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GOOD START BUT JUST A START

LONG TERM DEFENSE CHALLENGES ARE REAL

Catalog of simmering crises driving budget against background of recap/readiness crisis. North
Korea, Russia, China, Iran, Syria and AFG, highlight urgent need to restore conventional and nuclear
readiness while improving counterterrorism performance.

SKYHIGH EXPECTATIONS FOR $ MET IN 2018 AND 2019

FY17: Final appropriation was +$26B (+4.5%) y/y; procurement up $5B y/y; outlays increasing
FY18: +10.9 % (+$66B) in budget authority y/y; details not final until 3/23; will look like NDAA
FY19: +2.2% (+$15B) small increase over huge FY18 bump; most boats float but especially R&D

2020 ANOTHER INFLECTION YEAR: TOPLINE, PROGRAMS

The old problem with BCA caps vs topline returns in just 18 months: this time with a different
looking Congress and economy. FY19 as high water mark?
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NATIONAL DEFENSE STRATEGY

 Compete, Deter, and Win to Preserve Peace through Strength

— Expand the competitive space leveraging all elements of national power

 Competition with China and Russia is central challenge

— Continue efforts to deter and counter North Korea, Iran, and terrorists

* Sustain U.S. influence and ensure favorable regional balances of
power

— Build a more lethal, resilient, agile, and ready Joint Force
— Strengthen alliances and attract new partners

— Reform the Department’s business practices for greater performance and
affordability

http://comptroller.defense.gov/Portals/45/Documents/defbudget/fy2019/FY2019 Budget Request.pdf HEDGEYE 4




DOD PROGRAMMING PRIORITIES

* Prioritize preparedness for war

e Modernize key capabilities
 Nuclear forces
e Space and cyberspace
 C4ISR
 Missile defense
e Joint lethality in contested environments
 Forward force maneuver and posture resilience (agility, take a punch)
 Advanced autonomous systems
 Resilient and agile logistics

 Evolve innovative operational concepts

e (Cultivate workforce talent

http://comptroller.defense.gov/Portals/45/Documents/defbudget/fy2019/FY2019 Budget Request.pdf
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ROOTS OF DOD’S RECAP CRISIS

Procurement within the Reagan 2

-
e

spending surge of 80’s went to major
capital items: ships, aircraft, strategic
assets — focus on Air Force and Navy

t

Con

The spending surge of 2004-12 was
different than previous surges: it
focused on radios, vehicles and force
protection - it did not recap the prior
surge’s investment.

DoD now facing block obsolescence in
ships, aircraft and triad.

DATA SOURCE: DOD, HRM ESTIMATES
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SHRINKING FORCES - MORE REQUIREMENTS
ATTACK SUB (SSN) FLEET VS REQUIREMENT onth of Navy roemn.

depth of Navy recap

problem: fleet size is on
Today unstoppable 10 year
decline that will not be fully
corrected for 30 years

120

98 Reagan requirement: 100 boats

100

Navy looking at 36%
shortfall when PRC threat

80

Trump requirement: 66 boats assessed to be highest:
2028: 42 boats vs. 66
” 66 regmt
Clinton: 55 boats 58
© Bush/Obama: 48 boats 52 Navy retiring more
42 boats/year (4) than it is

currently building (2)

20

Reflects need for time and
long term $ to recover
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capital areas (sub takes 7
years to build/deploy)

V10

HEDGEYE 7



U.S. FIGHTER PROCUREMENT / AGE

500 : | /: | | o5
“PROCUREMENT
450 ‘ HOLIDAY” USAF - 27 Years
= 400 ; 20
- 1
5 :
S 350 i
(- i ®
: >
€ 300 . 153
D : =
qE: 250 : >
= DoN - 15 Years £
<3 - >
© 200 (USMC - 22) 10X
o
-8
= 150
>
> 100 5
50
F-15 F-15E
0 o
1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

Recapitalization Needed for Aging Fighter Inventory
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IMPROVED READINESS REQUIRES $ AND 7/ME

DEPT OF NAVY PB18 5/22/17 BRIEF ON READINESS * High deployment

optempo plus

Aviation Spares underfunding of

Impact of reductions to enabling accounts enablers like spares,
training, contract

maintenance, etc

o~ have resulted in
90% / — \/\ / == shockingly poor
80% Average % funded readlness-

. \ /

60% . . . . . . . . . . . . . . . . . . e |t will take 3-5 years
~———— ™~ Goal of robust effort and

