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CALCULATION OF REGISTRATION FEE

Proposed maximum Proposed maximum
Title of each class of securities Amount to be aggregate price per aggregate offering

to be registered registered unit(1) price

Ordinary Shares, nominal value 0.01
New Israeli Shekels per share
("Ordinary Shares") 1,961,155(2) $103.37 $202,724,592.35

€]

Filed pursuant to Rule 424(b)(7)
Registration No. 333-190965

Amount of

registration fee

$26,110.93(3)

Estimated solely for the purpose of computing the amount of the registration fee pursuant to Rule 457(c) under the Securities Act of
1933, as amended (the "Securities Act"), based on the average of the reported high and low prices of the Ordinary Shares on the

NASDAQ Global Select Market on July 10, 2014.

@3]
Pursuant to Rule 416 under the Securities Act, the Ordinary Shares being registered hereunder include such indeterminate number of
Ordinary Shares as may be issuable with respect to the Ordinary Shares being registered hereunder as a result of stock splits, stock
dividends or similar transactions.

3)

Calculated pursuant to Section 6(b) of the Securities Act by multiplying the proposed maximum aggregate offering price for the

secondary offering by 0.0001288.
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PROSPECTUS SUPPLEMENT
(To Prospectus dated September 3, 2013)

STRATASYS LTD.

1,961,155 Ordinary Shares

This prospectus supplement relates to the sale, in one or more offerings, of up to 1,961,155 of our ordinary shares, nominal value 0.01 New
Israeli Shekels per share, that are held or beneficially owned by the selling shareholders named in this prospectus supplement. The selling
shareholders identified in this prospectus supplement, or their permitted transferees or other successors-in-interest that may be indentified in a
prospectus supplement, may sell shares from time to time on or off the NASDAQ Global Select Market in regular brokerage transactions, in
transactions directly with market makers or in privately negotiated transactions, on a continuous or delayed basis. For additional information on
the methods of sale that may be used by the selling shareholders, see the section entitled "Plan of Distribution" on page S-35. We will not
receive any of the proceeds from the sale of these shares.

Our ordinary shares are traded on the NASDAQ Global Select Market under the symbol "SSYS". You should read both this prospectus, and
the additional information described under the heading "Incorporation of Certain Documents by Reference," before you decide to invest in our
ordinary shares.

Investing in our ordinary shares involves a high degree of risk. See '""Risk Factors'' beginning on page S-5 of this prospectus
supplement, and under similar headings in the other documents that are incorporated by reference into this prospectus supplement and
the accompanying prospectus or are filed after the date hereof, to read about factors you should consider before purchasing our
ordinary shares.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or passed on completeness or the adequacy or accuracy of this prospectus. Any representation to the contrary is a criminal
offense.

The date of this prospectus supplement is July 17, 2014
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ABOUT THIS PROSPECTUS SUPPLEMENT

This prospectus supplement and the accompanying prospectus are part of an "automatic shelf" registration statement that we filed with the
U.S. Securities and Exchange Commission, or the Commission, as a "well-known seasoned issuer" as defined in Rule 405 under the Securities
Act of 1933, as amended, or the Securities Act, using a "shelf" registration process. Under this process, the selling shareholders named herein
may offer and sell from time to time an aggregate of up to 1,961,155 of our ordinary shares in one or more offerings. We sometimes refer to our
ordinary shares as the "shares" throughout this prospectus supplement and the accompanying prospectus.

This prospectus supplement describes the terms of the offerings by the selling shareholders and also adds to and updates information
contained in the accompanying prospectus and the documents incorporated by reference into this prospectus supplement and the accompanying
prospectus. The accompanying prospectus, dated September 3, 2013, including the documents incorporated by reference therein, provides more
general information. Generally, when we refer to this prospectus, we are referring to this prospectus supplement and the accompanying
prospectus combined. To the extent there is a conflict between the information contained in this prospectus supplement, on the one hand, and the
information contained in the accompanying prospectus or in any document incorporated by reference that was filed with the Commission before
the date of this prospectus supplement, on the other hand, you should rely on the information in this prospectus supplement. If any statement in
one of these documents is inconsistent with a statement in another document having a later date  for example, a document incorporated by
reference into the accompanying prospectus the statement in the document having the later date modifies or supersedes the earlier statement.
You should read this prospectus supplement and the accompanying prospectus, including the information incorporated by reference, in their
entirety before making an investment decision.

You should rely only on the information contained in, or incorporated by reference into, this prospectus supplement and the accompanying
prospectus. We have not authorized anyone to provide you with different or additional information. This document may only be used where it is
legal to sell these shares. You should not assume that the information contained in this prospectus supplement, the accompanying prospectus and
the documents incorporated by reference into this prospectus supplement and the accompanying prospectus is accurate as of any date other than
its respective date, regardless of when this prospectus supplement and the accompanying prospectus is delivered, or when any sale of our
ordinary shares occurs. Our business, financial condition, results of operations and prospects may have changed since those dates.

Unless otherwise mentioned or unless the context requires otherwise, all references in this prospectus supplement to:

"o non non

"Stratasys," the "Company," the "Registrant," "our company," "us," "we" and "our" are to Stratasys Ltd., an Israeli company, and its
consolidated subsidiaries.

non

"Our shares,
share.

ordinary shares" and similar expressions refer to our Ordinary Shares, nominal value 0.01 New Israeli Shekels, or NIS, per

"Dollars", "US dollars" or "$" are to United States Dollars.
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PROSPECTUS SUPPLEMENT SUMMARY

This summary may not contain all of the information that may be important to you. You should read the entire prospectus supplement and
the accompanying prospectus, including the risks of investing in our ordinary shares incorporated by reference herein under the heading "Risk
Factors" and under similar headings in the other documents that are incorporated by reference into this prospectus supplement and the
accompanying prospectus, as well as the financial statements and related notes, pro forma financial information, and other information
incorporated by reference into this prospectus supplement and the accompanying prospectus, before making an investment decision.

About Stratasys Ltd.

We are a leading global provider of additive manufacturing, or AM, solutions for the creation of parts used in the processes of designing
and manufacturing products and for the direct manufacture of end parts. Our solutions are sold under eight brands, with products ranging from
entry-level desktop 3D printers to systems for rapid prototyping, or RP, and large production systems for direct digital manufacturing, or DDM,
and related services offerings. We also develop, manufacture and sell materials for use with our systems. We believe that the range of more than
130 3D printing consumable materials that we offer is the widest in the industry. Our services offerings include professional services as well as
paid parts (provided printed parts). We have more than 1,800 employees and hold more than 550 granted or pending patents internationally.

Our legal and commercial name is Stratasys Ltd., and we are the product of the 2012 merger of two leading additive manufacturing
companies, Stratasys, Inc. and Objet Ltd. Stratasys, Inc. was incorporated in Delaware in 1989, and Objet Ltd. was incorporated in Israel in
1998, under the name Objet Geometries Ltd. and subsequently changed its name in 2011 to Objet Ltd. On December 1, 2012, the two companies
completed a merger, which we refer to as the Stratasys-Objet merger, pursuant to which Stratasys, Inc. became an indirect, wholly-owned
subsidiary of Objet Ltd., and Objet Ltd. changed its name to Stratasys Ltd. Also, as part of that transaction, the ordinary shares of Stratasys Ltd.
were listed on the NASDAQ Global Select Market under the trading symbol "SSYS", in place of the listing of the common stock of
Stratasys, Inc., which had also traded under that symbol. On August 15, 2013 we acquired Cooperation Technology Corporation, or MakerBot,
which was the direct parent company of MakerBot Industries, LLC, a leader in desktop 3D printing, and which owned and operated
Thingiverse.com, a website dedicated to the sharing of user-created digital design files. The business of MakerBot (including Thingiverse.com)
is now operated by a subsidiary of our company.

We have dual headquarters. One of our two principal places of business is located at 7665 Commerce Way, Eden Prairie, Minnesota, and
our telephone number there is (952) 937-3000. Our registered office and our other principal place of business is located at 2 Holtzman Street,
Science Park, P.O. Box 2496, Rehovot 76124, Israel, and our telephone number at that office is (+972)-74-745-4314. Our agent in the United
States is S. Scott Crump, our Chairman of the Board, whose address is c/o Stratasys Inc. at the address of our Eden Prairie, Minnesota
headquarters. We maintain a website at www.stratasys.com. The information contained on or accessible through that web site (or on our other
web sites, including www.objet.com or any other website referenced in this prospectus supplement, the accompanying prospectus or any other
document incorporated by reference herein or therein) is not a part of this prospectus supplement or the accompanying prospectus. As an Israeli
company, we operate under the provisions of Israel's Companies Law 5759-1999, or the Companies Law.
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Recent Developments
Solid Concepts and Harvest Technologies Acquisitions
Description of Acquisitions

Since the filing of our most recent Annual Report on Form 20-F, we have completed the acquisition of Solid Concepts Inc., or the Solid
Concepts acquisition, and we have announced the execution of a definitive agreement regarding the pending acquisition of Harvest
Technologies Inc., or the Harvest Technologies acquisition.

Acquisition of Solid Concepts

On April 2, 2014, we announced the signing of a definitive merger agreement, which we refer to as the Solid Concepts merger agreement,
whereby we have subsequently acquired, on July 15, 2014, privately-held Solid Concepts Inc., or Solid Concepts. Pursuant to the Solid Concepts
acquisition, we may pay total consideration of up to $295 million. That amount includes an initial closing payment of approximately
$133 million, approximately $95 million of which is subject to a six-month lock-up. A portion of that $133 million closing payment amount was
settled via our issuance of ordinary shares, having a market value of approximately $109 million, at closing, of which approximately $91 million
is subject to a six-month lock-up. The remaining approximately $24 million of our closing payment is to be settled via our payment of cash, of
which approximately $20 million was paid at closing and approximately $4 million (the locked-up portion of the cash closing consideration) will
be paid six months after closing. The total consideration payable pursuant to the acquisition also includes deferred payments of $60 million and
up to $63 million in retention-related payments. Subject to certain requirements for cash payments, we retain discretion to settle any of the
deferred or retention payments via our issuance of additional ordinary shares, cash or any combination of the two.

Acquisition of Harvest Technologies

On April 2, 2014, we also announced the signing of a definitive stock purchase agreement for the acquisition of all of the shares of
privately-held Harvest Technologies Inc., or Harvest Technologies, which we refer to as the Harvest Technologies stock purchase agreement.
We expect to complete that acquisition, for which we will make an initial payment in ordinary shares and may make subsequent payments in
cash and/or ordinary shares, by the end of July 2014.

Impact of Acquisitions on Our Business

Solid Concepts and Harvest Technologies are leading providers of AM services. Solid Concepts is the largest independent AM service
bureau in North America and is expected to become a fast-growing partner to RedEye, our existing digital manufacturing service business. With
the addition of Solid Concepts and Harvest Technologies (in the case of Harvest technologies, following consummation of the acquisition
transaction), we expect to create a strategic platform focused on meeting customers' AM needs through an expanded technology and business
offering. Solid Concepts and Harvest Technologies provide our company with significant manufacturing and end-use parts production
capabilities, infrastructure, capacity and process know-how, which are expected to accelerate and enable further adoption of AM. The
combination of Solid Concepts' thorough knowledge of manufacturing and vertical focus, in industries such as medical and aerospace, and
Harvest Technologies' experience in parts production, as well as materials and systems know-how, together with our existing RedEye paid parts
service, is expected to strengthen our DDM and parts production expertise.
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Solid Concepts, based in Valencia California, has provided AM solutions to customers since its founding in 1991. Solid Concepts has
developed extensive U.S.-based capacity and infrastructure, with six U.S. facilities staffed by approximately 450 employees. Solid Concepts
maintains a broad variety of technology platforms and processes for AM and serves a diverse customer base across a wide range of vertical
markets, including medical, aerospace, and industrial, among others. Solid Concepts provides a broad platform that, following the integration of
Harvest Technologies and RedEye, is expected to create a comprehensive AM solution provider.

Harvest Technologies, based in Belton, Texas, is a specialty AM service bureau established in 1995, with approximately 80 employees.
Harvest Technologies has deep manufacturing process know-how and focuses on advanced end use parts applications. Harvest Technologies
was the first AM company in North America to become AS9100/ISO 9001 certified, and continues to produce end-use parts for multiple
industries.

For a detailed description of how these acquisitions are expected to affect our company, please see our Reports of Foreign Private Issuer on
Form 6-K furnished to the Commission on April 2, 2014 and July 16, 2014, including the exhibits thereto.

Update to Property, Plants and Equipment due to Acquisitions

Our Solid Concepts subsidiary leases administrative/office space, manufacturing and assembly facilities, and storage/warehouse facilities at
a total of seven locations, including its Valencia, California headquarters. All of such leased properties are subject to short-term to mid-term
lease agreements (that expire in a range of dates between the end of 2014 and October 2023) and, except as indicated in the table below, are fully
utilized by Solid Concepts.

On or about the time at which we acquire Harvest Technologies, we expect that it will enter into new lease agreements for its two leased
properties, both of which are located in Belton, Texas. The leases are expected to run for a period of 12 months each (which term will
automatically renew) and will cover an aggregate of 42,400 square feet for aggregate monthly rent equal to $22,500.
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The real properties leased by Solid Concepts and Harvest Technologies, the space that they occupy in each such properties and the monthly
rent associated with each such property are provided below:

Monthly Lease Approximate
Lessee, Property Location and Use(s) Payment square feet
Solid Concepts, 28177 Avenue Crocker, Valencia, California (Corporate headquarters; light $10,687 plus cost of 19,432 square feet
manufacturing; assembly; and related administrative office). living adjustments

since

May 1, 2012(1)
Solid Concepts, 28309 Ave Crocker, Valencia, California (Light manufacturing, assembly $36,000 52,000 square feet
and office uses)
Solid Concepts, 12250 Kirkham Road, Poway, California (General Office, warehousing and $19,038 20,325 square feet
light manufacturing of plastic medical prototypes)
Solid Concepts, 9715-A Burnet Road Suite 500, Austin, Texas (Office space and $12,532 22,378 square feet
warehouse)
Solid Concepts, 3280 E. Hemisphere Loop, Suite 120, Tucson, Arizona (Light $9.613 6,450 square feet
manufacturing, assembly and general office use)
Solid Concepts, 75 West Baseline Road Suite 49, Gilbert, Arizona (General office and $4,641 11,051 square feet
warehouse)
Solid Concepts, 2701 Industrial Row, Troy, Michigan (Light industrial uses) $8,100 16,868 square feet
Harvest Technologies, Belton Business Park, Phase 1, in the City of Belton, Bell County, $21,000 gross area of 40,000
Texas (Corporate headquarters; light manufacturing; assembly; and related administrative square feet
office)
Harvest Technologies, Belton Industrial Park, Lot 2, Block 1, Belton Industrial Park, Bell $1,500 2,400 square feet

County, Texas (Storage warehouse)

M
Solid Concepts leases its Valencia, California headquarters facility from an affiliate of Joseph Allison, the President of Solid Concepts.
In connection with the Solid Concepts acquisition, an amendment to such lease was entered into. We believe that the terms of this
lease are commercially reasonable.

Other Material Changes

Any other material changes relating to our company since the filing of our most recent Annual Report on Form 20-F, for the fiscal year
ended December 31, 2013, which we filed with the Commission on March 3, 2014, or the 2013 Annual Report, are or will be described in those
Reports of Foreign Private Issuer on Form 6-K that we specifically incorporate by reference in the accompanying prospectus (as described under
"Where You Can Find More Information and Incorporation of Certain Information by Reference" in the accompanying prospectus).

As of the date of this prospectus supplement, the Report of Foreign Private Issuer on Form 6-K that we furnished to the Commission on
May 9, 2014 (including Exhibits 99.1, 99.2 and 101 thereto, which contain our unaudited consolidated financial statements for the quarter ended
March 31, 2014 and related discussion and analysis of our financial condition and results of operations for such quarter) and on July 11, 2014
(reporting the results of our 2014 annual general meeting of shareholders) are the only such reports that followed the filing of the 2013 Annual
Report that have been incorporated by reference in the accompanying prospectus. In addition, we hereby incorporate by reference the Report of
Foreign Private Issuer on Form 6-K that we furnished to the Commission on July 16, 2014 (excluding Exhibit 99-1 thereto), which reported our
completion of the Solid Concepts acquisition.
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RISK FACTORS

Investing in our ordinary shares involves risks. Before making an investment decision, you should carefully consider the risks described
below, as well as the risks appearing under Item 3.D "Risk Factors" in the 2013 Annual Report and in our updates, if any, to those risk factors in
our Reports of Foreign Private Issuer on Form 6-K. You should consider these risks in light of your particular investment objectives and
financial circumstances. Our business, financial condition or results of operations could be materially adversely affected by any of these risks.
The trading price of our ordinary shares could decline due to any of these risks, and you may lose all or part of your investment.

Risks related to our business and financial condition

We may not be able to introduce new 3D printers, high-performance systems and consumables acceptable to customers or to improve the
technology, software or consumables used in our current systems in response to changing technology and end-user needs.

