Salem Partners — Aerospace & Defense

I ntrOd UCti On Second Quarter 2010

Dear Friends,

Hope your summer is off to a great start!

After beginning 2010 with a bang, M&A activity slowed slightly in the second
quarter as several disconcerting macroeconomic indicators reintroduced
uncertainty in the capital markets. Concerns over a “double-dip” recession and
growing fiscal deficits have combined to cause widening credit spreads and declines
in public equity valuations. This dynamic has moderated risk appetite among
strategic and financial buyers and slowed the pace of M&A activity.

That said, the volume and number of M&A and capital raising transactions remain
well above comparable 2009 levels. For our clients and prospects, we continue to
receive strong interest in high-quality Aerospace & Defense businesses. Based on
our recent experiences in the market, investors and strategic buyers are eager to
execute on M&A strategies but are focused on key indicators of a potential
acquisition's future financial performance including backlog and program exposure.

In this issue of our Quarterly Review you will find the following topics addressed:
- Capital Markets Update
- Defense Update
- Budget vs. Deficit
- Update on Troop Levels
- Commercial Aerospace Update
- Effect of Currency Movements
- OEM vs. Aftermarket
- Detailed Aircraft Funding Update
- UAV’s
- Attack Aircraft

We would be more than happy to provide a tailored M&A update for your sub-
sector at any time. Also, please contact us to discuss any of the transactions we
have in the market and our upcoming deals for the second half of 2010.

Sincerely,
Trevor Bohn Sean Walker
Managing Director Managing Director

Copyright Salem Partners, 2010



Capital Markets

HIGHLIGHTS

Capital Markets

Equity markets declined in the second quarter of 2010 as investors grew concerned over
sustained high-levels of unemployment and sovereign debt issues in Europe. The A&D index
declined modestly with large, diversified defense contractors facing the most headwinds on
concerns over declining defense budgets.

+ Capital Markets
Commentary

Following on the Q1 trend of headline, blockbuster deals Boeing has announced a proposed
acquisition of Argon S/T for $777 million. The deal is a continuation of the recent surge in
C4ISR transactions and demonstrates a renewed commitment by Boeing to the space.

Relative Performance (LTM) Performance by Name (Q2)
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Enterprise Value/EBITDA by Subsector
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A&D M&A Activity
s A&D M&A ACt|V|ty Date Target Target Description Buyer Enterprise Value __Revenue EBITDA Multiples

EVIRev EVIEBITDA

pending  Argon ST Inc Provider UfCA'SR:n’:fe"‘ including sensors, Boeing Co $777 $353 $44 22x 17.6x
. Designer and manufacturer of composite tooling for the o .

Pending  STADCO A&D markets Corinthian Capital n/p nlp nip nlp nlp

Pending  LifePort Inc Manyfactur.ers.anr medical systens.‘ lightweight armor, Sikorsky Aerospace Service n/p $65 nip nlp nlp
interior and galley equi t

Jun-10 Haydon Enterprises Man.ufa.cturer of motion control devices for A&D AMETEK Inc $270 $85 nip nlp nlp

Jun10  Matrikon Inc Designs information technology systems to manage Honeywell International $130 87 57 16x 186x
production, optimize operations and moniter assets

Jun-10 Saint-Gobain Advanced Ceramics Manufacturer of technical ceramics for A&D applications ~ Coorstek, Inc $245 $165 n/p 15x nlp

May-10  CapRock Communications, Inc valder.nf mlsslon-crl(lcal menaged satellte Harris Corp $525 $359 $54 15x 9.7x

May-10  Atlantic Marine Holdings :;Z‘\’/':ressiofsse' maintenance, repair, overhaul and BAE Systems Inc $352 n/p n/p n/p n/p

May-10 AP Labs Group Designs and develops highly complexand robust Kontron AG nip nip nip nip nip
computer systems

Apr-10 Insight Technology, Inc Designs an.d ﬂeveI?ps mission critical night vision and L-3 Communications Corp $613 $290 $68 21x 9.0x
electro-optical equipment