50% P =— — \ funding to recover.
Depl d o
40% TMC Meanwhile Navy
\/\ trying to buy.
30%

—C
20&verage Full Mission Capable (FMC) rate for all USN/USMC acft is 25%

10%

100%

FUNDING & FMC %

Includes USN/USMC Data
wfo CNATRA

0%

FYoo FYo1 Fyo2 FY03 FYo4 FY05 FYos Fyo7 Fyos Fyo9 Fy10 Fy11 Fyl12 FY13 Fy14 FY15 FY16 FY17 FY18
READINESS IMPACT YEAR

Source: http://www.secnav.navy.mil/fmc/fmb/Documents/18pres/DON_PB18 Press_Brief.pdf HEDGEYE 9



DEFENSE BUDGET DEVELOPMENT

Planning, Programming, Budgeting Execution System (PPBES)

Oct | Nov | Dec | Jan I\za !\gJun Jul | Aug | Sep
17 | 17 | 17 | 184 1 18 | 18 18 | 18

Election FY17 ONr:‘lanibus To fi ay
Congress y Services : Entities shown in Blue own the process at that time
CR FY17 Outlays |
Execution i
PB18 Release FY18 Outl l
22 May utiays |
PB18 ! . .
Services| OSD-OMB | Congress CR Military Services .
] Budgeting Executiclm
|
I ope .
PB19 services OSD-OMB I Congress Military Services
. . | . .
Planning ' Programming I Budgeting Execution
|
|
Servicias | OSD-OMB | Congress
PB20 _ [ - | . .
Planning ! Programming Budgeting
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PRESBUD 19 IN HISTORICAL CONTEXT

DOD FUNDING 2010 -2023 $B S

$800 uses Continuing
Resolution (CR) level of

s700 | 691 687 ) 686 714 ' funding for FY 18.
645 * This does not
612 69
$600 578 581 580 correspond to the recent
BCA amendment.
 FY18 topline will be
$500 $671B = +$59B higher
than the CR = NDAA 18.
$400 e Congress must pass an
799 appropriations bill by
$300 March 23 allocating the
new $.
$200
OCO: Beginning in FY20,
$100 DoD wants to move away
from dependence on OCO
$0 and fully funding the
FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 baseline.

(Then Year Dollars in BiIIions) Numbers may not add due to rounding

Bl Base Budget OCO/Other Budget B Missile Defense*

Source: http: : : pudget/ty2019/FY2019_Budget_Request.pc HEDGEYE 11




DOD: PB19 FINALLY ARRESTS DECLINE

DEFENSE BASE BUDGET $B

(Dollars in Billions) FY 2019 Request

$610
¢ FY 2018 BBA

$590
*I:Y 2018 Request

\\

.‘ \\\ IIion
Original BCA Q \ >

ior BBA Caps <
~

$470 | | | | | | | | | -
FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19

= FY 2011 Enacted with Inflation e=s==FY 10-11-12 Actuals e= Original BCA Caps e====Prior BBA Caps
*FY 2018 CR ($529B) + $15B of OCO-for -base requirements BCA = Budget Control Act BBA = Bipartisan Budget Acts (2011, 2013, and 2018)

DoD thesis:

The BCA has created a
huge debt in capability
that will require
consistent investment
over time just to catch
up. More capability will
COSt even more.

SecDef Mattis: “... no
enemy in the field has
done as much to harm
the readiness of U.S.
military than the
combined impact of the
BCA's defense spending
caps, worsened by
operating for 10 of last 11
years under continuing
resolutions of varied and
unpredictable duration.”
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LONG TERM DOD TOPLINE REMAINS AN ISSUE

Budget Control Act and PresBud Toplines Compared (DoD only, no DoE)

800

742
= 728 ___-
701 11_4._ T e 722
e 686 ——— et
e 708
Total 671‘__—‘ 694
645 Base + OCO * 681
650
600
589
- 576
550 E;tlj

550

493 496 496

450

531 | 2011 Budget Control Act (BCA) As Amended I
500

FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21

e Solid lines indicate enacted amounts. Dotted lines are proposed in PresBud 19 submission.
Figures shown are DoD discretionary spending (051) only. Figures include Military Construction (often appropriated separately).
Sources: DoD “Green Boo

FY22

FY23
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PRESBUD 19 SEGMENTATION