We derive most of our revenues from the sale of additive manufacturing systems and related consumables. The markets in which we
operate are subject to rapid and substantial innovation and technological change, mainly driven by technological advances and end-user
requirements and preferences, as well as the emergence of new standards and practices. Our ability to compete in these markets depends, in large
part, on our success in enhancing our existing products and developing new additive manufacturing systems and new consumables that will
address the increasingly sophisticated and varied needs of prospective end-users, and respond to technological advances and industry standards
and practices on a cost-effective and timely basis or otherwise gain market acceptance.

Even if we successfully enhance our existing systems or create new systems, it is likely that new systems and technologies that we develop
will eventually supplant our existing systems or that our competitors will create systems that will replace our systems. As a result, any of our
products may be rendered obsolete or uneconomical by our or others' technological advances.

Our operating results and financial condition may fluctuate.

The operating results and financial condition of our company may fluctuate from quarter-to-quarter and year-to-year and are likely to
continue to vary due to a number of factors, many of which will not be within our control. If our operating results do not meet the expectations
of securities analysts or investors, the market price of our ordinary shares will likely decline. Fluctuations in our operating results and financial
condition may be due to a number of factors, including those listed below and those identified throughout this "Risk factors" section:

the degree of market acceptance of our products;

the mix of products that we sell during any period;

long sales cycles;

unforeseen liabilities or difficulties in integrating our acquisitions;

changes in the amount that that we spend to develop, acquire or license new products, consumables, technologies or
businesses;

changes in the amounts that we spend to promote our products and services;

changes in the cost of satisfying our warranty obligations and servicing our installed base of systems;
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delays between our expenditures to develop and market new or enhanced systems and consumables and the generation of
sales from those products;

development of new competitive systems by others;

litigation or threats of litigation, including intellectual property claims by third parties;

changes in accounting rules and tax laws;

the geographic distribution of our sales;

our responses to price competition;

general economic and industry conditions that affect end-user demand and end-user levels of product design and
manufacturing;

changes in interest rates that affect returns on our cash balances and short-term investments;

changes in dollar-shekel and dollar-Euro exchange rates that affect the value of our net assets, revenues and expenditures
from and/or relating to our activities carried out in those currencies;

failure of a development partner to continue supporting certain product development efforts it is funding; and

the level of research and development activities by our company.

Due to all of the foregoing factors, and the other risks discussed in our 2013 Annual Report, you should not rely on quarter-to-quarter
comparisons of our operating results as an indicator of our future performance.

Our operations, particularly in integrating the operations of our constituent companies, could suffer if we are unable to attract and retain
key management or other key employees.

Our success depends upon the continued service and performance of our senior management and other key personnel. Our senior executive
team is critical to the management of our business and operations, as well as to the development of our strategy. The loss of the services of any
members of our senior executive team could delay or prevent the successful implementation of our growth strategy, or our commercialization of
new applications for our systems or other products, or could otherwise adversely affect our ability to manage our company effectively and carry
out our business plan. Members of our senior management team may resign at any time. High demand exists for senior management and other
key personnel (including scientific, technical and sales personnel) in the additive fabrication industry, and there can be no assurance that we will
be able to retain such personnel. We experience intense competition for qualified personnel. While we intend to continue to provide competitive
compensation packages to attract and retain key personnel, some of our competitors for these employees have greater resources and more
experience, making it difficult for us to compete successfully for key personnel. If we cannot attract and retain sufficiently qualified technical
employees for our research and development and manufacturing operations, we may be unable to achieve the synergies expected from mergers
and acquisitions that we may effect from time to time, or to develop and commercialize new products or new applications for existing products.
Furthermore, possible shortages of key personnel, including engineers, in the regions surrounding our Minnesota, New York, California, Texas,
New Hampshire or Israeli facilities could require us to pay more to hire and retain key personnel, thereby increasing our costs.

S-6
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If demand for our products and services does not continue to grow as expected, our revenues may stagnate or decline.

The commercial marketplace for additive manufacturing, which was once dominated by conventional methods that do not involve 3D
printing technology, has been undergoing a shift towards 3D printing. This is true with respect to prototype development, and to some extent,
with respect to direct digital manufacturing, or DDM, as an alternative to traditional manufacturing. If the commercial marketplace does not
continue to transform towards the broader acceptance of 3D printing and DDM as alternatives for prototype development and traditional
manufacturing, or if it adopts 3D printing based on technologies other than the technologies that we use, we may not be able to increase or
sustain current or future levels of sales of our products and related materials and services, and our results of operations may be adversely
affected as a result.

If our product mix shifts too far into lower margin products or our revenues mix shifts significantly towards our AM services business, our
profitability could be reduced.

Sales of certain of our existing products for commercial use have higher margins than others. For instance, our high-end commercial
systems and related consumables yield a greater gross margin than our entry-level commercial systems. Furthermore, our desktop 3D printers
and related consumables yield a lower gross margin than our entry-level commercial systems. As we continue to ship entry-level commercial
systems and, to a greater extent, desktop 3D printers, including as a result of our MakerBot transaction, our sales of those systems have grown,
and we expect them to continue to account for a growing percentage of total systems that we sell. Furthermore, some of those sales may displace
sales of our other systems. If sales of our entry-level desktop 3D printers have the effect of reducing sales of our higher margin products, or, if
for any other reason, our product mix shifts too far into lower margin products, and we are not able to sufficiently reduce the engineering,
production and other costs associated with those products or substantially increase the sales of those products, our profitability could be reduced.
A similar negative impact on our gross margins could result if we experience a substantial shift towards revenues generated by our AM parts and
services business, which we expect to significantly broaden following our acquisitions of Solid Concepts and Harvest Technologies, and which
are characterized by lower margins relative to our products.

Declines in the prices of our products may adversely affect our financial results.

Our business is subject to price competition. Such price competition may adversely affect our ability to maintain profitability, especially
during periods of decreased demand. If our business is not able to offset price reductions resulting from these pressures by improved operating
efficiencies, reduced expenditures and increased sales, then those price reductions would adversely affect our operating results.

The markets in which we participate are competitive. Our failure to compete successfully could cause our revenues and the demand for our
products to decline.

We compete for end-users with a wide variety of producers of systems that create models, prototypes, other 3D objects and end-use parts as
well as producers of materials and services for these systems, including both additive and subtractive manufacturing methodologies, such as
metal extrusion, computer-controlled machining and manual modeling techniques. Our principal competition currently consists of other
manufacturers of systems for prototype development and customized manufacturing processes, including 3D Systems Corporation, EOS GmbH
and EnvisionTEC GmbH, and, with respect to our entry-level desktop 3D printers, companies such as Delta Micro Factory, Affinia, Ultimaker,
Printrbot, Leapfrog, Solidoodle, as well as 3D Systems Corporation. For our recently-broadened AM parts and services business, our chief
competitors consist of 3D Systems Corporation, Materialise and many other smaller service providers. We may face additional competition in
the future from new
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entrants into the marketplace, including companies that may have significantly greater resources than we have that may become new market
entrants or may enter through acquisition or strategic or marketing partnerships with current competitors.

Some of our current and potential competitors have longer operating histories and more extensive name recognition than we have and may
also have greater financial, marketing, manufacturing, distribution and other resources than we have. Current and future competitors may be able
to respond more quickly to new or emerging technologies and changes in end-user demands and to devote greater resources to the development,
promotion and sale of their products than we can. Our current and potential competitors may develop and market new technologies that render
our existing or future products obsolete, unmarketable or less competitive (whether from a price perspective or otherwise). We cannot assure you
that we will be able to maintain or enhance our current competitive position or continue to compete successfully against current and future
sources of competition.

To the extent other companies are successful in developing or marketing consumables for use in our Idea, Design and Production Series
systems, our revenues and profits would likely be adversely affected.

We sell a substantial portion of the consumables used in our Idea, Design and Production Series systems. We attempt to protect against
replication of our proprietary consumables through patents and trade secrets and provide that warranties on those systems are valid only if
customers use consumables that we certify. However, other companies have successfully developed and sold, and may continue to successfully
develop or sell, consumables that are less expensive than our consumables and compatible with our systems, which may reduce our consumables
sales. Additionally, in order to compete with consumables manufactured by third parties, we could be forced to reduce prices for our proprietary
consumables. Either of the above would impair our overall revenues and profitability.

If our relationships with suppliers for our products and services, especially with single source suppliers of components of our products, were
to terminate or our manufacturing arrangements were to be disrupted, our business could be interrupted.

We purchase components and sub-assemblies for our systems, raw materials that are used in our consumables, and other component parts
and raw materials for our AM services business, from third-party suppliers. While there are several potential suppliers of most of these
component parts, sub-assemblies and raw materials, we currently choose to use only one or a limited number of suppliers for several of these
components and materials. Our reliance on a single or limited number of vendors involves a number of risks, including:

potential shortages of some key components;

product performance shortfalls, if traceable to particular product components, since the supplier of the faulty component
cannot readily be replaced;

discontinuation of a product on which we rely;

potential insolvency of these vendors; and

reduced control over delivery schedules, manufacturing capabilities, quality and costs.

In addition, we require any new supplier to become "qualified" pursuant to our internal procedures. The qualification process involves
evaluations of varying durations, which may cause production delays if we were required to qualify a new supplier unexpectedly. We generally
assemble our systems and parts based on our internal forecasts and the availability of raw materials, assemblies, components and finished goods
that are supplied to us by third parties, which are subject to various lead times. If certain suppliers were to decide to discontinue production of an
assembly, component or raw material that we use, the unanticipated change in the availability of supplies, or unanticipated
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supply limitations, could cause delays in, or loss of, sales, increased production or related costs and consequently reduced margins, and damage
to our reputation. If we were unable to find a suitable supplier for a particular component, material or compound, we could be required to modify
our existing products or the end-parts that we offer to accommodate substitute components, material or compounds.

In particular, we rely on a sole supplier, Ricoh Printing Systems America, Inc., or Ricoh, for the printer heads for our PolyJet 3D printers.
Under the terms of our agreement with Ricoh, we purchase printer heads and associated electronic components, and receive a non-transferable,
non-exclusive right to assemble, use and sell these purchased products under Ricoh's patent rights and trade secrets. Due to the risk of a
discontinuation of the supply of Ricoh printer heads and other key components of our products, we maintain excess inventory of those printer
heads and other components. However, if our forecasts exceed actual orders, we may hold large inventories of slow-moving or unusable parts or
raw materials, which could result in inventory write offs or write downs and have an adverse effect on our cash flow, profitability and results of
operations. See "Item 4. Information on the Company Business Overview Manufacturing and Suppliers Inventory and Suppliers Ricoh Agreement"
in our 2013 Annual Report for further discussion of this agreement.

A loss of, or reduction in revenues from, a significant number of our resellers and our independent sales agents would impair our ability to
sell our products and services and could reduce our revenues and adversely impact our operating results.

We rely heavily on our network of resellers and independent sales agents to sell and (in the case of resellers) to service our products to
end-users in their respective geographic regions. These resellers and sales agents are generally precluded from selling our competitors' products
in addition to ours. They may not be as effective in selling our products or servicing our end-users as we are. Further, if a significant number of
these resellers and sales agents were to terminate their relationship with us or otherwise fail or refuse to sell our products, we may not be able to
find replacements that are as qualified or as successful in a timely manner, if at all. If these resellers and independent sales agents do not perform
as anticipated or if we are unable to find qualified and successful replacements, our sales will suffer, which would have a material adverse effect
on our revenues and operating results. Additionally, a default by one or more resellers that have a significant receivables balance could have an
adverse financial impact on our financial results.

Our business model is predicated in part on building an end-user base that will generate a recurring stream of revenues through the sale of
our consumables. If that recurring stream of revenues does not develop as expected, or if our business model changes as the industry
evolves, our operating results may be adversely affected.

Our business model is dependent in part on our ability to maintain and increase sales of our proprietary consumables as they generate
recurring revenues. Existing and future end-users of our systems may not purchase our consumables at the same rate at which end-users
currently purchase those consumables. In addition, our entry-level systems generally use a lower volume of consumables relative to our higher
end systems. If our current and future end-users purchase a lower volume of our consumables, or if our entry level systems represent an
increasing percentage of our future installed base mix uses less consumables than our current installed base, our recurring revenue stream
relative to our total revenues would be reduced, and our operating results would be adversely affected.

Discontinuation of operations at our manufacturing sites could prevent us from timely filling customer orders and could lead to unforeseen
costs for us.

We assemble and test the systems that we sell, and produce consumables for our systems, at single facilities in various locations that are
specifically dedicated to separate categories of systems and
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consumables. Because of our reliance on all of these production facilities, a disruption at any of those facilities could materially damage our
ability to supply 3D printers, other systems or consumable materials to the marketplace in a timely manner. Depending on the cause of the
disruption, we could also incur significant costs to remedy the disruption and resume product shipments. Such disruptions may be caused by,
among other factors, earthquakes, fire, flood and other natural disasters. Accordingly, any such disruption could result in a material adverse
effect on our revenue, results of operations and earnings, and could also potentially damage our reputation.

If goodwill or other intangible assets that we have recorded become impaired, we could have to take significant charges against earnings.

As of December 31, 2013, the book value of all of our goodwill and other intangible assets, which was primarily attributable to the
Stratasys-Objet merger and the MakerBot transaction, was approximately $1.8 billion. Under accounting principles generally accepted in the
United States of America, or GAAP, we must assess, at least annually and potentially more frequently, whether the value of goodwill and other
indefinite-lived intangible assets has been impaired. Amortizing intangible assets will be assessed for impairment in the event of an impairment
indicator. Such impairment may result from one of a number of possible causes, including invalidation of acquired patents, trademarks or other
intellectual property or the impairment of other intangible assets due to litigation, obsolescence, competitive factors, lower than expected
revenue and operating results or other reasons. Any reduction or impairment of the value of goodwill or other intangible assets will result in a
charge against earnings, which could materially adversely affect our results of operations and shareholders' equity in future periods.

Global economic, political and social conditions have adversely impacted sales of our constituent companies, and may once again affect us
in the future.

The uncertain direction and relative strength of the global economy, difficulties in the financial services sector and credit markets,
continuing geopolitical uncertainties and other macroeconomic factors all affect spending behavior of potential end-users of our products and
services. The prospects for economic growth in the regions in which we sell our products remain uncertain, and may cause end-users to further
delay or reduce technology purchases. In particular, a portion of our sales are made to customers in countries in Europe, which have been and
may continue to be affected by a significant economic crisis. These and other macroeconomic factors had an adverse impact on the sales of the
products and services of our constituent companies in late 2008, 2009 and, to a lesser degree, 2010, leading to reduced revenues from sales in
2009 relative to 2008, and longer sales cycles. While Objet and Stratasys, Inc. saw an improvement in revenues from sales of their systems and
consumables in 2010, 2011 and 2012, and our combined company has continued that positive trend beginning after the completion of the
Stratasys-Objet merger on December 1, 2012 through the present time, there can be no assurance that such improvement is sustainable,
particularly if global economic conditions remain volatile for a prolonged period or if European economies experience further disruptions. The
global financial crisis affecting the banking system and financial markets has resulted in a tightening of credit markets, lower levels of liquidity
in many financial markets, and extreme volatility in many fixed income, credit, currency and equity markets. These conditions may make it
more difficult for our end-users to obtain financing.

We also face risks that may arise from financial difficulties experienced by our end-users, suppliers and distributors, which may be

exacerbated by continued weakness in the global economy, including:

reduced end-user demand for products and reduced manufacturing activity levels;

distributors and end-users may be unable to obtain credit financing to finance purchases of 3D printers, 3D production
systems, consumables or other products;
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suppliers may be unable to obtain credit financing to finance purchases of sub-assemblies used to build components of
products or purchases of raw materials to produce consumables;

end-users or distributors may face financial difficulties or may become insolvent, which could lead to our inability to obtain
payment for our products; and

key suppliers of raw materials, finished products or components used in our products and consumables may face financial
difficulties or may become insolvent, which could lead to disruption in the supply of systems, consumables or spare parts to
our end-users.

Our existing and planned international operations currently expose us and will continue to expose us to additional market and operational
risks, and failure to manage these risks may adversely affect our business and operating results.

We expect to derive a substantial percentage of our sales from international markets. We derived 46% of our sales in 2013 from countries
outside of the United States. Accordingly, we face significant operational risks from doing business internationally, including:

fluctuations in foreign currency exchange rates;

potentially longer sales and payment cycles;

potentially greater difficulties in collecting accounts receivable;

potentially adverse tax consequences;

reduced protection of intellectual property rights in certain countries, particularly in Asia and South America;

difficulties in staffing and managing foreign operations;

laws and business practices favoring local competition;

costs and difficulties of customizing products for foreign countries;

compliance with a wide variety of complex foreign laws, treaties and regulations;

tariffs, trade barriers and other regulatory or contractual limitations on our ability to sell or develop our products in certain
foreign markets; and

being subject to the laws, regulations and the court systems of many jurisdictions.