Apr-10 Aviation Worldwide Services (AWS) Pruv.u?er ?f expeditionary ailift services and aircraft AAR Corp. $200 nlp nip nlp nlp

Apr-10 Blackhawk Industries Products Group  Provider of high-quality tactical gear Alliant Techsystems Inc nip nlp n/p n/p nlp

Source: Analyst Research & Salem Partners estimates



Industry Headlines - Defense

HIGHLIGHTS
Defense Budget & Deficit
As fiscal deficits around the world increase, there are widespread concerns among industry
+ Defense Spending & participants that global defense spending will come under increased scrutiny. As the US
the US Deficit Government has utilized quantitative easing and fiscal stimulus at unprecedented levels, the
ability for the US to sustain current levels of defense spending has come into doubt. This issue
is expected to come into focus during mid-term elections as a swing towards a more fiscally
conservative governing body could have a negative near-term effect on the A&D supply chain.
Historically, declines in defense spending have been proceeded by increases in the US deficit.
The chart below illustrates how the previous defense spending down-cycle coincided with a
then record fiscal deficit.
Deficit % GDP vs. Defense Spending
Defick ' ~ DoD Budget
%Goe Autharity ($B)
4.0% - 800,000
2.0% - 700,000
0.0% /\ [/\/ 600,000
(2.0%) ,,v - 500,000
(4.0%) - 400,000
(6.0%) Erd of Last L 300,000
Def Upcyele
(8.0%) 200,000
(10.0%) - 100,000
[12.0%) C
L BT - T T - S = T Y- - R BT I - B ﬁg*ug
222222~2~2222§§§§§§§
m Difict % GDP == Dol Budget Authority
Iraq & Afghanistan
% McCrystal Out R i i i ,
ecent developments in Iraq and Afghanistan have made headlines as General McCrystal’s

resignation led to the appointment of General Petraeus as top commander in Afghanistan.
While newsworthy, the recent change in leadership is of less importance to the A&D supply
chain then changes in troop deployment levels. Troop levels, already below the 2007 peak, are
scheduled to begin a more rapid decline through the summer and into 2011. Roughly 50% of
the growth in DoD spending from 2000 — 2008 has been attributed to wartime related spending
in Irag and Afghanistan. As these conflicts wind down, declines in the operations and
maintenance portion of the defense budget are increasingly viewed as inevitable.
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HIGHLIGHTS

+ Reversing Trends in
the FX market

+ BRIC vs. Developed

Industry Headlines - Aerospace

Effect of Currency Movements in USD/EUR

The past three months have seen enormous moves in the currency market as a flight to quality
into the USD has strengthened the USD/EUR tremendously. This shift is significant as years of a
gradually weakening USD had challenged European-based suppliers with dollar denominated
revenue and EUR costs. The recent currency movements could present new challenges to
domestic suppliers as a stronger dollar could put export sales at a pricing disadvantage
compared to foreign alternatives. The recent strengthening of the dollar over the past five
months is the equivalent of an 18% price increase in US-denominated goods for European
buyers. In an already challenging economic environment, industry analysts have begun
expressing concern that Boeing can continue strengthening its order book as Airbus will be able
to leverage declining domestic productions costs.

USD/EUR Exchange Rate Movements
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Importance of Emerging vs. Developed Markets

For commercial aerospace, the end-market dynamics of the commercial build-cycle and
aftermarket have diverged significantly over the past several years. With emerging markets
now comprising 54%+ of OEM backlog, the new build schedule is reliant on continued growth
in developing markets. For the aftermarket, developed countries are the predominant driver
of new business as fleet distribution remains weighted in the US and Europe.