Air Operations

Air Depot & Maintenance

Combat Aircraft - Manned
Rotary Wing

ISR Aircraft
: Aircraft Support
Ground Naval Operations

Naval Depot & Maintenance

Submarines & USW
Pay & Allowances Ships - Surface Combatant

“Naval Weapons & Missiles

Classified Programs Medical Programs
Defense Health Program

Ground Operations

IS e[ C4ISR
= Comms
Services
C2/Battle Management

ISR

Ground Support Foreign GovernmentBallistic [BYsEld:
Funding Missile = "
SITVIISIT &
Tactical Wheeled Vehicles Research Enterprise_s s I UEEEEEEEE
— stem—| >
Training Ground Depot & Maintenance (|¥MDS) |,_.Eyber IOf
Education & Education Reimbursement,_Ground Missiles & Rockets Headquarters AARIREIS

Travel & Moving Expenses } : ' ODEF i Nuclgar’warheads

Classified

Spacecraft

Admin & Support Tracked Combat Vehicles
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ARMY FY19 BUDGET REQUEST

S.3AGMY (Base Funding Program)
SB FY17 FY18 FY19
Actuals Request Request
Military Personnel 55.3 58.0 60.6
Operation and Maintenance ! 46.8 49.5 52.5
Procurement/RDTE 26.4 28.0 32.0
Military Construction/Family Housing/BRAC 1.6 2.3 2.0
Other Base (CAMD/AWCF/ANC) 0.9 1.2 1.2
Totals 131.12 138.93 148.4%
NE)T:::SE:;ZZ:nz:\zdnfi::rgre:in::;Munitions Destruction, Army Working Capital Fund, and Arlington National Cemetery
1: Includes Environmental Restoration Account (ERA) funding
2: Includes $6.0B in OCO for Base purposes
3: Includes $0.9B Missile Defeat and Defense Enhancement, $0.6B Hurricane Supplemental and $0.2B OCO for Base purposes
4. Includes $5.0B in OCO for Base purposes M II_CON‘ Oth er‘

+* The Army’s topline base funding grew by 7% from the total FY18
budget request

% The FY19 base budget funds the Army’s readiness requirements and
the higher end strength:

< Military Personnel 4.5% A

+.

** Operations & Maintenance 6.1% A
<+ Procurement/RDTE (RDA) 14.3% A

$2.0 \

$1.2

MILPER,
$60.6

O&M Civilian Pay,

$14.5

Source: http://comptroller.defense.gov/Portals/45/Documents/defbudget/fy2019/army/overview/Army_FY2019 Budget_Overview.pdf

P Base Request €
$148.4B

5

e Not shown is $34B

in FY19 OCO
funding that goes
primarily for O&M.

PB19 vs FY17/:
Massive (V2X)
increase in vehicle

procurement
($4.5B vs $2.4B).

22% reduction in
acft procurement
($3.8B vs. $4.9B)
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DEPT OF NAVY FY19 BUDGET REQUEST

O&M: $63.4B ($49.9B Base/ $13.5B OCO) P
rocurement: $58.5B ($57.9B Base/$0.6B OCO)
Ship Ops & Maint $18.3 FY19: $194.1B Ships 6219 o d1 |
fviation Ops & Maint e ($179.1B Base/ $15.0B OCO) e $19.1 Sl s
ase Ops & Support $7.7 1rcra . . S
Marine C(}I'pS Oo&M $8.2 Weap(}ns $3_7 S h I p b U I |d I n g
Combat/Weapons Support $8.7 :
2.9
Service Wide Support $4.2 Marliy (.Zt.)rps ¥ account ($ 2 2 B)
Training and Education $2.0 Ammunition $1.3 .
Reserve O&M $1.1 Other Navy Procurement $9.6 IS ON Iy th e
Environmental Restoration $0.3 . .
Mobilization §1.3 beginning of the
Navy: 34% Marine Corps: 11%
® N ® ’ bow wave
. Navy: 33% . Marine Corps: 28% i
coming.
MilPers: $50.2B ($49.7B Base/$0.5B OCO) R&D: $18.6B (518.4B Base/ $0.2B 0CO)
Basic Pays $20.9 Basic Research $0.6
Housing Allowance $8.2 2% Applied Research $0.9
Retired Pay Accrual $6.3 Advance Tech Dev $0.8
Health 4GS $2.5 Adv Component Dev $4.3
Reserve Personnel $2.8 ($3.2B Base/$0.2B OCO)
Subsistence $2.3 || MILCON $2.8 System Dev & Demo $6.0
Allowances $1.1 || BRAC $0.2 Management Support $1.0
Special Pays $1.6 || Family Housing $0.4 Ops Systems Dev $5.0
Other $3.7
. Navy: 1% . Marinie Carps; 3% . Navy: 11% . Marine Corps: 3%
. Navy: 21% . Marine Corps: 54%