Our failure to manage the market and operational risks associated with our international operations effectively could limit the future growth
of our business and adversely affect our operating results.
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If we are not successful in completing the integration of our constituent companies from the Stratasys-Objet merger, the benefits of that
merger may not be fully realized and the market price of our ordinary shares may be negatively affected.

Since it was consummated in December 2012, the Stratasys-Objet merger has involved the integration of significant aspects of the
operations of companies that had previously operated independently with principal offices in distinct locations and geographically diverse
organizations. As a combined company we now have more than 2,500 employees in a total of 21 regional offices around the world. While
integration activities have progressed well to date, the ongoing difficulties of coordinating our operations include:

coordinating geographically separate organizations, including two sets of corporate headquarters on two different continents;
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coordinating sales, distribution and marketing functions, including integration and management of our constituent
companies' sales channels;

consolidating the financial reporting systems and ERP systems of our constituent companies;

management of a substantially larger organization, with an increased number of employees over large geographic distances;
and

addressing inconsistencies among the companies in standards, controls, procedures and policies, any of which could
adversely affect our ability to maintain relationships with suppliers, distributors, customers and employees.

As aresult of these and other factors, we may not successfully complete the integration of the businesses of Stratasys and Objet.
Furthermore, we may not realize all of the benefits and synergies of the Stratasys-Objet merger in the timeframe anticipated. It is also possible
that such continuing integration and coordination arrangements could lead to the loss of members of our senior executive team, diversion of the
attention of management, or the disruption or interruption of, or the loss of momentum in, our ongoing business, which could adversely affect
our business and financial results. The occurrence of such negative results could adversely affect the market price of our ordinary shares.

As part of our growth strategy, we have sought, and will continue to seek, to acquire or to make investments in other businesses, patents,
technologies, products or services. Our failure to do so successfully (including, if applicable, to finance such acquisitions or investments on
Jfavorable terms and to avoid adverse financial consequences) may adversely affect our financial results.

As part of our growth strategy, we expect to continue to regularly evaluate acquisitions or investments to expand our suite of products and
services. Even if we are able to identify a suitable acquisition or investment, we may not be able to consummate any such transaction if we
cannot reach an agreement on favorable terms or if we lack sufficient resources to finance the transaction on our own and cannot obtain
financing at a reasonable cost or if regulatory authorities prevent such transaction from being consummated. If we proceed with a particular
acquisition, we may have to use cash, issue new equity securities with dilutive effects on existing shareholders, incur indebtedness, assume
contingent liabilities or amortize assets or expenses in a manner that might have a material adverse effect on our financial condition, results of
operations or liquidity. If we incur indebtedness by drawing down under our senior credit facility, that would require us to comply with certain
conditions and would subject us to certain limitations, as described below under the risk factor that is titled "Covenants in our credit agreement
may restrict our business in many ways." As a result of an acquisition, we will also be required to record certain acquisition-related costs and
other items as current period expenses, which would have the effect of reducing our reported earnings in the period in which an acquisition is
consummated. We will also be required to record any post-closing goodwill or other long-lived asset impairment charges in the period in which
they occur, which could result in a significant charge to our earnings in that period. We could also face unknown liabilities or write-offs.

We have experienced rapid and significant growth in our operations and intend to continue to grow, and if we cannot adequately adapt our
infrastructure and properly integrate the internal or external sources of our growth in order to generate the intended benefits from it, our
results of operations will suffer.

We have experienced rapid and significant growth in our operations and intend to continue to grow, both organically and from acquisitions,
such as the Stratasys-Object merger, the MakerBot transaction and the Solid Concepts acquisition. The adaptation of our infrastructure to our
growth will require, among other things, continued development of our financial and management controls and management information
systems, including our ongoing implementation of a unified enterprise resource planning system, management of our sales channel, increased
capital expenditures, the ability to attract and retain qualified management personnel and the training of new personnel. We cannot be
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sure that our infrastructure, systems, procedures, business processes and managerial controls will be adequate to support the rapid and significant
growth in our operations. Any delays in, or problems associated with, implementing, or transitioning to, new or enhanced systems, procedures,
or controls to accommodate and support the requirements of our business and operations and to effectively and efficiently integrate acquired
operations may adversely affect our ability to meet customer requirements, manage our product inventory, and record and report financial and
management information on a timely and accurate basis.

Additional unforeseen difficulties and expenditures that may result from the integration of a new business or technology include:

difficulty transitioning customers and other business relationships to our company;

problems unifying management following a transaction;

the loss of key employees from our existing or acquired businesses;

diversion of management's attention to the assimilation of the technology and personnel of acquired businesses or new
product or service lines; and

difficulties in coordinating geographically disparate organizations and corporate cultures and integrating management
personnel with different business backgrounds.

These potential negative effects could prevent us from realizing the benefits of an acquisition transaction or other growth opportunity. In
that event, our competitive position, revenues, revenue growth, financial condition, results of operations and liquidity could be adversely
affected, which could, in turn, adversely affect our share price and shareholder value.

Covenants in our credit agreement may restrict our business in many ways.

The credit agreement and related agreements that we and our wholly-owned subsidiary (the borrower) entered into in November 2013 with
Bank of America, N.A., as administrative agent and the other lenders party thereto, contain various covenants that limit our ability to, among
other things:

incur or assume liens or additional debt or provide guarantees in respect of obligations of other persons;

make any investments, except certain investments as specified therein;

engage in any material line of business substantially different from those lines of business conducted by us and our
subsidiaries or any business substantially related or incidental thereto;

create, incur, assume or suffer to exist any indebtedness except certain indebtedness as specified therein.

issue redeemable stock and preferred equity;

pay dividends or distributions or redeem or repurchase capital stock;
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prepay, redeem or repurchase debt;

make loans, investments and capital expenditures;

enter into agreements that restrict distributions from our subsidiaries;

sell assets and capital stock of our subsidiaries;

enter into certain transactions with affiliates;

consolidate or merge with or into, or sell substantially all of our assets to, another person, or dispose of all or substantially all
of our IP rights or other assets to or in favor of any person.
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make any disposition except certain dispositions permitted under the credit agreement.

declare or make, directly or indirectly, any restricted payment, or incur any obligation (contingent or otherwise) to do so,
except as defined therein; and

enter into certain contractual obligations.

A breach of any of these covenants could result in a default or event of default. Upon the occurrence of an event of default under the credit
agreement, the lenders could elect to declare all amounts outstanding under the agreement to be immediately due and payable and terminate all
commitments to extend further credit. If we were unable to repay those amounts, the lenders could accelerate the repayment of borrowings, we
may not have sufficient assets to repay the amounts owed under the credit agreement or be able to obtain financing from other sources on
favorable terms, if at all. For more information, please see Item 5.B "Operating and Financial Review and Prospects Liquidity and Capital
Resources Capital resources and capital expenditures Revolving credit facility” and note 9 to our consolidated financial statements included in
Item 18 of the 2013 Annual Report.

Defects in new products or in enhancements to our existing products could give rise to product returns or product liability, warranty or other
claims that could result in material expenses, diversion of management time and attention, and damage to our reputation.

Our systems may contain undetected defects or errors when first introduced or as enhancements are released that, despite testing, are not
discovered until after a product has been used. This could result in delayed market acceptance of those products, claims from distributors,
end-users or others, increased end-user service and support costs and warranty claims, damage to our reputation and business, or significant
costs to correct the defect or error. We may from time to time become subject to warranty or product liability claims that could lead to
significant expenses as we need to compensate affected end-users for costs incurred related to product quality issues. This risk may be
heightened when we sell products into certain markets, such as medical and dental applications.

This risk of product liability claims may also be greater due to the use of certain hazardous chemicals used in the manufacture of certain of
our products. Those hazardous chemicals fall within three different categories (with several of the chemicals falling within multiple categories):
irritants, harmful chemicals and chemicals dangerous for the environment. In addition, we may be subject to claims that our 3D printers have
been, or may be, used to create parts that are not in compliance with legal requirements or that intellectual property posted by third parties on our
Thingiverse website infringe the intellectual property rights of others.

Any claim brought against us, regardless of its merit, could result in material expense, diversion of management time and attention, and
damage to our reputation, and could cause us to fail to retain existing end-users or to attract new end-users. Although we maintain product
liability insurance, such insurance is subject to significant deductibles and there is no guarantee that such insurance will be available or adequate
to protect against all such claims, or we may elect to self-insure with respect to certain matters. Costs or payments made in connection with
warranty and product liability claims and product recalls or other claims could materially affect our financial condition and results of operations.
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Our AM services business, offering parts used as prototypes, benchmarks and end-use parts in general, and, in the case of end-use parts, our
sales to customers in the aerospace, medical and automotive industries, in particular, makes us more susceptible to product and other
liability claims, which characterize operations in those industries. These activities and our accompanying exposure to claims will increase
significantly following our acquisition of Solid Concepts and Harvest Technologies. Any such claims that are not adequately covered by
insurance or for which insurance is not available may adversely affect our results of operations and financial condition.

Upon the completion of our acquisition of Solid Concepts and Harvest Technologies, and together with RedEye, our existing digital
manufacturing service business, we expect to significantly broaden and increase our production and offering of AM parts, which are used by our
customers as prototypes, benchmarks and end-use parts. In particular, we expect to provide these additive manufacturing services to customers
in the aerospace, medical and automotive industries. The sale of end use parts in general, and to customers in the foregoing industries in
particular, exposes us to possible claims for property damage and personal injury or death which may result from the use of these end-use parts.
We may be potentially liable, in significant amounts, if an aircraft, automotive or medical part, component, or accessory or any other aviation,
automotive or medical product that we have sold, produced or repaired fails, or if an aircraft or automobile for which our subsidiaries have
provided services or in which their parts are installed crashes and the cause can be linked to those parts or cannot be determined. Solid Concepts
and Harvest Technologies, as well as RedEye, carry liability insurance in amounts that we believe are adequate for their risk exposure and
commensurate with industry norms. While we intend to monitor our insurance coverage as our additive manufacturing services business
continues to grow, claims may arise in the future, and that insurance coverage may not be adequate or available to protect our consolidated
company in all circumstances. Additionally, we might not be able to maintain adequate insurance coverage for our AM services business in the
future at an acceptable cost. Any liability claim against our AM services business that is not covered by adequate insurance could adversely
affect our consolidated results of operations and financial condition.

Under applicable employment laws, we may not be able to enforce covenants not to compete and therefore may be unable to prevent our
competitors from benefiting from the expertise of some of our former employees.

We generally enter into non-competition agreements with our employees. These agreements prohibit our employees from competing
directly with us or working for our competitors or clients for a limited period after they cease working for us. We may be unable to enforce these
agreements under the laws of the jurisdictions in which our employees work and it may be difficult for us to restrict our competitors from
benefiting from the expertise that our former employees or consultants developed while working for us. For example, Israeli courts have
required employers seeking to enforce non-compete undertakings of a former employee to demonstrate that the competitive activities of the
former employee will harm one of a limited number of material interests of the employer that have been recognized by the courts, such as the
secrecy of a company's confidential commercial information or the protection of its intellectual property. If we cannot demonstrate that such
interests will be harmed, we may be unable to prevent our competitors from benefiting from the expertise of our former employees or
consultants and our ability to remain competitive may be diminished. In addition, non-competition agreements with employees are generally
unenforceable in California, where most employees of Solid Concepts are located.

Failure to comply with the U.S. Foreign Corrupt Practices Act or other applicable anti-corruption legislation could result in fines, criminal
penalties and an adverse effect on our business.

We operate in a number of countries throughout the world, including countries known to have a reputation for corruption. We are
committed to doing business in accordance with applicable anti-corruption laws. We are subject, however, to the risk that our affiliated entities
or our and our affiliates' respective officers, directors, employees and agents (including distributors of our products)
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may take action determined to be in violation of such anti-corruption laws, including the U.S. Foreign Corrupt Practices Act of 1977 and the
U.K. Bribery Act of 2010, as well as trade sanctions administered by the Office of Foreign Assets Control and the U.S. Department of
Commerce. Any violation by any of these persons could result in substantial fines, sanctions, civil and/or criminal penalties, or curtailment of
operations in certain jurisdictions, and might adversely affect our results of operations. In addition, actual or alleged violations could damage our
reputation and ability to do business.

We own a number of our manufacturing and office facilities, which may limit our ability to move those operations. If we were to move some
or all of those operations, we could incur unforeseen charges.

We own buildings in Eden Prairie, Minnesota, which we use to conduct our FDM manufacturing and assembly operations, as well as our
manufacturing facility in Kiryat Gat, Israel. Ownership of these buildings and facilities may adversely affect our ability to move some or all of
those operations to other locations that may be more favorable. If we were to move any of those operations to other locations, we may have
difficulty selling or leasing the property that we vacate. This could result in an impairment charge, which could have a material adverse effect on
our results of operations in one or more periods.

If we do not generate sufficient future taxable income, we may be required to recognize deferred tax asset valuation allowances.

The value of our deferred tax assets depends, in part, on our ability to use them to offset taxable income in future years. If we are unable to
generate sufficient future taxable income in the U.S. and certain other jurisdictions, or if there are significant changes in tax laws or the tax rates
or the period within which the underlying temporary differences become taxable or deductible, we could be required to record valuation
allowances against our deferred tax assets. Such allowances would result in an increase in our effective tax rate and have a negative impact on
our operating results. If our estimated future taxable income is increased, the valuation allowances for deferred tax assets may be reduced. These
changes may also contribute to the volatility of our consolidated financial results.

Default in payment by one or more resellers or customers from which we have large account receivable balances could adversely impact our
results of operations and financial condition.

From time to time, our accounts receivable balances have been concentrated with certain resellers or customers. Default by one or more of
these resellers or customers could result in a significant charge against our current reported earnings. We have reviewed our policies that govern
credit and collections, and will continue to monitor them in light of current payment status and economic conditions. However, there can be no
assurance that our efforts to identify potential credit risks will be successful. Our inability to timely identify resellers and customers that are
credit risks could result in defaults at a time when such resellers or customers have high accounts receivable balances with us. Any such default
would result in a significant charge against our earnings and adversely affect our results of operations and financial condition.

We are subject to extensive environmental, health and safety laws and regulations that could have a material adverse effect on our business,
financial condition and results of operations.

Our operations use chemicals and produce waste materials. We are subject to extensive environmental, health and safety laws, regulations
and permitting requirements in multiple jurisdictions governing, among other things, the generation, use, storage, registration, handling and
disposal of chemicals and waste materials, the presence of specified substances in electrical products, the emission and discharge of hazardous
materials into the ground, air or water, the cleanup of contaminated sites, including any contamination that results from spills due to our failure
to properly dispose of chemicals and other waste materials and the health and safety of our employees. Under these laws, regulations
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and requirements, we could also be subject to liability for improper disposal of chemicals and waste materials, including those resulting from the
use of our systems and accompanying materials by end-users. These or future laws and regulations coe of Contents

L-3 COMMUNICATIONS HOLDINGS, INC.
AND L-3 COMMUNICATIONS CORPORATION

NOTES TO UNAUDITED CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS

1. Description of Business

L-3 Communications Holdings, Inc. derives all of its operating income and cash flows from its wholly-owned
subsidiary, L-3 Communications Corporation (L-3 Communications). L-3 Communications Holdings, Inc. (L-3
Holdings and, together with its subsidiaries, referred to herein as L-3 or the Company) is a prime system contractor in
aircraft modernization and maintenance, Command, Control, Communications, Intelligence, Surveillance and
Reconnaissance (C3ISR) systems, and government services. L-3 is also a leading provider of high technology
products, subsystems and systems. The Company s customers include the U.S. Department of Defense (DoD) and its
prime contractors, U.S. Government intelligence agencies, the U.S. Department of Homeland Security (DHS),

U.S. Department of State (DoS), U.S. Department of Justice (DoJ), allied foreign governments, domestic and
international commercial customers and select other U.S. federal, state and local government agencies.

The Company has four reportable segments, comprised of: (1) C3ISR, (2) Government Services, (3) Aircraft
Modernization and Maintenance (AM&M), and (4) Specialized Products. Financial information relating to the
reportable segments is included in Note 17. C3ISR provides products and services for the global ISR market,
networked communications systems and secure communications products. The Company believes that these products
and services are critical elements for a substantial number of major command, control, communication, intelligence
gathering and space systems. These products and services are used to connect a variety of airborne, space, ground and
sea-based communication systems and are used in the transmission, processing, recording, monitoring, and
dissemination functions of these communication systems. Government Services provides training and operational
support services, information technology solutions, intelligence solutions and support, aviation, maritime and
engineering services and other technical services. AM&M provides modernization, upgrades and sustainment,
maintenance and logistics support services for military and various government aircraft and other platforms.
Specialized Products provides a broad range of products across several business areas that include power & control
systems, microwave, avionics & displays, training & simulation, electro-optic/infrared (EO/IR), precision
engagement, security and detection systems, propulsion systems, undersea warfare and telemetry and advanced
technology.

2. Basis of Presentation

These unaudited condensed consolidated financial statements for the quarterly period and first half period ended
June 27, 2008 should be read in conjunction with the audited consolidated financial statements of L-3 Holdings and
L-3 Communications for the fiscal year ended December 31, 2007, which are included in their Annual Report on
Form 10-K for the fiscal year ended December 31, 2007.