Global OEM Backlog Fleet Distribution (5+ Years)

Affica 4% Affica 7%
Asia 30% Asia 13%
Latin Ametrica 7% Latin America 8%
Middle East 12% Middle East 3%
Total Emerging Market 54% Total Emerging Market 32%
Australasia 4% Australasia 3%
Europe 24% Europe 27%
North America 15% North Ametica 36%
Japan 3% Japan 2%

Total Developed Market 46% Total Developed Market 68%



HIGHLIGHTS

* Aircraft 30 Year Plan

Industry Spotlight — Aircraft Procurement Primer

Aircraft 30 Year Procurement Plan

For an owner of a Tier Il or Il Aerospace & Defense company, a key component of accreting
long-term shareholder value is securing work packages or long-term agreements on programs
that are central to the Department of Defense’s strategic vision. These programs tend to have
the most political support and are able to secure increasingly scarce procurement dollars.

Performing a detailed program review will be a central due diligence item during any potential
capital raising or M&A event for both deal structuring and valuation. As a complimentary
service, Salem Partners has assembled a aircraft procurement primer to give our current and
potential clients a condensed version of the recent funding trends and outlooks.

Aircraft Investment Plan: FY2011-FY2040

Keeping with the investment themes detailed in the 2011 Quadrennial Defense Review (QDR),
the Department of Defense released the Future Years Defense Program (FYDP) to detail the
long-term aviation force structure and investment plan. The report detailed the following four
key investment items:

Persistent, Unmanned ISR Capabilities

Rapidly expand number of UAV platforms from the current 300 to 800 by FY2020. In addition,
continue to expand mission envelope of existing platforms by improving sensor systems and
replacing USAF Predators with next-generation Reapers.

Sufficient Enabler Capability & Capacity

Major goal to improve both lift and tanker fleets. Notable recapitalization of USAF tanker fleet
underway with goal of 109 new KC-X tankers by FY2020. Both USAF and Navy currently
recapitalizing intratheater lift inventories.

5th Generation Fighter/Attack Fleet

Transition total DoD inventory to 5t generation fighter aircraft. Major goal of JSF is to increase
5th generation fleet from 7% of current inventory to 34% by FY2020. Stated goal of full-
retirement of legacy aircraft by FY2040.

Modernized Long-Range Strike Capability

In addition to continuing long-term modernization programs on existing inventories, begin
analysis of need beyond FY2040 including plans for a family of solutions (both manned and
unmanned).

Aircraft Procurement Spending

545,000
540,000
535,000
530,000
525,000
520,000
515,000
510,000
$5,000
50 T ]
FY2009 F¥2010 Fv2011

B Army ENavy BUSAF

Source: Analyst Research




HIGHLIGHTS

«» Aircraft 30 Year Plan

Industry Spotlight — Aircraft Procurement Primer

Unmanned, Multirole ISR Aircraft Inventory

The DoD has clearly emphasized expanding Unmanned capabilities in both the ISR and multi-
mission roles. In the near-term, the USAF will concentrate on transitioning the existing fleet of
MQ-1 Predators into MQ-9 Reapers. Concurrently, the Reaper fleet will be outfitted with the
Wide-Area Aerial Sensor (WAAS) to provide an increased optical field-of-view and greater area
coverage. Over the long-term, the Navy will focus on accelerating the development of a
carrier-based unmanned aircraft, and the Marine Corps plans to develop a multirole UAS.

The below chart illustrates the substantial growth ahead as well as the transition towards next-
generation capabilities. It is important to note that the below chart understates the complete
UAV landscape as it includes only Group 4 & 5 systems:

Unmanned, Multirole, ISR Aircraft Inventory
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UAV’s have been established as a strategic necessity for ISR mission profiles, but the consensus
among industry analysts is that next generation UAV technology will greatly expand upon
current fighter/attack capabilities. The below chart illustrates the growing investment and
corresponding inventory build-up of UAV’s with attack capabilities:

Unmanned, Multirole & Strike Inventory and Investment
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Conclusion

The Unmanned vehicle space is clearly on of the most attractive, high-growth areas of the DoD
budget. Strategic and financial buyers have aggressively pursued acquisition targets that are
positioned to benefit from the shift towards unmanned systems. In an environment where
DoD dollars are increasingly uncertain, the UAV space will remain attractive for several years to
come.



