating, evaluating and transitioning
training technologies and methods for use by warfighters at the US Air Force's
Fighter Training Research Division.

Our products and services are designed to meet customer training
requirements for pilots, navigators, flight engineers, gunners, operators and
maintenance technicians for virtually any platform, including military fixed and
rotary wing aircraft, air vehicles and various ground vehicles. As one of the
leading suppliers of both simulator systems and training services, we believe we
are able to leverage our unique full-service capabilities to develop
fully-integrated, innovative solutions for training systems, propose and provide
program upgrades and modifications, as well as provide hands-on, best-in-class
training operations in accordance with virtually any customer requirement in a
timely manner.

We also design and develop prototypes of ballistic missile targets for
present and future threat scenarios. We provide high-fidelity custom targets to
the DoD that are complementary to the U.S. Government's growing focus and
priority on national missile defense and space programs. We are the only
provider of Ballistic Missile targets that have successfully launched a
Ballistic Missile Target from an Air Force Cargo Aircraft.

We also develop and manage extensive programs in the United States and
internationally focusing on training and education, strategic planning,
organizational design, democracy transition and leadership development. To
provide these services, we utilize a pool of experienced former armed service,
law enforcement and other national security professionals. In the United States,
our personnel are instructors in the U.S. Army's Force Management School and
other schools and courses and are also involved in recruiting for the U.S. Army.
In addition, we own a one-third interest in Medical Education Technologies,
Inc., which has developed and is producing human patient simulators for sale to
medical teaching and training institutions and the DoD.

Engineering Development and Integration Support
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We are a premier provider of numerous air campaign modeling and simulation
tools for applications, such as Thunder, Storm and Brawler, for the U.S. Air
Force Studies and Analysis Agency and of space science research for NASA. We
also provide high-end systems support for the HAWK and PATRIOT missile systems,
Unmanned Aerial Vehicles (UAVs), the Cooperative Engagement Capacity (CEC)
Program, and the F/A-18.
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Our products and services specialize in communication systems, training and
simulation equipment and a broad range of hardware and software for the U.S.
Army, Air Force and Navy, the Federal Aviation Administration and the Ballistic
Missile Defense Organization (BMDO). As one of the leading suppliers of high-end
engineering and information support, we believe we are able to provide
value-added C4ISR engineering support, wargames simulation and modeling of
battlefield communications.

The products and services, selected applications and selected platforms or
end users of our Specialized Communication Products segment as of December 31,
2001, are summarized in the table below.

SPECIALIZED PRODUCTS

PRODUCTS/SERVICES SELECTED APPLICATIONS

AVIONICS AND OCEAN PRODUCTS
Aviation Products

o Solid state crash protected o Voice recorders continuously
cockpit voice and flight data record most recent 30-120
recorders minutes of voice and sounds

from cockpit and aircraft
intercommunications. Flight data
recorders record the last 25
hours of flight parameters

o TCAS (Traffic Alert and o Reduce the potential for midair

Collision Avoidance System) aircraft collisions by providing
visual and audible warnings and
maneuvering instructions to

pilots

Antenna Products

o Ultra-wide frequency and o
advanced radar antennas and
rotary joints

Surveillance and radar detection

o Precision antennas serving major o Antennas for high frequency,
military and commercial millimeter satellite
frequencies, including Ka band communications

Display Products
o Cockpit and mission displays o
and controls

High performance, ruggedized
flat panel and cathode ray tube
displays and processors

SELECTED P

Business and ¢
and certain mi
aircraft; sold
manufacturers
the Fairchild

Commercial, bu
and military t

Military aircr
surveillance,
bombers, attac
transport
Various milita
customers incl
astronomers

Military aircr
surveillance,
bombers, attac
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Aircraft Modernization

o

High end aviation product
modernization services

Ocean Products

o

Airborne dipping sonars

Submarine and surface ship
towed arrays

Naval and commercial power
delivery and switching products

Turnkey aviation life cycle
management services

Submarine detection and
localization

Submarine and surface ship
detection and localization
Switching, distribution and
protection, as well as frequency
and voltage conversion

SPECIALIZED PRODUCTS (CONT.)

PRODUCTS/SERVICES

Commercial transfer switches,
uninterruptible power supplies
and power products

Premium Fuzing Products

o

Fuzing products

SELECTED APPLICATIONS

o Production and maintenance of
systems and high-speed switches
for power interruption
prevention

o Munitions and electronic and
electro-mechanical safety and
arming devices (ESADs)