The accompanying unaudited condensed consolidated financial statements comprise the consolidated financial
statements of L-3 Holdings and L-3 Communications. L-3 Holdings only asset is its investment in the common stock
of L-3 Communications, its wholly-owned subsidiary, and its only obligations are (1) the 3% Convertible Contingent
Debt Securities (CODES) due 2035, which were issued by L-3 Holdings on July 29, 2005, (2) its guarantee of
borrowings under the senior credit facility of L-3 Communications and (3) its guarantee of other contractual
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obligations of L-3 Communications and its subsidiaries. L-3 Holdings obligations relating to the CODES have been
jointly, severally, fully and unconditionally guaranteed by L-3 Communications and certain of its wholly-owned
domestic subsidiaries. Accordingly, such debt has been reflected as debt of L-3 Communications in its consolidated
financial statements in accordance with the U.S. Securities and Exchange Commission s (SEC) Staff Accounting
Bulletin (SAB) No. 54. All issuances of and conversions into L-3 Holdings equity securities, including grants of stock
options, restricted stock, restricted stock units and performance units by L-3 Holdings to employees and directors of
L-3
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L-3 COMMUNICATIONS HOLDINGS, INC.
AND L-3 COMMUNICATIONS CORPORATION

NOTES TO UNAUDITED CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (Continued)

Communications and its subsidiaries, have been reflected in the consolidated financial statements of L-3
Communications. As a result, the consolidated financial positions, results of operations and cash flows of L-3
Holdings and L-3 Communications are substantially the same. See Note 19 for additional information regarding the
unaudited financial information of L-3 Communications and its subsidiaries.

The unaudited condensed consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America for interim financial information and in accordance with
the instructions to Form 10-Q and Article 10 of Regulation S-X of the SEC. Accordingly, they do not include all of
the disclosures required by accounting principles generally accepted in the United States of America for a complete
set of annual audited financial statements. In the opinion of management, all adjustments (consisting of normal and
recurring adjustments) considered necessary for a fair presentation of the results for the interim periods presented have
been included. The results of operations for the interim periods are not necessarily indicative of results for the full
year. Certain reclassifications have been made to conform prior-year amounts to the current-year presentation. It is the
Company s established practice to close its books for the quarters ending March, June and September on the Friday
nearest to the end of the calendar quarters. The interim financial statements included herein have been prepared and
are labeled based on that convention. The Company closes its annual books on December 31 regardless of what day it
falls on.

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of sales and costs of sales during the reporting period. The most significant of these estimates and
assumptions relate to contract revenue, profit and loss recognition, fair values of assets acquired and liabilities
assumed in business combinations, market values for inventories reported at lower of cost or market, pension and
post-retirement benefit obligations, stock-based employee compensation expense, income taxes, including the
valuations of deferred tax assets, litigation reserves and environmental obligations, and the recoverability, useful lives
and valuation of recorded amounts of long-lived assets, identifiable intangible assets and goodwill. Changes in
estimates are reflected in the periods during which they become known. Actual amounts will differ from these
estimates and could differ materially. For a more complete discussion of these estimates and assumptions, see the
Annual Report of L-3 Holdings and L-3 Communications on Form 10-K for the fiscal year ended December 31, 2007.

3. Acquisitions and Dispositions

All of the business acquisitions are included in the Company s results of operations from their respective dates of
acquisition.

2008 Business Acquisitions
During the first half ended June 27, 2008, in separate transactions, the Company acquired ownership interests in two
businesses and increased its ownership interest in a subsidiary for an aggregate purchase price of $192 million in cash,

plus acquisition costs, which are described below. Based on preliminary purchase price allocations, the aggregate
goodwill recognized for these businesses was $131 million, which was assigned to the Specialized Products reportable
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segment. Of this aggregate goodwill amount, $112 million is expected to be deductible for income tax purposes. The
final purchase price allocations for these business acquisitions will be based on their final purchase prices, and final

appraisals and other analyses of fair values for acquired assets and assumed liabilities, which are currently in process.

The final purchase price allocations for these business acquisitions are expected to be completed during the

6
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second half of 2008. The Company does not expect any of the differences between the preliminary and final purchase
price allocations for its 2008 business acquisitions to have a material impact on its results of operations or financial
position. The 2008 business acquisitions were all financed with cash on hand.

Acquired all of the outstanding stock of HSA Systems Pty Limited of Australia (HSA) on March 14, 2008.
HSA is a provider of geospatial, marine and electronic systems for maritime and defense customers. The
purchase price for HSA is subject to adjustment based on actual closing date net working capital, which has
not been finalized. Additional consideration, if any, will be accounted for as goodwill.

Acquired assets and assumed liabilities of Northrop Grumman s Electro-Optical Systems (EOS) business on
April 21, 2008. The EOS business is a provider of night vision technology and electro-optical products for
military, commercial and public safety customers. The purchase price for EOS is subject to adjustment based
on actual closing date net working capital, which has not been finalized. Additional consideration, if any, will
be accounted for as goodwill.

On April 4, 2008, the Company increased its ownership interest in Medical Education Technologies, Inc.
(METTI) from 80% to 85% for a purchase price of $3 million. METT is a supplier of human patient and
surgical simulators, as well as related educational products.

The table below summarizes the preliminary purchase price allocations for the aggregate assets acquired, and

liabilities assumed including acquisition costs, in connection with all of the Company s business acquisitions that were
completed during the first half ended June 27, 2008.

(in millions)

Cash and cash equivalents $ 2
Billed receivables 15
Contracts in process 15
Property, plant and equipment 25
Goodwill 131
Identifiable intangible assets 14
Other assets 11
Total assets acquired 213
Current liabilities 20
Total liabilities assumed 20
Net assets acquired $ 193
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2007 Business Acquisitions

During the first half ended June 27, 2008, the Company completed the final purchase price allocations for APSS S.r.1.
(APSS) and MKI Systems, Inc. (MKI). The final purchase price allocations for these business acquisitions did not
have a material impact on the Company s results of operations or financial position. The purchase price for Geneva
Aerospace, Inc. (Geneva) is subject to adjustment for additional consideration not to exceed $24 million that is
contingent upon its post-acquisition financial performance for the years ending December 31, 2008 and 2009. Any
additional consideration paid that is contingent upon post-acquisition performance will be accounted for as goodwill.

7
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Unaudited Pro Forma Statement of Operations Data
The following unaudited pro forma Statement of Operations data presents the combined results of the Company and

its business acquisitions completed during the first half ended June 27, 2008 and the year ended December 31, 2007,
assuming that the business acquisitions completed during these periods had occurred on January 1, 2007.

Second Quarter Ended First Half Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007
(in millions, except per share data)
Pro forma net sales $ 3,731 $ 3,480 $ 7,282 $ 6,844
Pro forma net income $ 276 $ 187 $ 467 $ 347
Pro forma diluted earnings per share (EPS) $ 222 $ 148 $ 3.76 $ 275

The unaudited pro forma results disclosed in the table above are based on various assumptions and are not necessarily
indicative of the results of operations that would have occurred had the Company completed these acquisitions on
January 1, 2007.

2008 Business and Product Line Dispositions

In the second quarter of 2008, the Company sold the Electron Technologies Passive Microwave Devices (PMD)
product line within the Specialized Products segment for a sales price of $12 million. The Company recognized a
preliminary after-tax gain of approximately $7 million (pre-tax gain of $12 million) during the second quarter and first
half ended June 27, 2008. The net proceeds for the sale is included in investing activities on the statement of cash
flows. The product line generated $23 million of sales for the year ended December 31, 2007 and $8 million for the
first half of 2008.

4. Contracts in Process
The components of contracts in process are presented in the table below.
June 27, December 31,

2008 2007
(in millions)

Unbilled contract receivables, gross $ 1,932 $ 1,876
Less: unliquidated progress payments (389) (391)
Unbilled contract receivables, net 1,543 1,485
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Inventoried contract costs, gross 722 673
Less: unliquidated progress payments 77) 59)
Inventoried contract costs, net 645 614
Total contracts in process $ 2,188 $ 2,099

Inventoried Contract Costs. In accordance with the American Institute of Certified Public Accountants Statement of
Position 81-1 Accounting for Performance of Construction-Type and Certain Production-Type Contracts (SOP 81-1)
and the AICPA Audit and Accounting Guide, Audits of Federal Government Contractors, the Company accounts for
the portion of its general and administrative (G&A) costs, independent research and development (IRAD) costs and
bid and proposal (B&P) costs that are allowable and reimbursable indirect contract costs under U.S. Government
procurement regulations on its U.S. Government contracts (revenue arrangements) as inventoried contract costs.
G&A, IRAD and B&P costs are allocated to contracts for which the U.S. Government is the end customer and are
charged to costs
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of sales when sales on the related contracts are recognized. The Company s unallowable portion of its G&A, IRAD
and B&P costs for its U.S. Government contractor businesses are expensed as incurred and are not included in
inventoried contract costs.

The table below presents a summary of G&A, IRAD and B&P costs included in inventoried contract costs and the

changes to them, including amounts charged to cost of sales for U.S. Government contracts for the periods presented.

Second Quarter

Ended First Half Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007

(in millions)

Amounts included in inventoried contract costs at beginning of

the period $ 69 $ 64 $ 68 $ 59

Add: Contract costs incurred(!) 318 302 600 576

Amounts included in acquired inventoried contract costs 7 7

Less: Amounts charged to cost of sales during the year (315) (296) (596) (565)

Amounts included in inventoried contract costs at end of the
period $ 79 $ 70 $ 79 $ 70

() Incurred costs include IRAD and B&P costs of $78 million for the quarter ended June 27, 2008, $73 million for
the quarter ended June 29, 2007, $137 million for the first half ended June 27, 2008 and $136 million for the first
half ended June 29, 2007.

The table below presents a summary of selling, general and administrative expenses and research and development
expenses for the Company s commercial businesses, which are expensed as incurred and not included in inventoried
contracts costs.

Second Quarter

Ended First Half Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007
(in millions)
Selling, general and administrative expenses $ 73 $ 65 $ 139 $ 125
Research and development expenses 24 24 48 47
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Total $ 97 $ 89 $ 187 $ 172

5. Inventories

Inventories at Lower of Cost or Market. The table below presents the components of inventories at cost (first in-first
out or average cost), but not in excess of realized value.

June 27, December 31,
2008 2007
(in millions)

Raw materials, components and sub-assemblies $ 120 $ 106

Work in process 117 106

Finished goods 44 37

Total $ 281 $ 249
9
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6. Goodwill and Identifiable Intangible Assets

Goodwill. In accordance with Statement of Financial Accounting Standards (SFAS) No. 141, Business Combinations
(SFAS 141), the Company allocates the cost of business acquisitions to the assets acquired and liabilities assumed
based on their estimated fair values at the date of acquisition (commonly referred to as the purchase price allocation).
The table below presents the changes in goodwill allocated to the Company s reportable segments.

Government Specialized Consolidated
C3ISR Services AM&M Products Total
(in millions)

Balance at December 31, 2007 $ 1,022 $ 2,264 $ 1,199 $ 3,680 $ 8,165
Business acquisitions 3 6 3 130 142
Foreign currency translation adjustments ) @) 11 3
Balance at June 27, 2008 $ 1,024 $ 2,270 $ 1,195 $ 3,821 $ 8,310

The increase of $142 million related to business acquisitions is comprised of (1) an increase of $131 million for
business acquisitions completed during the first half ended June 27, 2008, (2) an increase of $9 million for earnouts
related to certain business acquisitions completed prior to January 1, 2008, and (3) an increase of $2 million primarily
related to final purchase price determinations for certain business acquisitions completed prior to January 1, 2008.

During the quarter ended March 28, 2008, the Company completed its annual impairment test for the goodwill of each
of the Company s reporting units. The annual impairment test resulted in no impairment losses.

Identifiable Intangible Assets. Information on the Company s identifiable intangible assets that are subject to
amortization is presented in the table below.

Weighted June 27, 2008 December 31, 2007
Average Gross Net Gross Net
AmortizationCarryingAccumulated Carrying CarryingAccumulated Carrying

Period  Amount Amortization Amount Amount Amortization Amount

(in years) (in millions)
Customer contractual
relationships 227 % 511§ 108 $ 403 $ 488 $ 92 $ 3%
Technology 7.9 73 41 32 73 36 37
Other, primarily favorable
leasehold interests 7.7 14 7 7 14 6 8
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213§ 598 § 156 $§ 442 $ 575 § 134§ 441

Amortization expense recorded by the Company for its identifiable intangible assets is presented in the table below.

Amortization expense

Second Quarter

Ended First Half Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007
(in millions)
$ 11 $ 13 $ 22 $ 24
10
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Based on gross carrying amounts at June 27, 2008, the Company s estimate of amortization expense for identifiable
intangible assets for the years ending December 31, 2008 through 2012 are presented in the table below.

Years Ending December 31,
2008 2009 2010 2011 2012
(in millions)

Estimated amortization expense $ 44 $ 52 $ 52 $ 47 $ 38
At June 27, 2008 and December 31, 2007, the Company had $0.6 million of indefinite-lived identifiable intangible
assets.
7. Other Current Liabilities and Other Liabilities
The table below presents the components of other current liabilities.

June 27, December 31,

2008 2007
(in millions)

Other Current Liabilities:

Accruals for pending and threatened litigation (see Note 13) $ 18 $ 134
Accrued product warranty costs 95 98
Accrued interest 64 74
Estimated costs in excess of estimated contract value to complete contracts in process in

a loss position 47 58
Deferred revenues 21 13
Aggregate purchase price payable for acquired businesses 10
Other 99 96
Total other current liabilities $ 344 $ 483

The table below presents the components of other liabilities.

June 27, December 31,
2008 2007
(in millions)
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Other Liabilities:

Non-current income taxes payable

Deferred compensation

Accrued workers compensation

Unfavorable lease obligations

Non-current portion of net deferred gains from terminated interest rate swap agreements
Notes payable and capital lease obligations

Accrued product warranty costs

Accruals for pending and threatened litigation (see Note 13)

Other non-current liabilities

Total other liabilities

11

$ 243

78
44

10
11

90

$ 494

$ 238
79
41
12
12
11

103

$ 501
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The table below presents the changes in the Company s accrued product warranty costs.

First Half Ended
June 27, June 29,
2008 2007

(in millions)

Accrued product warranty costs(D:

Balance at January 1 $ 98 $ 92

Acquisitions during the period 2

Accruals for product warranties issued during the period 19 16

Accruals for products warranties existing before January 1 1

Settlements made during the period (19) (20)
Balance at end of period $ 101 $ 88

() Warranty obligations incurred in connection with long-term production contracts are accounted for within the
contract estimates at completion (EACs) and are excluded from the above amounts. The balance at end of period
includes both long-term and short-term amounts.

() Represents changes to estimated product warranty costs related to sales recognized prior to January 1, 2008 and
January 1, 2007, respectively.

8. Debt
The components of long-term debt and a reconciliation to the carrying amount of long-term debt are presented in the

table below.

June 27, December 31,
2008 2007
(in millions)

L-3 Communications:

Borrowings under Revolving Credit Facility() $ $

Borrowings under Term Loan Facility maturing 20102 650 650
75/8% Senior Subordinated Notes due 2012 750 750
61/8% Senior Subordinated Notes due 2013 400 400
61/8% Senior Subordinated Notes due 2014 400 400

Table of Contents 39



Edgar Filing: STRATASYS LTD. - Form 424B7

57/8% Senior Subordinated Notes due 2015 650 650

63/8% Senior Subordinated Notes due 2015 1,000 1,000

Subtotal 3,850 3,850

L-3 Holdings:

3% Convertible Contingent Debt Securities due 20353 700 700

Principal amount of long-term debt 4,550 4,550

Less: Unamortized discounts (13) (13)
Carrying amount of long-term debt $ 4,537 $ 4,537

() The Company s five-year revolving credit facility, which matures on March 9, 2010, allows for total aggregate
borrowings of up to $1 billion. At June 27, 2008, available borrowings under the revolving credit facility were
$817 million after reductions for outstanding letters of credit of $183 million.

() The interest rate at June 27, 2008 and December 31, 2007 was 3.33% and 6.34%, respectively, and is based on the
LIBOR rate (as defined) plus a spread. See Note 10 to the audited consolidated financial statements included in
the Company s Annual Report on Form 10-K for the year ended December 31, 2007 for information regarding the
interest on borrowings under the term loan facility.

12
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() Effective July 29, 2008, under select conditions, including if L-3 Holdings common stock price is more than
120% (currently $121.36) of the then current conversion price (currently $101.13) for a specified period, the
conversion feature of the 3% Convertible Contingent Debt Securities due 2035 (CODES) will require L-3
Holdings, upon conversion, to pay the $700 million principal amount in cash, and if the settlement amount
exceeds the principal amount, the excess will be settled in cash or stock at the Company s option. See Note 10 to
the audited consolidated financial statements for the year ended December 31, 2007, included in the Company s
Annual Report on Form 10-K. L-3 Holdings common stock price on August 1, 2008 was $98.21.