Source: http://www.secnav.navy.mil/fmc/fmb/Documents/19pres/DON_Press_Brief.pdf HEDGEYE 16



AIR FORCE FY19 BUDGET REQUEST

Total Budget e AirForce is “pass
FY18 PB FY19 PB through” agency for
$183.6B $194.28 classified budgets

which distorts
resource picture.

e AF spending more
Air Force on R&D than on

Procurement.
Controlled

Budget Authority * Aircraft procurement

$156.3B is flat but weapons
quantities
procurement are up
by 33% compared to
FY17, mostly using

BO&M BMILPERS ERDTRE MProcurement EMILCON BEOCO M Pass Through OCO $

* $4.8B of OCO included for Base WSS requirements; not included in the $15.6B OCO
Numbers may not add due to rounding

Future Wars will be Won by those Who Observe, Orient, Decide and Act Faster n

Source: http://www.saffm.hq.af.mil/Portals/84/documents/FY19/SuppDoc/FY19%20PB%20Rollout%20Brief v35.pdf?ver=2018-0 HEDGEYE 17



INVESTMENT OUTLAYS ACCELERATING

DOD INVESTMENT (PROC + RDT&E) OUTLAYS 1948 -2018 CONSTANT FY18 $

e Budget outlays are
best indicator of
defense company

300 $239B earnings.
250 $198B 72158 Iraq/AFG
_ Reagan  Budget outlays lag
- 51708 VietNam budget authority by
Korea 1-3 years.
120 e Tide has finally
100 turned and the rate
of increase is
50 accelerating.

e FY20 outlays
should surpass
Reagan year peaks.

FY 1963
FY 1966
FY 1969
FY 1972
FY 1975
FY 1978
FY 1981
FY 1984
FY 1987
FY 1990
FY 1993
FY 1996
FY 1999
FY 2002
FY 2005
FY 2008
FY 2011
FY 2014
FY 2017

pudget/ty2018/FY18 Green_Book.po HEDGEYE 18




DOD FY19 MODERNIZATION = $236.7B

Space Based Aircraft & ($ in Billions) .
pSystems S TT——= Related Systems M'S_S '.O.n S.upport
$9.3 (4%) $55.2 (23%) activities include
CAl Svst other classified
Shipbu.il_ding $¥;:"(1:.,/n) programs, test ranges,
&SMatnt'me chem demil, etc.
ik Ground
$33.1 (14%) Systems

$15.9 (7%)

ST Missile
.7 (62
S13.7 (6%) Defense
Programs
Mission $12.0 (3%)
Support
Activities Missiles &
$66.8 (28%) Munitions

$20.7 (9%)

HEDGEYE 19
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DOD FY19 INVESTMENT BY CATEGORY

e Despite focus on
missile defense and

$60 - space in the press,
aircraft and ship
$50 1 procurement
| dominate
$40 = Army :
investment budget.
$30 - Navy
m Air Force e Aircraft
5207 Def-Wide procurement is
$10 - most volatile
account given
$0 + 1 1 1 1 1 1 1 ' fungibility (easy to
i & & & & A S &
& & & & S 2 & & add/subtract
P R I R P - -
92 % @ & & ' % onesies/twosies).
> & » 2) oy N ¢
O\} N .\\0 Q°°
0& @ '&*\%@ )

* Does not include Mission Support costs

SOURCE::HTTP://COMPTROLLER.DEFENSE.GOV/PORTALS/45/DOCUMENTS/DEFBUDGET/FY2019/FY2019_WEAPONS.PDF HEDGEYE 20




COMBAT ACFT MARKET GROWING, DIVERSIFYING
PB19 COMBAT ACFT INVESTMENT ($B) Al nvestment budget

s30 2021.
S
= « F35 growth flattens; AF
$25 buy cut to 54/yr from 80.
cration Alr  New buys and upgrades of
$20 S legacy programs are filling
EEhs capacity gap: F/A-18s,

F15s, and even F16s.
Services prefer new to
rework.