HIGHLIGHTS

«» Aircraft 30 Year Plan

Industry Spotlight — Aircraft Procurement Primer

Fighter/Attack Aircraft

The largest single procurement line item over the next ten years will be the Joint Strike Fighter
(JSF). The DoD has selected the JSF as the key platform to transition both the USAF and USN’s
inventory into fifth-generation fighter/attack platforms. The current fleet of fourth generation
aircraft faces limitations due to aging and lack of modernized stealth and electronic warfare
capabilities.

The upcoming production ramp will present the A&D supply chain with a great deal of
opportunity for high-volume, sustained production level of a government program. While
headline risk certainly exists for such high-profile program, the outlook for JSF production
appears strong.

Fighter/Attack Aircraft Inventory FY2011 — FY2020
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In addition to the overall trend of a transition from fourth to fifth generation assets, the below
chart provides line-item detail for a selected group of significant procurement items:

Aircraft Funding & Quantity

Funding Quantity Fundng Quantty Funding Quanhty
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SALEM PARTNERS CLIENTS KNOW.

Salem Partners LLC
11111 Santa Monica Blvd
Los Angeles, CA
(310) 806 — 4200
Member FINRA and SIPC

Trevor Bohn Sean Walker
Managing Director Managing Director
(310) 806 —4218 (310) 806 — 4215
tbohn@salempartners.com swalker@salempartners.com

Ryan Murphy Erik Einwalter
Associate Analyst
(310) 806 — 4209 (310) 806 —4211
rmurphy@salempartners.com eeinwalter@salempartners.com

This presentation has been prepared by Salem Partners LLC (“Salem Partners”) for the exclusive use of the party to whom Salem
Partners delivers this presentation (together with its subsidiaries and affiliates, the “Recipient”) using information provided by a
client of Salem Partners (the “Company”) and other publicly available information. This presentation contains proprietary, non-
public information regarding the Company. Salem Partners has not independently verified the information contained herein, nor
does Salem make any representation or warranty, either express or implied, as to the accuracy, completeness or reliability of the
information contained in this presentation, or any other information (Whether communicated in written or oral form) transmitted to
or made available to the Recipient. Any estimates or projections as to events that may occur in the future (including projections of
revenue, expense, net income and stock performance) are based on information provided by the Company and other publicly
available information as of the date of this presentation. There is no guarantee that any of these estimates or projections will be
achieved. Actual results will vary from the projections and such variations may be material. Nothing contained herein is, or shall be
relied upon as, a promise or representation as to the past or future. Salem Partners expressly disclaims any and all liability relating
to or resulting from the use of this presentation.

This presentation has been prepared solely for informational purposes and is not to be construed as a solicitation or an offer to buy
or sell any securities or related financial instruments. The Recipient should not construe the contents of this presentation as legal,
tax, accounting or investment advice or a recommendation. The Recipient is urged to conduct an independent evaluation of the
Company and should consult its own counsel, tax and financial advisors as to legal and related matters concerning any transaction
described herein. This presentation does not purport to be all-inclusive or to contain all of the information that the Recipient may
require. No investment, divestment or other financial decisions or actions should be based solely on the information in this
presentation. The Recipient should not rely on any information contained herein.

This presentation has been prepared on a confidential basis solely for the use and benefit of the Recipient. The Recipient agrees that
the information contained herein and in all related and ancillary documents is not to be used for any other purpose, that such
information is of a confidential nature and that Recipient will treat it in a confidential manner. Distribution of this presentation to
any person other than the Recipient and those persons retained to advise the Recipient who agree to maintain the confidentiality of
this material and be bound by the limitations outlined herein, is unauthorized without the prior consent of Salem Partners. This
material must not be copied, reproduced, distributed or passed to others at any time without the prior written consent of Salem
Partners.