9. Comprehensive Income

A reconciliation of net income to comprehensive income is presented in the table below.

Second Quarter

Ended First Half Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007
(in millions)
Net income $ 278 $ 188 $ 470 $ 350
Other comprehensive income:
Foreign currency translation adjustments 4 54 4 62
Unrealized gains on hedging instruments(!) 1 5
Amortization of pension and postretirement benefits net loss and
prior service cost, net of credits® 1 1 2 3
Comprehensive income $ 283 $ 243 $ 477 $ 420

() Amounts are net of income taxes of $1 million for the first half ended June 27, 2008, and $3 million for the first
half ended June 29, 2007.

2 Amounts are net of income taxes of $1 million and $2 million for the quarter and first half ended June 27, 2008,
respectively, and $1 million and $2 million for the quarter and first half ended June 29, 2007, respectively. See
Note 14.

The changes in the accumulated other comprehensive income (loss) balances, net of related tax effects are presented in
the table below.
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Unrealized Unrecognized Total
gains losses accumulated
(losses)

Foreign on and prior other

currency hedging service cost, comprehensive
translation instruments net income
(in millions)
Balance at December 31, 2007 $ 259 $ (O (105) $ 153
Period change 4 1 2 7
Balance at June 27, 2008 $ 263 $ $ (103) $ 160
13
42
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10. L-3 Holdings Earnings Per Share

A reconciliation of basic and diluted EPS is presented in the table below.

Second Quarter Ended First Half Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007

(in millions, except per share data)

Basic:

Net income $ 278 $ 188 $ 470 $ 350
Weighted average common shares outstanding 122.0 124.9 122.3 124.8
Basic earnings per share $ 228 $ 151 $ 384 $ 281
Diluted:

Net income $ 278 $ 188 $ 470 $ 350
Common and potential common shares:

Weighted average common shares outstanding 122.0 124.9 122.3 124.8
Assumed exercise of stock options 4.3 5.5 4.4 5.7
Unvested restricted stock awards 1.0 0.7 1.1 0.7
Employee stock purchase plan contributions 0.4 0.4 0.4 0.4
Assumed purchase of common shares for treasury 4.0) 5.1 4.2) 5.4)
Assumed conversion of the CODES 0.3 0.3

Common and potential common shares 124.0 126.4 124.3 126.2
Diluted earnings per share $ 224 $ 149 $ 378 $ 277

L-3 Holdings CODES had no impact on diluted EPS for the quarter and first half ended June 29, 2007, because the
average market price of L-3 Holdings common stock during the period was less than the price at which the CODES
would have been convertible into L-3 Holdings common stock. The conversion price effective July 29, 2008 is
$101.13.

Excluded from the computations of diluted EPS are equity securities of 0.5 million for the quarter and first half ended

June 27, 2008, and 0.2 million and 0.3 million for the quarter and first half ended June 29, 2007, respectively, because
they were anti-dilutive.
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EPS for the quarter and first half ended June 27, 2008 includes (1) a gain of $0.65 per diluted share for the reversal of
a current liability for pending and threatened litigation as a result of a June 27, 2008 decision by the U.S. Court of
Appeals which vacated an adverse 2006 jury verdict (see Note 13), (2) a gain of $0.06 per diluted share for the sale of
the PMD product line (see Note 3), and (3) a non-cash charge of $0.14 per diluted share related to a write-down of
capitalized software development costs.

14
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11. Shareholders Equity

Repurchases of L-3 Holdings common stock under the $750 million share repurchase program, approved by the Board
of Directors in December 2007, may be made through open market purchases, private transactions, transactions
structured through investment banking institutions or any combination thereof, in each case in accordance with
applicable federal securities laws. All share repurchases of L-3 Holdings common stock have been recorded as
treasury shares. The table below presents repurchases of L-3 Holdings common stock by the Company during the first
half of 2008.

Average Price

Total Number of Paid
Shares
Purchased Per Share Treasury Stock

(at cost in

millions)
January 1 March 28, 2008 2,696,099 $ 105.08 $ 283
March 29  June 27, 2008 2,145,933 $ 100.93 217
Total 4,842,032 $ 103.24 $ 500

At June 27, 2008, the remaining dollar value of the authorized share repurchase program was $225 million.

From June 28, 2008 through August 6, 2008, L-3 has repurchased 275,000 shares of L-3 Holdings common stock at
an average price of $98.19 per share for an aggregate amount of $27 million.

During the first half of 2008, L-3 Holdings Board of Directors authorized the following quarterly cash dividends:

Cash Dividends Per Total Dividend
Date Declared Record Date Share Date Paid Paid
(in millions)
February 5, 2008 February 19,2008  $ 0.30 March 17, 2008 $ 37
April 29, 2008 May 16, 2008 $ 0.30 June 16, 2008 $ 37

On July 8, 2008, L-3 Holdings Board of Directors declared a quarterly cash dividend of $0.30 per share, payable on
September 15, 2008 to shareholders of record at the close of business on August 18, 2008.

12. Fair Value Measurements
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Effective January 1, 2008, the Company adopted Financial Accounting Standards Board (FASB) SFAS No. 157, Fair
Value Measurements (SFAS 157). The provisions of SFAS 157 are applicable to all of the Company s assets and
liabilities that are measured and recorded at fair value. SFAS 157 establishes a new framework for measuring fair
value and expands related disclosures. SFAS 157 defines fair value as the price that would be received for an asset or
the exit price that would be paid to transfer a liability in the principal or most advantageous market in an orderly
transaction between market participants. SFAS 157 establishes a fair value hierarchy that gives the highest priority to
observable inputs and the lowest priority to unobservable inputs. The three levels of the fair value hierarchy defined
by SFAS 157 are described below.

Level 1: Quoted market prices available in active markets for identical assets or liabilities as of the reporting date.
The Company s Level 1 assets include cash equivalents, primarily institutional money market funds,
whose carrying value represents fair value because of their short-term maturities of the investments held
by these funds.

15
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Level 2: Pricing inputs other than quoted prices in active markets included in Level 1, which are either directly or
indirectly observable as of the reporting date. The Company s Level 2 liabilities represent foreign
currency forward contracts. Fair value is determined using a valuation model based on observable market
inputs, including quoted forward foreign currency exchange rates, and consideration of non-performance
risk.

Level 3: Pricing inputs that are generally unobservable inputs and not corroborated by market data. The Company
has no Level 3 assets or liabilities.

The following table presents our assets and liabilities by level measured at fair value on a recurring basis at June 27,
2008.

Level
Description 1 Level 2 Level 3
(in millions)
Assets
Cash equivalents $ 419 $ $
Liabilities
Derivatives, net $ $ 10 $

The Company has not applied the provisions of SFAS 157 to non-financial assets and liabilities that are of a
nonrecurring nature in accordance with FASB Staff Position (FSP) Financial Accounting Standard 157-2, Effective
Date of FASB Statement No. 157 (FSP 157-2). FSP 157-2 delayed the effective date of application of SFAS 157 to
non-financial assets and liabilities that are of a nonrecurring nature until January 1, 2009. The Company currently
believes the application of SFAS 157 to non-financial assets and liabilities that are of a nonrecurring nature will not
have a material effect on the Company s financial position, results of operations and cash flows, however the Company
is currently assessing the impact.

13. Commitments and Contingencies
U.S. and Foreign Government Procurement Regulations

A substantial majority of the Company s revenues are generated from providing products and services under legally
binding agreements, or contracts, with U.S. Government and foreign government customers. U.S. Government
contracts are subject to extensive legal and regulatory requirements, and, from time to time, agencies of the

U.S. Government investigate whether such contracts were and are being conducted in accordance with these
requirements. The Company is currently cooperating with the U.S. Government on several investigations, some of
which are discussed below. The Company does not anticipate that any of these investigations will have a material
adverse effect on its consolidated financial position, results of operations or cash flows. However, under
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U.S. Government procurement regulations, an indictment of the Company by a federal grand jury could result in the
Company being suspended for a period of time from eligibility for awards of new government contracts. A conviction
could result in debarment from contracting with the federal government for a specified term. In addition, all of the
Company s U.S. Government contracts are subject to audit and various pricing and cost controls, include standard
provisions for termination for the convenience of the U.S. Government or for default, and are subject to cancellation if
funds for contracts become unavailable. Foreign government contracts generally include comparable provisions
relating to terminations for convenience and default, as well as other procurement clauses relevant to the foreign
government.
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Litigation Matters

The Company has been subject to and is involved in litigation, government investigations, proceedings, claims or
assessments and various contingent liabilities incidental to its businesses, including those specified below.
Furthermore, in connection with certain business acquisitions the Company has assumed some or all claims against,
and liabilities of, the acquired business, including both asserted or unasserted claims and liabilities. In accordance with
SFAS No. 5, Accounting for Contingencies, the Company records a liability when management believes that it is both
probable that a liability has been incurred and the Company can reasonably estimate the amount of the loss. Generally,
the loss is recorded at the amount the Company expects to resolve the liability. The amount of liabilities recorded for
pending and threatened litigation are disclosed in Note 7. Amounts recoverable from insurance contracts or third
parties are recorded as assets when deemed probable. At June 27, 2008 and December 31, 2007, the Company did not
record any amounts for recoveries that are material from insurance contracts or third parties. The Company believes it
has recorded adequate provisions for its litigation matters. The Company reviews these provisions quarterly and
adjusts these provisions to reflect the impact of negotiations, settlements, rulings, advice of legal counsel and other
information and events pertaining to a particular matter. An estimate of loss or range of loss is disclosed for a
particular litigation matter when such loss can be reasonably estimated and no loss has been accrued. The Company
believes that any damage amounts claimed in the specific matters discussed below are not meaningful indicators of
potential liability. Although the Company believes that it has valid defenses with respect to legal matters and
investigations pending against it, litigation is inherently unpredictable. Therefore, it is possible that the financial
position, results of operations or cash flows of the Company could be materially adversely affected in any particular
period by the unfavorable resolution of one or more of these contingencies.

Kalitta Air. L-3 Integrated Systems and its predecessors have been involved in litigation with Kalitta Air arising from
a contract to convert Boeing 747 aircraft from passenger configuration to cargo freighters. The lawsuit was brought in
the United States District Court for the Northern District of California on January 31, 1997. The aircraft were
modified using Supplemental Type Certificates (STCs) issued in 1988 by the Federal Aviation Administration (FAA)
to Hayes International, Inc. (Hayes/Pemco) as a subcontractor to GATX/Airlog Company (GATX). Between 1988 and
1990, Hayes/Pemco modified five aircraft as a subcontractor to GATX using the STCs. Between 1990 and 1994,
Chrysler Technologies Airborne Systems, Inc. (CTAS), a predecessor to L-3 Integrated Systems, performed as a
subcontractor to GATX and modified an additional five aircraft using the STCs. Two of the aircraft modified by
CTAS were owned by American International Airways, the predecessor to Kalitta Air. In 1996, the FAA determined
that the engineering data provided by Hayes/Pemco supporting the STCs was inadequate and issued an Airworthiness
Directive that effectively grounded the ten modified aircraft. The Kalitta Air aircraft have not been in revenue service
since that date. The matter was tried in January 2001 against GATX and CTAS with the jury finding fault on the part
of GATX, but rendering a unanimous defense verdict in favor of CTAS. Certain co-defendants had settled prior to
trial. The U.S. Ninth Circuit Court of Appeals subsequently reversed and remanded the trial court s summary judgment
rulings in favor of CTAS regarding a negligence claim by Kalitta Air, which asserts that CTAS as an expert in aircraft
modification should have known that the STCs were deficient, and excluding certain evidence at trial. CTAS
insurance carrier has accepted defense of the matter with a reservation of its right to dispute its obligations under the
applicable insurance policy in the event of an adverse jury finding. The retrial began on January 18, 2005, and ended
on March 2, 2005 with a deadlocked jury and mistrial. At the retrial, Kalitta Air claimed damages of $235 million. By
order dated July 22, 2005, the Trial Court granted the Company s motion for judgment as a matter of law as to
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misrepresentation, and certified the decision for interlocutory appeal to the Ninth Circuit Court of Appeals. The Ninth
Circuit
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has accepted the appeals and all proceedings at the District Court have been stayed pending resolution of the appeals.
On November 21, 2007, the Ninth Circuit certified a question of law to the California Supreme Court. The California
Supreme Court subsequently denied the request to decide the question of law, and the parties are awaiting the Ninth
Circuit s decision on the appeals.

OSI Systems, Inc. On November 18, 2002, the Company initiated a proceeding against OSI in the United States
District Court sitting in the Southern District of New York seeking, among other things, a declaratory judgment that
the Company had fulfilled all of its obligations under a letter of intent with OSI (the Letter of Intent). Under the Letter
of Intent, the Company was to negotiate definitive agreements with OSI for the sale to OSI by the Company of certain
businesses, which the Company acquired from PerkinElmer, Inc. on June 14, 2002. On February 7, 2003, OSI filed an
answer and counterclaims alleging, among other things, that the Company defrauded OSI, breached obligations of
fiduciary duty to OSI and breached its obligations under the Letter of Intent. Under the Letter of Intent, the Company
proposed selling to OSI the conventional detection business and the ARGUS business that the Company acquired
from PerkinElmer, Inc. Negotiations lasted for almost one year and ultimately broke down over issues regarding,
among other things, intellectual property, product-line definitions, allocation of employees and due diligence. On
May 24, 2006, a jury found in favor of OSI and awarded OSI $126 million in damages, including awards of

$33 million for compensatory damages and $93 million for punitive damages, principally on the basis of OSI s
fiduciary-based claims. As a result of the jury verdict, the Company recorded a $129 million litigation charge in
connection with this litigation, which was accrued as a current liability, and included an estimate of $3 million for
external legal costs incurred through June 30, 2006. On June 27, 2008, the U.S. Court of Appeals for the Second
Circuit vacated the jury verdict, ruled in favor of L-3 on the fiduciary-based claims, and remanded the case for a new
trial solely on OSI s claim of actual fraud. On July 11, 2008, OSI filed a petition with the Second Circuit seeking a
rehearing with respect to the June 27 decision, and the parties are awaiting the Second Circuit s ruling. Based on the
June 27 decision, the Company has reversed the $126 million current liability for pending and threatened litigation
and $7 million of related accrued interest.

Bashkirian Airways. On July 1, 2004, lawsuits were filed on behalf of the estates of 31 Russian children in the state
courts of Washington, Arizona, California, Florida, New York and New Jersey against Honeywell, Honeywell TCAS,
the Company, ACSS, Thales USA and Thales France. The suits are based on facts arising out of the crash over
southern Germany of Bashkirian Airways Tupelov TU 154M aircraft and a DHL Boeing 757 cargo aircraft. On-board
the Tupelov aircraft were 9 crew members and 60 passengers, including 45 children. The Boeing aircraft carried a
crew of two. Both aircraft were equipped with Honeywell/ACSS Model 2000, Change 7 Traffic Collision and
Avoidance Systems (TCAS). Sensing the other aircraft, the on-board DHL TCAS instructed the DHL pilot to descend,
and the Tupelov on-board TCAS instructed the Tupelov pilot to climb. However, the Swiss air traffic controller
ordered the Tupelov pilot to descend. The Tupelov pilot disregarded the on-board TCAS and put the Tupelov aircraft
into a descent striking the DHL aircraft in midair at approximately 35,000 feet. All crew and passengers of both planes
were lost. Investigations by the National Transportation Safety Board after the crash revealed that both TCAS units
were performing as designed. The suits allege negligence and strict product liability based upon the design of the units
and the training provided to resolve conflicting commands and seek compensatory damages. The Company s insurers
have accepted defense of the matter and retained counsel. The matters were consolidated in the Federal Court in New
Jersey, which has dismissed the actions on the basis of forum non conveniens. The plaintiffs re-filed a complaint on
April 23, 2007 with the Barcelona Court s Registry in Spain. The Company filed its answer on September 7, 2007.
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(Lockheed) on April 6, 2006 in the U.S. District Court for the Middle District of Florida
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against the Company and certain individuals related to the ATARS II Program, the Company received Grand Jury
subpoenas in connection with an investigation being conducted by the United States Attorney for the Middle District
of Florida, Orlando Division. The subpoenas request the production of documents related to Lockheed s allegations or
produced in the civil litigation, which was settled in November 2007. The Company is cooperating fully with the
Government.

Government Investigation of Titan. In October 2002, Titan received a grand jury subpoena from the Antitrust
Division of the Department of Justice (DoJ) requesting the production of documents relating to information
technology services performed for the U.S. Air Force at Hanscom Air Force Base in Massachusetts and
Wright-Patterson Air Force Base in Ohio. Titan has been informed that other companies who have performed similar
services have received subpoenas as well. On September 20, 2006, counsel for the Company was informed by the
New York Field Office of the Department of Justice Criminal Antitrust Division that it is considering indictment.
Additionally, a former Titan employee received a letter from the DoJ indicating that he is a target of the investigation.
If the Field Office recommends indictment then, under normal DoJ procedures, L-3 Titan (now known as L-3
Services) will be afforded an opportunity to make a presentation to the Criminal Antitrust Division in

Washington, D.C., before the Department of Justice acts on the recommendation. It is not known whether an
indictment of L-3 Services or any of its employees will occur. If it does occur, the potential exists that L-3 Services
could be suspended or debarred from conducting business with the U.S. Government.