$15

$10 -18G Growler

« B-21 Long Range Strike
Bomber R&D ramps up;

$5 cost estimates seem too
conservative
30 e USAF Next Gen Air
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Dominance growing to
$3B in annual R&D by

Blue = LMT Green = BA Red = NOC Purple = Not yet specified 2022; first flight in 20247

Source: Hedgeye estimates of data http://comptroller.defense.gov/Budget-Materials/Budget2019 HEDGEYE 21




F35: HAVE ORDERS PEAKED?

“q
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|

PresBud 19 = $10.7B
152 * USAF rethinking fleet

mix. F35 goal is now only
54/year by 2021 vice 80.
- 94 _— « USMC/ USN on track to
N m US achieve full rate of 21 and
. 43 57 24 per yr by FY21.
0 Congressional support
20 . remains strong: 20-24
o EEEEEE A TEEEER TR TR, W T e aircraft (90/94) added to

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 DoD request + EOQ $ for
block buy in FY18.

180

160 141

140

Block buy
144

120

Production Costs — Coming Down the Price Curve : :
Production costs coming

US F-35A
Affordability Initiatives down as planned.
$300.0 _ o Block Buy / Multi-year purchases
$241.2 Actuals Negotiation
$250.0 Target ° Industry investment
< $200.0 o Government direct purchasing (e.g. engine) Sustainment costs are now
£ ¢1500 | S102.1 > Blueprint for Affordability primary concern. AF
¥ $1000 + $125.0 §117.3 O s — #0:0- = Waron Cost considering buying F-15s
$50.0 - | P1079  $94. Lot 10 Lot 14 '
$- F-35A $94.3 $80 . . .
lotl Llot2 Lot3 Lot4 Lot5 Lot6 Lot7 Lot8 Lot9 Lot10 Lot 14 F-35B $122.4 $104 Continued difficulties b/w
FYO7 FYOR FY09 FV10 FY1l FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20 F-35C $121.2 $98 LMT and Gov’t getting on

contract. FY17 still not
agreed.
Source: OSD budget data and open source F35 info HEDGEYE 22




NAVY SHIPBUILDING HITS THE BOW WAVE

Annual Shipbuilding Funding Required for Long Range Program in Constant FY18$

S

Millions

28000

24000

20000

16000

12000

8000

4000

19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48

Fiscal Year

@ Others
0O Amphib
@ SsC
BFFG
OLCS
BLSC
ODDG
BSSN
BCVN

O Payload

Sub
OSSBN

Navy has requested
$19.8B to build 10
ships in FY19.

Navy plan calls for
20.8% increase to
$24B to build 13 ships
in 2023.

Plan achieves goal of
355 ship fleet by
2050s

Navy seeks steady
funding to increase
shipyard capacity and
rate of annual buy

HEDGEYE 23

Source: Navy’s Annual Long-Range Plan for Construction of Naval Vessels for FY 2019 dated Feb 2018



COMPARING THE PRIMES ON PB19 INVESTMENT

LOCKHEED MARTIN BOEING

Ballistic Missile Defense System (BMDS)
GENERAL DYNAMICS NORT HROP GRUMMAN

C4ISR

BallisticMissile Defense System(BMDS)

RAYTHEON HUNTINGTON INGALLS / GENERAL

Naval DYNAMICS

Ballistic Missile Defense System (BMDS) BAE
SYSTEMS ' GENERAL

TEXTRON PALSUIIES

Ground Air Ground

Ground

Naval Ballistic Missile Defensg

Nuclear Weapons System (BMDS)

Space Space
C4ISR Ground

Total market size: 101.8B ( Current Year USD )
comptroller.detense.gov/Budget-MMaterials/Budget201S

Source data from http: HEDGEYE 24



LMT: PB 19 INVESTMENT CHANGES FROM PB18

Observations:

Program

Patriot PAC-3 Missile Segment Enhancement (PA...

MC-130) Commando li

F-35C Joint Strike Fighter CV T ———

Terminal High Altitude Area Defense (THAAD) Sy...
M270 Multiple Launch Rocket System e O A
MGM-140 Army Tactical Msl Sys (ATACMS) T
M31 Guided Multiple Launch Rocket System (GML...
CH-53K King Stallion i
High Mobility Artillery Rocket System (HIMARS) T
H-60 Blackhawk Series e p——
AGM-114 Hellfire
HC/MC-130 Recapitalization
GPS 11l Space Segment
F-22 Increment 3.2B Modernization
C-130) Super Hercules
Long Range Discrimination Radar (LRDR)
F-35B Joint Strike Fighter STOVL

F-35A Joint Strike Fighter
Littoral Combat Ship (LCS)

Space Based Infrared System (SBIRS)

s &

) Q:
¢) /C)Q

Ao

N i N d 7 N

DIFFERENCE IN AMOUNT ( CURRENT YEAR USD )

DOD PresBud 19 data using “Visual DoD”

LMT benefits from
emphasis on
missile defense.
Air Force is not
rapidly ramping
up F35.