TELEMETRY, INSTRUMENTATION AND SPACE PRODUCTS

Airborne,

o

Aircraft, missile and satellite

telemetry and instrumentation
systems

GPS (Global Positioning
Systems) receivers
Navigation systems and

subsystems, gyroscopes, reaction

wheels, star sensor

Space Products

o

Global satellite communications

systems

MICROWAVE COMPONENTS

o

Passive components, switches
and wireless assemblies

Ground and Space Telemetry

o Real-time data acquisition,
measurement, processing,
simulation, distribution, display
and storage for flight testing

o Location tracking

o Space navigation

o Satellite transmission of voice,
video and data

o Radio transmission, switching
and conditioning, antenna and

transport airc
vehicles

Various milita
wide body and
aircraft

Various milita

U.S. Navy and

All naval comb

submarines, su
aircraft carri

SELECTED PL

o Federal Avi
Administrat
providers,
and rail tr

o Various DoD
military cu

o Aircraft, m

o Guided proj

o Hubble Spac
Delta IV 1la
satellites

o Rural telep
networks,
uplinks, sa
and wideban

o DoD, teleph
providers a
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base station testing and
monitoring, broad-band and
narrow-band applications (PCS,
cellular, SMR and paging
infrastructure)

o Safety products o Radio frequency monitoring and
measurement for safety

o Satellite and wireless o Satellite transponder control,
components (channel amplifiers, channel and frequency
transceivers, converters, filters separation

and multiplexers)

o Amplifiers and amplifier based o Automated test equipment,
components (amplifiers, up/down military electronic warfare,
converters and Ka assemblies) ground and space

communications

SPECIALIZED PRODUCTS

Avionics and Ocean Products

Aviation and Maritime Recorders. We manufacture commercial, solid-state,
crash-protected recorders, commonly known as black boxes, under the Fairchild
brand name for the aviation and maritime industries, and have delivered nearly
55,000 flight recorders to aircraft manufacturers and airlines around the world.
We believe we are the leading manufacturer of commercial cockpit voice recorders
and flight data recorders. The hardened voyage recorder, launched from our
state-of-the-art aviation technology,
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and expanded to include cutting edge internet communication protocols, has taken
an early leadership position within the maritime industry. We offer three types
of recorders:

o the cockpit voice recorder, which records the last 30 to 120 minutes of
crew conversation and ambient sounds from the cockpit;

o the flight data recorder, which records the last 25 hours of aircraft
flight parameters such as speed, altitude, acceleration and thrust from
each engine and direction of the flight in its final moments; and

o the hardened voyage recorder, which stores and protects 12 hours of
voice, radar, radio and shipboard performance data on solid state memory.

Recorders are highly ruggedized instruments, designed to absorb the shock
equivalent to that of an object traveling at 268 knots stopping in 18 inches,
fire resistant to 1,100 degrees centigrade and pressure resistant to 20,000 feet
undersea for 30 days. Our recorders are mandated and regulated by various
worldwide agencies for use in commercial airlines and a large portion of
business aviation aircraft. In addition, our aviation recorders are certified
and approved for installation at the world's leading aircraft original equipment
manufacturers ("OEM's"), while our maritime recorders are an integral component
to a mandated recording system for numerous vessels that travel on international

equipment n

Monitor cel
industrial
emissions

Communicati

wireless co
equipment

DoD and cor
operators
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waters. The U.S. military has recently required the installation of black boxes
in military transport aircraft. We believe this development will provide us with
new opportunities for expansion into the military market.

We have completed development of a combined voice and data recorder and are
developing an enhanced recorder that monitors engine and other aircraft
parameters for use in maintenance and safety applications.

Traffic Alert and Collision Avoidance Systems (TCAS). TCAS is an avionics
safety system that was developed to reduce the potential for mid-air collisions.
The system is designed to operate independently from the air traffic control
("ATC") system to provide a complementary supplement to the existing ATC system.
TCAS operates by transmitting interrogations that elicit replies from
transponders in nearby aircraft. The system tracks aircraft within certain range
and altitude bands to determine whether they have the potential to become a
collision threat.

There are two levels of TCAS protection currently in operation: TCAS I and
TCAS II. In the United States, passenger aircraft with 10 to 30 seats must be
equipped with a TCAS I system. The TCAS II system is required for passenger
aircraft with more than 30 seats. These aircraft, as well as aircraft used in
all-cargo operations, must also be equipped with transponders, either Mode S or
Mode C. The transponder provides altitude and airplane identification to
TCAS—-equipped aircraft as well as to the ATC system.

If the TCAS I system calculates that an aircraft may be a threat, it
provides the pilot with a visual and audible traffic advisory. The advisory
information provides the intruder aircraft's range and relative
altitude/bearing. In addition to traffic advisories, a TCAS II system will
provide the pilot a resolution advisory ("RA"). This resolution advisory
recommends a vertical maneuver to provide separation from the intruder aircraft.

TCAS systems have proven to be very effective, with many documented
successful RA's. TCAS II has been in worldwide operation in many aircraft types
since 1990. Today, over 16,000 airline, corporate and military aircraft are
equipped with TCAS II-type systems, logging over 100 million hours of
operation. The number of reported near mid-air collisions in the U.S. has
decreased significantly since 1989, a period during which both passenger and
cargo air traffic has increased substantially.

Antenna Products. We produce high performance antennas under the Randtron
brand name which are designed for:

o surveillance of high-resolution, ultra-wide frequency bands;
o detection of low radar cross-section targets and low radar cross-section
installations;
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o severe environmental applications; and
o polarization diversity.