Rainbownet. On July 12, 2006, Rainbownet Limited filed a Request for Arbitration with the International Chamber of
Commerce against the Company alleging that the Company s Primewave division sold defective telecommunications
equipment to Rainbownet for installation in Nigeria. Rainbownet is alleging breach of contract and is seeking
approximately $18 million in damages. The Company filed an answer denying the allegations in the complaint and
asserting a counterclaim for non-payment of invoices in the amount of approximately $2 million.

Derivative Action. On March 23, 2007, Joshua Teitelbaum filed a shareholder derivative complaint in the Delaware
Court of Chancery against the Company s directors and certain current and former officers. The complaint is similar to
three other complaints that were recently voluntarily dismissed by the plaintiffs in those actions. This complaint
alleges, among other things, breach of fiduciary duty in connection with certain of the Company s historical stock
option grants and disclosures. The complaint seeks monetary damages, disgorgement, equitable relief and an award of
fees and expenses. The parties have reached a settlement, which is subject to court approval.

CyTerra Government Investigation. Since November 2006, CyTerra has been served with civil and Grand Jury
subpoenas by the Department of Defense Office of the Inspector General and the Department of Justice. The
Company is cooperating with the Government and has provided the requested documents. The Company believes that
it is entitled to indemnification for any course of defense related to this matter and has made a claim against the
escrow under the purchase agreement by which the Company acquired CyTerra in March 2006.

SEC Inquiry. In March 2007, the Company was contacted by the U.S. Securities and Exchange Commission,
Enforcement Division, requesting that the Company provide certain information relating to its previously disclosed
review of its historical stock option granting practices. The Company voluntarily provided the requested information
and continues to cooperate fully with the SEC.
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Gol Airlines. The Company was served with complaints filed in the U.S. District Court for the Eastern District of
New York against ExcelAire, Joseph Lepore, Jan Paul Paladino, Honeywell, Lockheed Martin, Raytheon, and
Amazon Technologies and Aviation Communications & Surveillance Systems
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(ACSS), a joint venture of L-3 and Thales. The complaints relate to the September 29, 2006 airplane crash over Brazil
of a Boeing 737-800 operated by GOL Linhas Aereas Inteligentes, S.A. and an Embraer 600 business jet operated by
ExcelAire. The complaints allege that ACSS designed the Traffic Collision and Avoidance System (TCAS) on the
ExcelAire jet, and assert claims of negligence, strict products liability and breach of warranty against ACSS based on
the design of the TCAS and the instructions provided for its use. The Company s insurers have accepted defense of this
matter and have retained counsel. On July 3, 2008, the District Court dismissed the actions on the basis of forum non
conveniens on the grounds that Brazil was the location of the accident and is more convenient for witnesses and
document availability. The plaintiffs timely filed an appeal on August 4, 2008.

Pilatus PC-12 Aircraft. On July 6, 2007, the Company was served with an amended complaint filed in the

U.S. District Court for the Eastern District of Pennsylvania against Pilatus Aircraft, Ltd., Pilatus Flugzeuweke
Aktiengellschaft, Rosemont Aerospace, Inc., Revue Thommen AC, EMCA, Goodrich Corp., Goodrich Avionics
Systems, Inc. (the predecessor to L-3 Avionics) and the Company. The amended complaint relates to the March 26,
2005 crash of a Pilatus PC-12 aircraft near Belafonte, Pennsylvania in which all six on board were lost. The amended
complaint alleges that L-3 Avionics (and/or its predecessor company, Goodrich Avionics) designed, manufactured,
tested, marketed, and sold the stick shaker/pusher servo actuator on the Pilatus PC-12, and asserts claims against L-3
Avionics and the Company based on negligence, breach of warranty, and strict liability. The Company s insurers have
accepted defense of the matter and have retained counsel.

T-39 Sabreliner Aircraft. Three wrongful death lawsuits have been filed against the Company in the U.S. District
Court for the Southern District of New York arising from the crash of a T-39 Sabreliner Aircraft near Rome, GA on
January 10, 2006. The Plaintiffs allege that L-3 Vertex employed the pilot in command, David Roark, and maintained
the aircraft. The cases have been transferred to the U.S. District Court for the Northern District of Florida. The
Company s insurers have accepted defense of the matter and have retained counsel.

14. Pension and Other Postretirement Benefits

The following table summarizes the components of net periodic benefit cost for the Company s pension and
postretirement benefit plans.

Pension Plans Postretirement Benefit Plans
Second Quarter First Half Second Quarter First Half
Ended Ended Ended Ended

June 27, June 29, June 27, June29, June 27, June 29, June 27, June 29,
2008 2007 2008 2007 2008 2007 2008 2007
(in millions)

Components of net periodic

benefit cost:

Service cost $ 23 $ 24 $ 46 $ 49 $ 1 % 1 $ 3 $ 3
Interest cost 27 23 53 47 2 2 5 5
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Expected return on plan assets 30) 27 (60) (55) (D) (1)

Amortization of prior service

costs (credits) 1 1 2 1 (D) (D) 2)

Amortization of net losses 2 2 4 5 1 1

Net periodic benefit cost $ 23 23 % 45 $ 47 $ 3 % 3 $ 6 6
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Contributions. For the year ending December 31, 2008, the Company currently expects to contribute cash of
approximately $65 million to its pension plans, and approximately $12 million to its postretirement benefit plans. The
Company contributed cash of $23 million to its pension plans and $5 million to its postretirement benefit plans during
the first half ended June 27, 2008.

15. Employee Stock-Based Compensation

At its Annual Meeting of Stockholders held on April 29, 2008, the stockholders of L-3 Communications Holdings,
Inc. approved the L-3 Communications Holdings, Inc. 2008 Long Term Performance Plan (2008 Long Term
Performance Plan) and the L-3 Communications Holdings, Inc. 2008 Directors Stock Incentive Plan (2008 Directors
Stock Incentive Plan). As a result, no additional awards in respect of shares of L-3 Holdings common stock will be
issued under either the 1999 Long Term Performance Plan or the 1998 Directors Stock Option Plan.

Awards under the 2008 Long Term Performance Plan may be granted to any officer or employee of the Company or
any of its subsidiaries, or to any other individual who provides services to or on behalf of the Company or any of its
subsidiaries. Awards under the 2008 Long Term Performance Plan may be in the form of stock options, stock
appreciation rights, restricted stock and other stock-based awards (including restricted stock units and performance
units). Awards under the 2008 Directors Stock Incentive Plan may be granted only to non-employee directors of the
Company. Awards under the 2008 Directors Stock Incentive Plan may be in the form of stock options, restricted
stock, restricted stock units and minimum ownership stock. The 2008 Long Term Performance Plan and the

2008 Directors Stock Incentive Plan are collectively referred to as the 2008 Plans. Under the terms of the 2008 Plans,
the per share exercise price and base price for awards of stock options and stock appreciation rights, respectively, may
not be less than the fair market value of a share of L-3 Holdings common stock on the date of the award.

The number of shares of L-3 Holdings common stock authorized for grant under the 2008 Plans is 5.3 million, all of
which were available for future awards as of June 27, 2008. Under the terms of the 2008 Long Term Performance
Plan, (i) the maximum number of shares of L-3 Holdings common stock that may be issued pursuant to full value
awards (i.e., all awards other than stock options and stock appreciation rights) is 2,500,000, (ii) the maximum number
of shares of L-3 Holdings common stock that may be issued pursuant to incentive stock option awards (i.e., stock
options granted in accordance with Section 422 of the U.S. Internal Revenue Code of 1986, as amended) is 3,000,000,
(iii) the maximum number of shares of L-3 Holdings common stock that may be issued (or paid in cash by reference
to such shares) pursuant to all awards granted during a calendar year to any individual participant is 500,000 and

(iv) the maximum number of shares of L-3 Holdings common stock that may be issued (or paid in cash by reference to
such shares) to any participant over the life of the 2008 Long Term Performance Plan with respect to
performance-based awards may not exceed 5% of L-3 Holdings total outstanding shares of common stock.

16. Supplemental Cash Flow Information

First Half Ended
June 27, June 29,
2008 2007
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(in millions)

$ 136 $ 140
$ 195 $ 85
$ 3 $ 1
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17. Segment Information

The Company has four reportable segments, which are described in Note 1. The tables below present net sales,

FINANCIAL STATEMENTS (Continued)

operating income, depreciation and amortization and total assets by reportable segment.

Net Sales

C3ISR

Government Services

AM&M

Specialized Products

Elimination of intercompany sales

Consolidated total

Operating Income
C3ISR

Government Services
AM&M

Specialized Products(!)

Segment total
Litigation gain®

Consolidated total

Depreciation and amortization
C3ISR

Government Services

AM&M

Specialized Products

Consolidated total

€]

Table of Contents

Second Quarter Ended First Half Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007

(in millions)

$ 623 $ 530 $ 1,192

1,098 1,092 2,206
653 638 1,308
1,377 1,174 2,586
(29) 27 (64)

$ 3,722 $ 3,407 $ 7,228

$ 68 $ 55 $

122 101
42 65
143 134

$ 375 $ 355 $
126

$ 501 $ 355 $

9 8
6 6
27 27

132
221
107
283

743
126

869
19
18
13
53

103

1,086
2,128
1,275
2,274
(56)

6,707
105
193
127
256

681

681

19
16
13
53

101
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Operating income for the Specialized Products segment includes (i) a gain of $12 million from the sale of the
PMD product line (see Note 3) and (ii) a non-cash impairment charge of $28 million related to a write-down of
capitalized software development costs, which were both recorded in the second quarter of 2008.

() Represents a gain recorded in the second quarter of 2008 for the reversal of a current liability for pending and

threatened litigation as a result of a June 27, 2008 decision by the U.S. Court of Appeals which vacated an
adverse 2006 jury verdict (see Note 13).
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June 27, December 31,
2008 2007
(in millions)

Total Assets

C3ISR $ 1,863 $ 1,844
Government Services 3,488 3,438
AM&M 1,930 1,927
Specialized Products 6,462 6,147
Corporate 778 1,035
Consolidated total $ 14,521 $ 14,391

18. Accounting Standards Issued and Not Yet Implemented

In June 2008, the Financial Accounting Standards Board (FASB) issued FASB Staff Position (FSP) Emerging Issues
Task Force 03-6-1, Determining Whether Instruments Granted in Share-Based Payment Transactions Are
Participating Securities (FSP EITF 03-6-1). FSP EITF 03-6-1 clarifies that unvested share-based awards, such as
restricted stock or restricted stock units, which entitle the holder to receive non-forfeitable rights to dividends before
vesting, meet the definition of participating securities. As participating securities, these securities are therefore
included in the calculation of basic EPS. FSP EITF 03-6-1 is effective for the Company beginning January 1, 2009.
All prior-period EPS data presented shall be adjusted retrospectively to conform to the provisions of the FSP. FSP
EITF 03-6-1 will have an impact on basic and diluted EPS, which the Company is currently assessing, but will not
have an impact on the Company s financial position, results of operations, or cash flows.

In May 2008, the FASB issued FSP Accounting Pronouncement Bulletin 14-1, Accounting for Convertible Debt
Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement) (FSP APB 14-1). FSP
APB 14-1 provides new accounting guidance for convertible debt instruments that may be settled in cash upon
conversion, including partial cash settlement. The FSP clarifies that: (1) these types of convertible debt instruments
are not considered debt instruments within the scope of APB Opinion No. 14, Accounting for Convertible Debt and
Debt Issued with Stock Purchase Warrants, and (2) issuers of these types of convertible debt instruments separately
account for the liability and equity components in a manner that reflects the Company s non-convertible debt
borrowing rate. FSP APB 14-1 is effective for the Company beginning on January 1, 2009 and will be applied
retrospectively. A cumulative effect adjustment will be reflected in the carrying amounts of the Company s assets and
liabilities as of the beginning of the first period presented. FSP APB 14-1 will have an impact on the Company s
financial position and results of operations, which the Company is currently assessing, but will not have an impact on
the Company s cash flows.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities
(SFAS 161), which amends SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities
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(SFAS 133). SFAS 161 enhances the disclosures for derivative instruments and related hedging activities to include,
among other disclosures, the location and fair value amounts of derivative instruments, hedged items and related gains
and losses in the balance sheet and income statements, presented in a tabular format. SFAS 161 is effective for the
Company beginning January 1, 2009 and will be applied prospectively. SFAS 161 will not have a material effect on
the Company s financial position, results of operations and cash flows.

In December 2007, the FASB issued SFAS No. 141(R), Business Combinations (SFAS 141(R)), which supercedes
SFAS No. 141, Business Combinations. SFAS 141(R) changes how business acquisitions will be
23
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accounted for and affects how business acquisitions will be reflected in the Company s financial statements.
SFAS 141(R) is to be applied prospectively to business combinations completed on or after January 1, 2009. The
Company is currently assessing the impact of SFAS 141(R).

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements
(SFAS 160). SFAS 160 amends Accounting Research Bulletin No. 5, Consolidated Financial Statements. SFAS 160
changes the accounting and reporting for minority interests, which will be recharacterized as noncontrolling interests
and classified as a component of equity in the Company s consolidated balance sheet. The Company s Statement of
Operations will include: (1) net income from both L-3 and the minority shareholder(s) share of earnings and (2) a new
category called Net Earnings Attributable to Parent, which is similar to current net income. SFAS 160 will also
expand disclosures to clearly identify and distinguish between the interests of the parent and the interests of
noncontrolling owners. SFAS 160 is effective for the Company beginning January 1, 2009 and will be applied
prospectively, except for presentation and disclosure requirements, which will be applied retrospectively for all
periods presented. As of June 27, 2008, the initial impact on the Company of implementing SFAS 160 would be to
reclassify $88 million of minority interests to non-controlling interests within stockholder s equity.

19. Unaudited Financial Information of L.-3 Communications and Its Subsidiaries

L-3 Communications is a wholly-owned subsidiary of L-3 Holdings. The debt of L-3 Communications, including the
senior subordinated notes and borrowings under amounts drawn against the senior credit facility are guaranteed, on a
joint and several, full and unconditional basis, by certain of its domestic subsidiaries (the Guarantor Subsidiaries ). The
foreign subsidiaries and certain domestic subsidiaries of L-3 Communications (the Non-Guarantor Subsidiaries ) do
not guarantee the debt of L-3 Communications. None of the debt of L-3 Communications has been issued by its
subsidiaries. There are no restrictions on the payment of dividends from the Guarantor Subsidiaries to L-3
Communications.
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The following unaudited condensed combining financial information presents the results of operations, financial

position and cash flows of: (1) L-3 Holdings, excluding L-3 Communications and its consolidated subsidiaries (the
Parent ), (2) L-3 Communications, excluding its consolidated subsidiaries, (3) the Guarantor Subsidiaries, (4) the

Non-Guarantor Subsidiaries and (5) the eliminations to arrive at the information for L-3 on a consolidated basis.