SBIRS reaching
maturity.

LCS winding
down.

When FY18
approp is
complete, LMT
will - $3B F35
comp to PB19.
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BA: PB 19 INVESTMENT CHANGES FROM PB18

F/A-18 Hornet Series

P-8A Poseidon

GBU-31 Joint Direct Attack Munition (JDAM)
Presidential Aircraft Replacement (PAR)
RC-135 Rivet Joint

C-40 Clipper

A-10 Thunderbolt Il

Ballistic Missile Defense System (BMDS)
BMDS Homeland Defense Interceptors

V-22 Osprey

Program

C-17 Globemaster Il

E-6 Mercury TACAMO
CH-47 Chinook Series
CH-47F Chinook

C-32 Series

Small Diameter Bomb (SDB)
B-1 Lancer

AH-64E Apache New Build
AH-64 Apache Series

E-3 AWACS

-400M

-
=
=
==
=
E——
==
e
e
—_—
-200M oM 200M 400M 600M

DIFFERENCE IN AMOUNT ( CURRENT YEAR USD )

s “\isual DoD”

800M

1 000OM

1 200N

Observations:

Navy is all in on
F/A-18, no longer
counting on
Congressional
adds. 24/yr
programmed in
FYDP.

FY20 budget
could see AF
follow Navy’s suit
on buying new BA
legacy acft vs.
rework, i.e., F-15.
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NOC: PB 19 INVESTMENT CHANGES FROM PB18

Observations:

e NOC programs
up 21% compared
to FY17/.

Indirect Fire Protection Capability (IFPC)

B-21 Raider

Air Defense Command, Control and Intelligence
AN/SLQ-32

Tactical Data Networks Enterprise

e
=== &= == =SS
S

Joint Battle Command - Platform (JBC-P) e ——

== |

AAQ-24 Large Aircraft Infrared Countermeasures... ® B—21 program on
Consolidated Afloat Networks and Enterprise Ser... . normal ram p
E-2D Advanced Hawkeye (AHE) P —— . .
% AN/TPS-80 Ground/Air Task Oriented Radar (G/... o ContanIng
g MQ-4C Triton e concerns about
LCS MM-Surface Warfare — development cost
AN/USQ-163 Falconer AOC WS e 5
MO8 Fire Scout L[] increases but no
RQ-4 Global Hawk bl doubt about AF
Integrated Air and Missile Defense (IAMD) S COmmItment
Common Infrared Countermeasures (CIRCM) (L o o 1
Command Post Systems ey
LGM-30 Minuteman (MM IlI)
B-2 Spirit
/‘\'6)0@ /xQQ\&‘ /%Q® Q® 6,0‘&\ ‘\PQ@ ‘\C)QQ\ ,LQQQ\ fL(‘)Q@\ %QQ\&\ ”;’)Q\§ &QQ@

Source: Hedgeye analysis based on DOD PresBud 19 data using “Visual DoD” HEDGEYE 27



RTN: PB 19 INVESTMENT CHANGES FROM PB18

DCGS-Air Force

Small Diameter Bomb Il

FGM-148 Javelin AAWS-M

DDG-1000 ZUMWALT Class

Standard Missile Series

LETHAL MINIATURE AERIAL MISSILE SYSTEM (LMA...
Excalibur Precision 155mm Projectiles

AIM-120 AMRAAM

Cooperative Engagement Capability (CEC)

Sentinel

Program

MIM-104 Patriot

Patriot PAC-3 Missile Segment Enhancement (PA...
Ballistic Missile Defense System (BMDS)

Air Traffic Control (ATC)

Ship Self Def (Engage-Hard Kill)

Advanced Above Water Sensors

SM-6 Standard Missile

Family of Advanced Beyond Line-of-Sight Termin...
Aviation Systems & Development

Next Generation Jammer (NGJ) Incrrement |

Source: Hedgeye analysis based on DOD PresBud 19 data using “Visual DoD”
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DIFFERENCE IN AMOUNT ( CURRENT YEAR USD )

Observations:

RTN will be large
beneficiary of
Congressional
largesse in final
FY18 approp
which will distort
PB19 comps.