Our primary product 1s a sophisticated 24-foot diameter antenna used on all
E-2C surveillance aircraft. This airborne antenna is a rotating aerodynamic
radome containing a UHF surveillance radar antenna, an IFF antenna, and forward
and aft auxiliary antennas. Production is planned beyond 2001 for the E-2C, P-3
and C-130 AEW aircraft. We have been funded to begin the development of the next
generation for this antenna. We also produce broadband antennas for a variety of
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tactical aircraft, as well as rotary Jjoints for the AWAC antenna. We have
delivered over 2,000 sets of antennas for aircraft and have a backlog of orders
through 2004.

We are a leading supplier of ground based radomes used for air traffic
control, weather radar, defense and scientific purposes. These radomes enclose
an antenna system as a protective shield against the environment and are
intended to enhance the performance of an antenna system.

Display Products. We design, develop and manufacture ruggedized displays
for military and high-end commercial applications. Our current product line
includes a family of high performance display processing systems, which use
either a cathode ray tube or active matrix liquid crystal display. Our displays
are used in numerous airborne, ship-board and ground based platforms and are
designed to survive in military and harsh environments.

Aircraft Modernization. We are a leading global provider of turnkey
aviation life cycle management services, providing value-added engineering and
upgrades for selected military and commercial aviation programs, component
repair and overhaul and support services. Our major programs include high-end
aviation product modernization and services on the C-130 for a number of
military organizations around the world, including the Canadian Department of
National Defense, U.S. Coast Guard, Mexican Air Force, Royal Malaysian Air Force
and Royal Australian Air Force. We also provide avionics maintenance, repair and
overhaul for the Sikorsky S-61/H-3 Sea King helicopter for a number of military
organizations including the Canadian military, the U.S. Navy and the Brazilian
Air Force. We are also a full service provider for the Boeing 727 and 737 to a
number of airlines, including Canada's WestJet.

Ocean Products. We are one of the world's leading suppliers of acoustic
undersea warfare systems. Our experience spans a wide range of platforms,
including helicopters, submarines and surface ships. Our products include towed
array sonar, hull mounted sonar, airborne dipping sonar and ocean mapping sonar
for navies around the world.

We are also a leading provider of state-of-the-art power electronics
systems and electrical power delivery systems and subsystems. We provide
communications and control systems for the military and commercial customers. We
offer the following:

o military power propulsion, distribution and conversion equipment and
components which focus on motor drives switching, distribution and
protection, providing engineering design and development, manufacturing
and overhaul and repair services; and

o ship control and interior communications equipment.

We have been able to apply our static transfer switch technology, which we
developed for the U.S. military, to commercial applications. Our commercial
customers for static transfer switches are primarily financial institutions and
internet service providers, including American Express, AOL-Time Warner, AT&T,
Charles Schwab and the Federal Aviation Administration. In addition, we provide
electrical products for rail transportation and utilities businesses.

Premium Fuzing Products. We are a leading provider of premium fuzing
products, including proximity fuzes, electronic and electro-mechanical safety
and arming devices (ESADs) and self-destruct/ sub-munition grenade fuzes. ESADs
prevent the inadvertent firing and detonation of guided missiles during
handling, flight operations and the initial phases of launch. Our proximity
fuzes are used in smart munitions. All are considered to be critical safety and
arming products. Additionally, during missile flight the ESAD independently
analyzes flight conditions and determines safe separation distance after a
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missile launch.
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Telemetry, Instrumentation and Space Products

We are a leader in the development and marketing of component products and
systems used in telemetry and instrumentation for airborne applications such as
satellites, aircraft, UAVs, launch vehicles, guided missiles, projectiles and
targets. Telemetry involves the collection of data for various equipment
performance parameters and is required when the object under test is moving too
quickly or is of too great a distance to use a direct connection. Telemetry
products measure, process, receive and collect thousands of parameters of a
platform's operation including heat, vibration, stress and operational
performance and transmits this data to the ground.

Additionally, our satellite telemetry equipment transmits data necessary
for ground processing. These applications demand high reliability of components
because of the high cost of satellite repair and the need for uninterrupted
service. Telemetry products also provide the data used to terminate the flight
of missiles and rockets under errant conditions and/or at the end of a mission.
These telemetry and command/control products are currently used for a variety of
missile and satellite programs.

Airborne, Ground and Space Telemetry. We provide airborne equipment and
data link systems that gather critical information and then process, format and
transmit the data to the ground from communications satellites, spacecraft,
aircraft and missiles. These products are available in both commercial
off-the-shelf and custom configurations and include software and software
engineering services. Primary customers include many of the major defense
contractors who manufacture aircraft, missiles, warheads, launch vehicles and
munitions. Our ground station instrumentation receives, encrypts and/or decrypts
the serial stream of combined data in real-time as it is received from the
airborne platform. We are a leader in digital GPS (Global Positioning 