Condensed Combining

Balance Sheets At June 27,

2008:

Current assets:

Cash and cash equivalents
Billed receivables
Contracts in process
Other current assets

Total current assets
Goodwill
Other assets

Investment in and amounts due
from consolidated subsidiaries

Total assets

Current liabilities

Other long-term liabilities
Long-term debt

Minority interests
Shareholders equity

Total liabilities and
shareholders equity

At December 31, 2007:
Current assets:

Cash and cash equivalents
Billed receivables

Table of Contents

L-3

Holdings

L-3

Guarantor

Non-
Guarantor

(Parent) CommunicationsSubsidiaries Subsidiaries Eliminations
(in millions)

6,750

$ 6,759

700

6,059

$ 6,759

403
252
551
304

1,510
1,041
420

9,200
12,171
682
805
4,537

88
6,059

12,171

632
291

$

(30)
820
1,373
170
2,333
5,960
823
699
9,815
1,232
235
8,348

9,815

(89)
767

$

$

249§
252
264
157
922
1,309
203
11
2,445 %
642 $
241
1,562

2,445 %

237§
221

©)
(16,660)

(16,669)

(700)

(15,969)

(16,669)

Consolidated

L-3

$ 622
1,324

2,188

631

4,765
8,310
1,446

$ 14,521

$ 2,556
1,281

4,537

88

6,059

$ 14,521

$ 780
1,279
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Contracts in process
Other current assets

Total current assets

Goodwill

Other assets 11
Investment in and amounts due

from consolidated subsidiaries 6,678
Total assets $ 6,689
Current liabilities $

Other long-term liabilities

Long-term debt 700
Minority interests

Shareholders equity 5,989

Total liabilities and
shareholders equity $ 6,689

505 1,347
332 142
1,760 2,167
961 5,912
397 865
9,114 460

$ 12,232 $§ 9,404

$ 879 $ 1,133
740 241

4,537

87
5,989 8,030

$ 12,232 § 9,404

25

247
131

836
1,292
201
12
2,341
570
215

1,556

2,341

$

(1D
(16,264)

(16,275)

(700)

(15,575)

(16,275)

2,099
605

4,763
8,165
1,463

$ 14,391

$ 2,582
1,196

4,537

87

5,989

$ 14,391
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L-3 Non-

Holdings L-3

Condensed Combining
Statement of Operations:
For the quarter ended June 27,

Guarantor
(Parent)CommunicationsSubsidiaries Subsidiaries Eliminations

(in millions)

Guarantor

2008:

Net sales $ $ 745 $ 2,466 $ 532
Cost of sales 15 650 2,241 477
Litigation gain 126

Operating (loss) income (15) 221 225 55
Interest and other income, net 33 1 1
Interest expense 6 61 27 1
Minority interests in net income

of consolidated subsidiaries 3

(Loss) income before income

taxes 21D 190 199 55
(Benefit) provision for income

taxes (®) 69 76 21
Equity in net income of

consolidated subsidiaries 291 157

Net income $ 278 $% 278  $ 123 $ 34
For the quarter ended June 29,

2007:

Net sales $ $ 673 $ 2,305 % 447
Cost of sales 12 590 2,095 385
Operating (loss) income (12) 83 210 62
Interest and other income, net 6 1 2
Interest expense 6 73 2
Minority interests in net income

of consolidated subsidiaries 2

(Loss) income before income

taxes (18) 14 211 62
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$

(21
(36)

15
(28)
(34)

21

(448)

(435)

(18)
(30)

12

(1)
)

18

Consolidated
L-3

$ 3,722
3,347

126

501

61

444

166

$ 278

$ 3,407
3,052

355

74

287
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taxes (6) 5 73 21 6 99
Equity in net income of
consolidated subsidiaries 200 179 (379)
Net income $ 188 $ 188 $ 138 $ 41 3 (367) $ 188
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (Continued)

Condensed Combining
Statement of Operations:
For the first half ended
June 27, 2008:

Net sales

Cost of sales

Litigation gain

Operating (loss) income
Interest and other income, net
Interest expense

Minority interests in net income
of consolidated subsidiaries

(Loss) income before income
taxes

(Benefit) provision for income
taxes

Equity in net income of
consolidated subsidiaries

Net income

For the first half ended
June 29, 2007:

Net sales

Cost of sales

Operating (loss) income
Interest and other income, net
Interest expense

Minority interests in net income
of consolidated subsidiaries

(Loss) income before income
taxes
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L-3
Holdings

$
30
(30)

12

(42)
(16)
496

470 $

$
23

(23)

12

(35)

1,401
1,205

126
322

67
132

251

91

310

470

1,282
1,121

161
11
146

21

Guarantor
(Parent) Communications Subsidiaries Subsidiaries Eliminations
(in millions)

$

4,869 $
4,427

442
2
54

390

146

244 $

4558 $
4,152

406

408
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L-3 COMMUNICATIONS HOLDINGS, INC.
AND L-3 COMMUNICATIONS CORPORATION

Non-
Guarantor

1,005
900

105

105

39

66

901
787

114

113

$

(47)
7

30
(37
(69)

42
16
(806)

(780)

(34)
(37

23

3)
15)

35

Consolidated

L-3

$ 7
0,

$ 6
0,

228
485
126
869

15
132

746

276

470

707
026

681

13
147

542

68



(Benefit) provision for income
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taxes (12) 7 145 40 12 192
Equity in net income of
consolidated subsidiaries 373 336 (709)
Net income $ 350 $ 350 $ 263 $ 73 % (686) $ 350
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L-3 COMMUNICATIONS HOLDINGS, INC.
AND L-3 COMMUNICATIONS CORPORATION

NOTES TO UNAUDITED CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (Continued)

L-3 Non-
Holdings L-3 Guarantor Guarantor Consolidated
(Parent) CommunicationsSubsidiaries Subsidiaries Eliminations L-3

(in millions)

Condensed Combining
Statements of Cash Flows:

For the first half ended June 27,

2008:

Operating activities:

Net cash from operating activities $ 574 $ 2 9 538 $ 113 $ (599) $ 628

Investing activities:
Business acquisitions, net of cash

acquired (218) (218)
Other investing activities (56) (20) (28) 9 56 57
Net cash used in investing

activities (56) (238) (28) 9) 56 (275)
Financing activities:

Common stock repurchased (500) (500)
Other financing activities (18) 7 451) 97 543 (16)
Net cash (used in) from financing

activities (518) 7 451) 97) 543 (516)
Effect of exchange rate on cash 5 5

Net (decrease) increase in cash (229) 59 12 (158)
Cash and cash equivalents,

beginning of the period 632 (89) 237 780

Cash and cash equivalents, end of

the period $ $ 403 $ 30) $ 249  $ $ 622

For the first half ended June 29,

2007:

Operating activities:

Net cash from operating activities $ 264 $ 27 $ 467 S 116  $ (264) $ 610
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Investing activities:
Business acquisitions, net of cash

acquired (195) (195)

Other investing activities (79) (15) 41 (8) 79 (64)

Net cash used in investing

activities (79) (210) 41) ) 79 (259)

Financing activities:

Common stock repurchased (201) (201)

Other financing activities 16 222 (352) 44) 185 27

Net cash (used in) from financing

activities (185) 222 (352) (44) 185 (174)

Effect of exchange rate on cash 6 6

Net increase in cash 39 74 70 183

Cash and cash equivalents,

beginning of the period 303 (100) 145 348

Cash and cash equivalents, end of

the period 342 $ (26) 215 531
28
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ITEM 2.

MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Financial Section Roadmap

Management s discussion and analysis (MD&A) can be found on pages 29 to 42, and our unaudited condensed
financial statements and related notes can be found on pages 1 to 28. The following table is designed to assist in your
review of MD&A.

Topic Location

Overview and Outlook

L-3 s Business Pages 29 30
Key Performance Measures Pages 30 31
Business Acquisitions and Business and Product Line Dispositions Page 31
Results of Operations, including business segments Pages 32 38
Liquidity and Capital Resources:

Anticipated Sources of Cash Flow Page 38
Balance Sheet Page 39
Statement of Cash Flows Pages 40 42
Legal Proceedings and Contingencies Page 42

Overview and Outlook
L-3 s Business

L-3 is a prime system contractor in aircraft modernization and maintenance, Command, Control, Communications,
Intelligence, Surveillance and Reconnaissance (C3ISR) systems, and government services. L-3 is also a leading
provider of high technology products, subsystems and systems. Our customers include the U.S. Department of
Defense (DoD) and its prime contractors, U.S. Government intelligence agencies, the U.S. Department of Homeland
Security (DHS), U.S. Department of State (DoS) and U.S. Department of Justice (DoJ), allied foreign governments,
domestic and international commercial customers and select other U.S. federal, state and local government agencies.

For the year ended December 31, 2007, we generated sales of approximately $14 billion. The table below presents a
summary of our 2007 sales by major category of end customer.

% of
2007 Sales Total Sales
(in millions)
DoD $ 10,268 74%
International 2,094 15
Other U.S. Government 834 6
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Commercial domestic 765 5

Total sales $ 13,961 100%

We have the following four reportable segments: (1) C3ISR, (2) Government Services, (3) Aircraft Modernization and
Maintenance (AM&M), and (4) Specialized Products. Financial information for our reportable segments is included in
Note 17 to our unaudited condensed consolidated financial statements. C3ISR provides products and services for the
global ISR market, networked communication systems and secure communications products. We believe that these
products and services are critical elements for a substantial number of major command, control, communication,
intelligence gathering and space systems. These products and services are used to connect a variety of airborne, space,
ground and sea-based
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communication systems and are used in the transmission, processing, recording, monitoring, and dissemination
functions of these communication systems. Government Services provides training and operational support services,
information technology solutions, intelligence solutions and support, aviation, maritime and engineering services and
other technical services. AM&M provides modernization, upgrades and sustainment, maintenance and logistics
support services for military and various government aircraft and other platforms. Specialized Products provides a
broad range of products across several business areas that include power & control systems, microwave, avionics &
displays, training & simulation, electro-optic/infrared (EO/IR), precision engagement, security and detection systems,
propulsion systems, undersea warfare and telemetry and advanced technology.

Key Performance Measures

The primary financial performance measures that L-3 uses to manage its businesses and monitor results of operations
are sales growth and operating income growth. Management believes that these financial performance measures are
the primary growth drivers for L-3 s earnings per share and net cash from operating activities. L-3 s business strategy is
focused on increasing sales from organic growth and select business acquisitions that add new products, technologies,
programs or customers in areas that complement L-3 s existing businesses. We define organic sales growth as the
increase or decrease in sales for the current period compared to the prior period, excluding sales in the (1) current
period from business and product line acquisitions that have been included in L-3 s actual results of operations for less
than twelve months and (2) prior period from business and product line divestitures that have been included in L-3 s
actual results of operations for the twelve-month period prior to the divestiture date. The two main determinants of our
operating income growth are sales growth and improvements in operating margin. We define operating margin as
operating income as a percentage of sales.

Sales Growth. Our average annual sales growth for the five years ended December 31, 2007, was 29%, with average
annual organic sales growth of approximately 10% and average annual sales growth from business acquisitions of
approximately 19%. Sales growth for the quarter ended June 27, 2008 (2008 Second Quarter) was 9%, comprised of
organic sales growth of 6%, and sales growth from business acquisitions of 3%. Sales growth for the first half ended
June 27, 2008 (2008 First Half) was 8%, comprised of organic sales growth of 6%, and sales growth from business
acquisitions of 2%.

Our largest contract (revenue arrangement) in terms of annual sales for the year ended December 31, 2007, which
generated 5.3% of consolidated sales, was the World Wide Linguist Support Services contract (Linguist Contract). On
February 15, 2008, the U.S. Army Intelligence and Security Command (INSCOM) announced that it did not select our
proposal for the Translation and Interpretation Management Services (TIMS) contract, and on February 22, 2008, we
filed a protest of INSCOM s selection with the U.S. Government Accountability Office (GAO). The TIMS contract is
the successor contract to the portion of the Linguist Contract that provides translators and linguists in support of the
U.S. military operations in Iraq. In March 2008, the U.S. Army extended L-3 s period of performance on the Linguist
Contract through June 9, 2008. Additionally, in March 2008, L-3 entered into a subcontract with Global Linguist
Solutions (GLS) to supply translation and interpretation services in Iraq under the TIMS contract, and L-3 withdrew
its previously filed protest with the GAO of GLS s selection for the TIMS contract. Total linguist-Iraq sales, including
our subcontract, were $117 million for the 2008 Second Quarter and $300 million for the 2008 First Half.

Our current largest contract (revenue arrangement) in terms of estimated annual sales for the year ending

December 31, 2008, is the U.S. Air Force (USAF) Contract Field Teams (CFT) contract, which currently generates
almost 3% of our annual sales. CFT is a multi-sourced contract, which provides worldwide quick reaction
maintenance of deployed aircraft and ground vehicles for the U.S. military. The USAF recently selected L-3 as one of
the winning contractors for the next CFT indefinite delivery/indefinite quantity contract that begins on October 1,
2008. There will be more contractors competing for task orders on the new CFT contract compared to the existing
contract, and therefore, we can provide no assurance that we will be able to maintain our annual sales on the new
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We, as most U.S. defense contractors, have benefited from the upward trend in DoD budget authorization and
spending outlays over recent years, including supplemental appropriations for
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military operations in Iraq, Afghanistan and the Global War on Terror (GWOT). We believe that our businesses
should be able to generate organic sales growth for the foreseeable future because we anticipate the defense budget
will continue its focus on areas that match certain of the core competencies of L-3: communications and persistent
ISR, sensors, precision engagement, Special Operations Forces, wartime support services and simulation & training.
The increased DoD spending during recent years has included supplemental appropriations for military operations in
Iraq and Afghanistan. These appropriations have enabled the DoD to proceed with its recapitalization and
reconstitution programs that are directly related to the U.S. military operations in Iraq and Afghanistan, which allows
for the focus of the base budget resources on transformational modernization programs.

Operating Income Growth. Our consolidated operating income was $501 million for the 2008 Second Quarter and
$869 million for the 2008 First Half. Our consolidated operating margin was 13.5% for the 2008 Second Quarter and
12.0% for the 2008 First Half. Our operating income and operating margins for the 2008 Second Quarter and 2008
First Half were impacted by certain items which occurred during the 2008 Second Quarter, as further discussed below,
and increased operating income by $110 million. Excluding these items, our operating income was $391 million for
the 2008 Second Quarter, an increase of 10.1% from $355 million for the quarter ended June 29, 2007 (2007 Second
Quarter) and $759 million for the 2008 First Half, an increase of 11.5% from $681 million for the first half ended
June 29, 2007 (2007 First Half). In addition, excluding these three items, our operating margin was 10.5% for the
2008 Second Quarter, an increase of 10 basis points from 10.4% for the 2007 Second Quarter and 10.5% for the 2008
First Half, an increase of 30 basis points from 10.2% for the 2007 First Half.

Prospectively, we expect to continue to generate modest annual increases in operating margin as we expect to increase
sales, grow sales at a faster rate than indirect costs and improve our overall contract performance. However, in the
future, select business acquisitions and select new business could reduce our operating margins, if the margins of these
acquired businesses are lower than L-3 s existing operating margin. Our business objectives include growing earnings
per share and cash flow. Improving operating margins is one method for achieving this growth, but it is not the only
one.

Other 2008 Second Quarter Events. Our 2008 Second Quarter and 2008 First Half results were affected by three
matters, which increased consolidated operating income by $110 million, income before income taxes by

$117 million, net income by $71 million and diluted earnings per share (EPS) by $0.57, which are collectively
referred to as the Q2 2008 Items.

A gain of $133 million ($81 million after income taxes, or $0.65 per share) for the reversal of a $126 million
current liability for pending and threatening litigation as a result of a June 27, 2008 decision by the U.S. Court
of Appeals which vacated an adverse 2006 jury verdict and $7 million of related accrued interest, which is
recorded in interest expense and other (the Litigation Gain ).

A gain of $12 million ($7 million after income taxes, or $0.06 per share) from the sale of a product line (the
Product Line Divestiture Gain ).

A non-cash impairment charge of $28 million ($17 million after income taxes, or $0.14 per share) relating to a
write-down of capitalized software development costs for a general aviation product (the Impairment Charge ).

Business Acquisitions and Business and Product Line Dispositions
Our Annual Report on Form 10-K for the fiscal year ended December 31, 2007 summarizes the business acquisitions
that we completed during the three years ended December 31, 2007. Also see Note 3 to our unaudited condensed

consolidated financial statements contained in this quarterly report for a discussion of the business acquisitions and
business and product line dispositions that we completed during the 2008 First Half. During the 2008 First Half, we
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used $218 million of cash to acquire two businesses, increase our ownership interest in a subsidiary, and pay earnouts
and remaining contractual purchase prices for certain business acquisitions completed prior to January 1, 2008. We
also sold a product
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line within the Specialized Products segment for a sales price of $12 million and recognized a preliminary after-tax
gain of approximately $7 million (pre-tax gain of $12 million).

All of our business acquisitions are included in our consolidated results of operations from their dates of acquisition.
We regularly evaluate potential business acquisitions.

Results of Operations

The following information should be read in conjunction with our unaudited condensed consolidated financial
statements contained in this quarterly report. Our results of operations for the periods presented are affected by our
business acquisitions. See Note 4 to our audited consolidated financial statements for the year ended December 31,
2007, included in our Annual Report on Form 10-K, for a discussion of our 2007 business acquisitions, and Note 3 to
our unaudited condensed consolidated financial statements for the 2008 Second Quarter and 2008 First Half, included
in this report, for a discussion of our business acquisitions and dispositions during the 2008 First Half.

Consolidated Results of Operations

The table below provides selected financial data for L-3 for the 2008 Second Quarter compared with the 2007 Second
Quarter and the 2008 First Half compared with the 2007 First Half.