Fight tonight
means increased
munitions
primarily supplied
by RTN and LMT.
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GD: PB 19 INVESTMENT CHANGES FROM PB18

DDG-51 BURKE Class Observations:
SSBN COLUMBIA Class (Ohio Replacement) . .
°
SSN-774 VIRGINIA Class NOte dlfference In
Expeditionary Mobile Base (ESB-Afloat Forward St... T T T O

Tactical Communications o ShlprlIdlng
Rockets
M1126 Stryker —— ramp has begun
AN/SLQ-32 — with Navy
DDG-1000 ZUMWALT Class — requesting $21.9B
in PresBud 19

Program

Combat System Integration

Common Aviation Command and Control System ...

DCGS-Army

C-37A Gulifstream V

Comm Switching & Control Systems

M2 50 Cal Machine Gun u
Intelligence Systems =

LSD-46 HARPERS FERRY Class =
Maneuver Control System (MCS) e

Warfighter Information Network-Tactical (WIN-T)

S N S S S S
O ) N Qo O )

DIFFERENCE IN AMOUNT ( CURRENT YEAR USD )

Source: Hedgeye analysis based on DOD PresBud 19 data using “Visual DoD” HEDGEYE 29



Hil: PB 19 INVESTMENT CHANGES FROM PB18

Observations:

e Chart reflects
LCS Mission Modules Iumpiness of
shipbuilding
budget which
Large Deck Amphibs allocates all

DDG-51 BURKE Class

LPD-17 San Antonio Class

£
%-a Ship Contract Design/ Live Fire T&E . Sh|pbu”d|ng
Surface Support ramp has begun
with Navy
CVN-68 NIMITZ Class RCOH requestlng $21.9B

in PresBud 19

LHA-6 AMERICA Class

CVN-78 FORD Class

DIFFERENCE IN AMOUNT ( CURRENT YEAR USD )

Source: Hedgeye analysis based on DOD PresBud 19 data using “Visual DoD” HEDGEYE 30



GAME CHANGING COMPETITIONS

Program Svc Value Players Date Comments
GBSD AF 18.1B BA, NOC Aug 17 ICBM repl; NOC a surprise
LRSO AF 8.3B LMT, RTN Aug 17 Nuc cruise missile; controversial
JSTARS (radar)* AF NOC Nov 17 RTN protesting; may be moot
H-1 Replacement AF 4.2B LMT, BA/LDO, TXT May 18 H60/AW139/H-1; LMT protested
T-X AF 16.3B BA, LMT, DRS Jun 18 Clean sheet vs. off shelf
MQ-25 UAS N 3B+ LMT, BA, GA Aug 18 GA teaming gives BA two shots
JSTARS (prime)* AF 7.1B NOC, BA, LMT Aug 18? USAF wants to cancel; Congress?
ITEP A  10.4B GE, UTC/HNY Aug 18 6,000 engine potential
Light Attack Acft AF 2.4B SNC, TXT Sep 18 A-29vs. AT-6
JTRS AMF A 1.7B HRS, THLS Jan 19  IDIQ winners compete for share

Red = awarded
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FEARLESS PREDICTIONS

« FY18 DoD Final Appropriation by Mar 23; will look like FY18 NDAA,; little controversy
« FY19 authorization/appropriation underway; HASC/HAC complete by June; SASC/SAC by Oct?

— Some issues and anomalies between FY18 and 19, e.g., 90 JSF appropriated in FY18, only 77 in PB19
« FY20 budget could be controversial
— Fully manned DoD now considering major program and contracting changes; assuming continued $
— New Congressional budget process and a new Congress by next year
— Budget Control Act will loom its head once again
« Mattis continues to focus on the ability to execute: Be ready to “fight tonight”

e Increased demand for US arms: New $ from NATO, Japan, MidEast. 30%b6 of future Defense
sales

« “Something always happens.”
« Korea: POTUS decision point approaching; US currently building stockpiles
« Middle East: MbS’ tectonic changes continue; Iran situation slow to develop; Lebanon
 Europe: Russia, Turkey
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FOR MORE INFORMATION CONTACT:

SALES@HEDGEYE.COM
203.562.6500
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