Second Quarter

Ended First Half Ended

June 27, June 29, Increase/ June 27, June 29, Increase/
(Dollars in millions, except per share data) 2008 2007 (decrease) 2008 2007 (decrease)
Net sales $ 3,722 $ 3407 $ 315 $ 7,228 $ 6,707 $ 521
Operating income $ 501 $ 355 § 146 $ 869 $ 681 $ 188
Litigation Gain (126) (126) (126) (126)
Segment operating income 375 355 20 743 681 62
Product Line Divestiture Gain (12) (12) (12) (12)
Impairment Charge 28 28 28 28
Operating income, excluding Q2 2008 Items() § 391 $ 355 $ 36 $ 759 $ 681 § 78
Operating margin 13.5% 10.4% 310 bpts 12.0% 10.2% 180 bpts
Litigation Gain 3.H)% (340) bpts (1.7% (170) bpts
Segment operating margin 10.1% 10.4% (30) bpts 10.3% 10.2% 10 bpts
Product Line Divestiture Gain 0.3)% (30) bpts (0.2)% (20) bpts
Impairment Charge 0.7% 70 bpts 0.4% 40 bpts
Operating margin, excluding Q2 2008 Items") 10.5% 10.4% 10 bpts 10.5% 10.2% 30 bpts
Interest expense and other(? $ 57 $ 68 $ an $ 123 $ 139 $ (16)
Effective income tax rate 37.4% 34.4% 300 bpts 37.0% 35.4% 160 bpts
Net income $ 278 $ 18 $ 90 $ 470 $ 350 $ 120
Q2 2008 Items (71) (71) (71) (71)
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Net income, excluding Q2 2008 Items) $ 207 $ 188 $ 19 $ 399 $ 350 $ 49
Diluted EPS $ 224 $ 1.49 $ 075 $ 3.78 $ 277 $ 1.01
Q2 2008 Items (0.57) (0.57) (0.57) (0.57)
Diluted EPS, excluding Q2 2008 Items() $ 1.67 $ 149 $ 0.18 $ 321 $ 277 $ 044
Diluted shares 124.0 126.4 2.4 124.3 126.2 (1.9
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() We believe that the Q2 2008 Items affect the comparability of the results of operations of the 2008 Second
Quarter and 2008 First Half to the results of operations for the 2007 Second Quarter and 2007 First Half. We also
believe that disclosing operating income, operating margin, net income and diluted EPS excluding the Q2 2008
Items will allow investors to more easily compare the 2008 Second Quarter and 2008 First Half results to the
2007 Second Quarter and 2007 First Half results.

2 TIncludes $7 million of accrued interest reversed during the 2008 Second Quarter in connection with the Litigation
Gain.

Net sales: For the 2008 Second Quarter, consolidated net sales increased 9% compared to the 2007 Second Quarter
driven by continued strong demand for networked communication systems, ISR systems, training and other support
services, base support services and several specialized product areas, including power & control systems, microwave
products, EO/IR products, precision engagement and security & detection systems. These increases were partially
offset by a decrease in linguist services, which is further discussed in the Government Services segment below. The
increase in sales from acquired businesses was $89 million or 3%. Sales from services increased by $103 million to
$1,957 million, representing approximately 53% of consolidated net sales for the 2008 Second Quarter, compared to
$1,854 million, or 54% of consolidated net sales for the 2007 Second Quarter. The increase in service sales was
primarily due to organic sales growth in training services, information technology, networked communication
systems, ISR systems and several areas in the Specialized Products reportable segment, primarily simulation and
training, partially offset by a decrease in sales for linguist services. Sales from products increased by $212 million to
$1,765 million, representing approximately 47% of consolidated net sales for the 2008 Second Quarter, compared to
$1,553 million, or 46% of consolidated net sales for the 2007 Second Quarter. The increase in product sales was
primarily due to growth in networked communication systems, ISR systems and several product areas in the
Specialized Products reportable segment, primarily EO/IR products and power & controls systems. See the reportable
segment results below for additional discussions of our sales growth.

For the 2008 First Half, consolidated net sales increased 8% compared to the 2007 First Half, driven by continued
strong demand for networked communication systems, ISR systems, government services, base support services,
aircraft modernization and several specialized product areas, including power & control systems, microwave products,
EO/IR products, precision engagement, and aviation products. These increases were partially offset by a decrease in
linguist services. The increase in sales from acquired businesses was $131 million, or 2%. Sales from services
increased by $301 million to $3,860 million, representing approximately 53% of consolidated net sales for the 2008
First Half, compared to $3,559 million, or 53% of consolidated net sales for the 2007 First Half. Sales from products
increased by $220 million to $3,368 million, representing approximately 47% of consolidated net sales for the 2008
First Half, compared to $3,148 million, or 47% of consolidated net sales for the 2007 First Half. See the reportable
segment results below for additional discussions of our sales growth.

Operating income and operating margin: The 2008 Second Quarter operating income increased by $146 million to
$501 million from $355 million for the 2007 Second Quarter. The Q2 2008 Items increased consolidated operating
income by an aggregate $110 million, of which the Litigation Gain increased operating income by $126 million, the
Product Line Divestiture Gain increased operating income by $12 million, and the Impairment Charge reduced
operating income by $28 million. Excluding the Q2 2008 Items, operating margin increased by 10 basis points to
10.5% compared to the 2007 Second Quarter. Additionally, the 2008 Second Quarter operating income was reduced
by a $15 million charge for estimated costs to settle certain claims, of which $13 million is included in the Aircraft
Modernization and Maintenance segment and $2 million is included in the Specialized Products segment.

Operating income for the 2008 First Half increased by $188 million to $869 million from $681 million for the 2007
First Half. Excluding the Q2 2008 Items, consolidated operating margin increased by 30 basis points to 10.5%
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compared to the 2007 First Half. Additionally, the 2008 First Half operating income was reduced by a $15 million
charge for estimated costs to settle certain claims in the 2008 Second Quarter. The changes in operating margin are
further explained in our reportable segment results discussed below.

Interest expense and other: Interest expense and other for the 2008 Second Quarter decreased compared to the same
period last year because of the $7 million of accrued interest reversed during the 2008
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Second Quarter in connection with the Litigation Gain. Lower interest rates on variable rate debt also reduced interest
expense for the 2008 Second Quarter as compared to the 2007 Second Quarter. Interest expense and other for the 2008
First Half decreased compared to the same period last year driven by items similar to those in the 2008 Second
Quarter.

Effective income tax rate: The effective tax rate for the 2008 Second Quarter increased by 300 basis points compared
to the same quarter last year. The Q2 2008 Items increased the effective tax rate by 80 basis points. The remaining
increase was primarily due to a reversal of previously accrued amounts during the 2007 Second Quarter that did not
recur in the 2008 Second Quarter and the expiration of the U.S. Federal research and experimentation tax credit on
December 31, 2007 which has not been re-enacted as of the end of the 2008 Second Quarter. The effective tax rate for
the 2008 First Half compared to the same period last year increased by 160 basis points. The Q2 2008 Items increased
the effective tax rate by 40 basis points. The remaining increase was primarily driven by items similar to those in the
2008 Second Quarter.

Diluted earnings per share and net income: In the 2008 Second Quarter as compared to the 2007 Second Quarter,
diluted EPS increased by $0.75 to $2.24 from $1.49, and net income for the 2008 Second Quarter increased by

$90 million to $278 million from $188 million. Excluding the Q2 2008 Items, diluted EPS increased $0.18 to $1.67
and net income increased $19 million to $207 million. In the 2008 First Half as compared to the 2007 First Half,
diluted EPS increased by $1.01 to $3.78 from $2.77, and net income for the 2008 First Half increased by $120 million
to $470 million from $350 million. Excluding the Q2 2008 Items, diluted EPS increased $0.44 to $3.21 and net
income increased $49 million to $399 million.

Diluted shares outstanding: Diluted shares outstanding for the 2008 Second Quarter and 2008 First Half decreased by
2.4 million shares and 1.9 million shares, respectively, compared to the 2007 Second Quarter and 2007 First Half,
respectively. The decrease was primarily due to repurchases of our common stock in connection with our share
repurchase program authorized by our Board of Directors, partially offset by additional shares issued in connection
with various employee stock based compensation programs and contributions to employee savings plans made in
common stock.
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Reportable Segment Results of Operations

The table below presents selected data by reportable segment reconciled to consolidated totals. See Note 17 to our

unaudited condensed consolidated financial statements for our reportable segment data.

(dollars in millions)

Net Sales:(D

C3ISR

Government Services
AM&M

Specialized Products

Total

Operating income:
C3ISR

Government Services
AM&M

Specialized Products

Total segment operating income
Litigation Gain

Consolidated operating income

Operating margin:

C3ISR

Government Services

AM&M

Specialized Products

Total segment operating margin
Litigation Gain

Consolidated operating margin

() Net sales are after intercompany eliminations.

C3ISR

Second Quarter
Ended
June 27, June 29,

Table of Contents

Second Quarter Ended First Half Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007
$ 621.1 $ 5274 $ 1,187.3 $ 1,081.2
1,095.3 1,085.0 2,200.4 2,113.1
652.3 637.9 1,307.6 1,274.7
1,353.2 1,157.2 2,532.8 2,238.2
$ 3,721.9 $ 3,407.5 $ 7,228.1 $ 6,707.2
$ 67.9 $ 54.9 $ 1315 $ 104.6
121.8 100.9 221.0 193.0
42.0 65.2 106.7 127.4
143.3 133.7 283.8 255.8
$ 375.0 $ 3547 $ 743.0 $ 680.8
126.0 126.0
$ 501.0 $ 3547 $ 869.0 $ 680.8
10.9% 10.4% 11.1% 9.7%
11.1% 9.3% 10.0% 9.1%
6.4% 10.2% 8.2% 10.0%
10.6% 11.6% 11.2% 11.4%
10.1% 10.4% 10.3% 10.2%
3.4% 1.7%
13.5% 10.4% 12.0% 10.2%
First Half Ended
June 27, June 29,
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(dollars in millions) 2008 2007 Increase 2008 2007 Increase
Net sales $ 621.1 $ 5274 $ 93.7 $ 1,187.3 $ 1,081.2 $ 106.1
Operating income 67.9 54.9 13.0 131.5 104.6 26.9
Operating margin 10.9% 10.4% 50 bpts 11.1% 9.7% 140 bpts

C3ISR net sales for the 2008 Second Quarter increased by 18% compared to the 2007 Second Quarter. Higher sales of
$99.4 million primarily due to continued demand from the Department of Defense (DoD) for airborne ISR and
networked communication systems for manned and unmanned platforms were partially offset by $5.7 million of lower
sales for secure communications products, primarily Secure Terminal Equipment (STE).

C3ISR operating income for the 2008 Second Quarter increased by 24% compared to the 2007 Second Quarter
primarily because of higher sales volume and higher operating margin. Operating margin increased

35

Table of Contents 84



Edgar Filing: STRATASYS LTD. - Form 424B7

Table of Contents

by 50 basis points due to higher sales and improved contract performance for airborne ISR systems, partially offset by
lower sales volume primarily for STE.

C3ISR net sales for the 2008 First Half compared to the 2007 First Half increased by 10%. Higher sales of

$113.5 million primarily due to airborne ISR and networked communication systems were partially offset by

$7.4 million of lower sales for secure communications products. The sales growth was lower in the 2008 First Half
compared to the 2008 Second Quarter because of lower airborne ISR system sales due to timing of deliveries.

C3ISR operating income for the 2008 First Half compared to the 2007 First Half increased by 26%. Operating margin
increased by 140 basis points. The increase in operating margin for the 2008 First Half was primarily driven by trends
similar to those for the 2008 Second Quarter, as well as lower development costs for new secure communication
products.

Government Services

Second Quarter Ended First Half Ended

June 27, June 29, June 27, June 29,
(dollars in millions) 2008 2007 Increase 2008 2007 Increase
Net sales $ 1,095.3 $ 1,085.0 $ 103 $ 2,200.4 $ 2,113.1 $ 873
Operating income 121.8 100.9 20.9 221.0 193.0 28.0
Operating margin 11.1% 9.3% 180bpts 10.0% 9.1% 90bpts

Government Services net sales for the 2008 Second Quarter increased by 1% compared to the 2007 Second Quarter.
The increase in net sales from acquired businesses was $18.9 million or 2%. A decline of $60.2 million for linguist
services was largely offset by $51.6 million in volume increases for training, information technology and other
support services, primarily for the DoD. The decline in linguist services is due to the transition during the 2008
Second Quarter from an L-3 prime contract to a subcontract following a contract re-competition loss, which caused
our work share to decline. Total linguist-Iraq sales were $117 million for the 2008 Second Quarter.

Government Services operating income for the 2008 Second Quarter increased by 21% compared to the 2007 Second
Quarter primarily because of higher operating margin. Operating margin for the 2008 Second Quarter increased by
180 basis points compared to the 2007 Second Quarter. Higher sales volume, improved contract performance, lower
indirect costs as a percentage of sales, and a decline in lower margin linguist sales improved operating margins by
200 basis points. These increases were partially offset by approximately $2 million, or 20 basis points, for severance
and other costs related to continuing business realignment and consolidation activities.

Government Services net sales for the 2008 First Half increased by 4% compared to the 2007 First Half. Volume
increases of $99.1 million for training, information technology, engineering solution services and other support
services, primarily for the DoD, were largely offset by a decline of $43.6 million for linguist services. The increase in
net sales from acquired businesses was $31.8 million or 2%. Total linguist-Iraq sales for the 2008 First Half were
$300 million.

Government Services operating income for the 2008 First Half increased by 15% compared to the 2007 First Half
primarily because of higher sales volume and higher operating margin. Operating margin for the 2008 First Half
increased by 90 basis points compared to the 2007 First Half. Operating margin increased by 110 basis points due to
trends similar to those affecting the 2008 Second Quarter; however the improvement from the decline in lower margin
linguist sales was smaller for the 2008 First Half compared to the 2008 Second Quarter. These increases were partially
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Aircraft Modernization and Maintenance (AM&M)

Second Quarter

Ended First Half Ended
June 27, June 29, Increase/ June 27, June 29, Increase/
(dollars in millions) 2008 2007 (decrease) 2008 2007 (decrease)
Net sales $ 6523 $ 6379 $ 144 $ 1,307.6 $ 12747 $ 329
Operating income 42.0 65.2 (23.2) 106.7 127.4 (20.7)
Operating margin 6.4% 10.2% (380) bpts 8.2% 10.0% (180)bpts

AM&M net sales for the 2008 Second Quarter increased by 2% compared to the 2007 Second Quarter driven by
$37.4 million of higher sales primarily for the JCA contract and base support services. These increases were partially
offset by $23.0 million of lower sales for the Canadian Maritime Helicopter program (MHP) due to previously
completed milestones and lower C-130 aircraft modification sales for international customers.

AM&M operating income for the 2008 Second Quarter decreased by 36% compared to the 2007 Second Quarter
primarily because of lower operating margin partially offset by higher sales volume. The 2008 Second Quarter
includes $13 million of litigation charges for estimated costs to settle certain claims, which reduced operating margin
by 200 basis points. Operating margin for the 2008 Second Quarter compared to the 2007 Second Quarter also
declined another 180 basis points due to a change in sales mix, primarily JCA and lower international sales.

AM&M net sales for the 2008 First Half increased by 3% compared to the 2007 First Half driven by $89.9 million of
higher sales primarily for the JCA contract and base support services, partially offset by $57.0 million in lower sales
for the MHP program and C-130 aircraft.

AM&M operating income for the 2008 First Half decreased by 16% compared to the 2007 First Half and operating
margin decreased by 180 basis points. This change was primarily driven by trends similar to those for the 2008
Second Quarter, except that the 2008 Second Quarter claims had less of a negative impact by reducing margins for the
2008 First Half by 100 basis points.

Specialized Products

Second Quarter Ended First Half Ended

June 27, June 29, Increase/ June 27, June 29, Increase/
(dollars in millions) 2008 2007 (decrease) 2008 2007 (decrease)
Net sales $ 1,353.2 $ 1,157.2 $ 196.0 $ 2,532.8 $ 2,238.2 $ 294.6
Operating income $ 1433 $ 1337 $ 96 $ 2838 $§ 2558 $ 280
Product Line
Divestiture Gain (12.2) (12.2) (12.2) (12.2)
Impairment Charge 27.5 27.5 27.5 27.5
Operating income,
excluding Q2 2008
Items $ 158.6 $ 1337 $ 249 $  299.1 $ 2558 $ 433
Operating margin 10.6% 11.6% (100) bpts 11.2% 11.4% (20) bpts
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Operating margin,
excluding Q2 2008
Items 11.7% 11.6% 10bpts 11.8% 11.4% 40bpts

Specialized Products net sales for the 2008 Second Quarter increased by 17% compared to the 2007 Second Quarter
reflecting higher sales volume primarily of: (1) $59.5 million primarily for power & control systems mostly for
commercial shipbuilding, (2) $20.3 million for microwave products primarily due to higher demand and deliveries of
mobile communications systems and satellite and space components for the U.S. military, (3) $19.7 million for EO/IR
products primarily due to higher demand and deliveries from existing and follow-on contracts, (4) $14.9 million
primarily for propulsion systems and aviation products, (5) $14.1 million for precision engagement primarily related
to new contracts and increased demand for premium fuzing products, and (6) $9.8 million for security and detection
systems primarily for international customers. These increases were partially offset by a $12.5 million decrease for
displays due to lower sales
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volume for military aircraft and public safety products. The increase in net sales from acquired businesses was
$70.2 million, or 6%.

Specialized Products operating income for the 2008 Second Quarter increased by 7% compared to the 2007 Second
Quarter primarily because of higher sales volume. The 2008 Second Quarter includes a $12 million Product Line
Divestiture Gain and $28 million for the non-cash Impairment Charge. Excluding these two Q2 2008 Items that
affected the Specialized Product segment, operating income was $158.6 million and operating margin increased

10 basis points to 11.7%. The increase in operating margin is primarily attributable to improved contract performance
and higher sales for power and control systems, partially offset by lower margins from acquired businesses, which
reduced segment operating margin by 20 basis points. Additionally, the 2008 Second Quarter includes $2 million of
litigation charges for estimated costs to settle certain claims.

Specialized Products net sales for the 2008 First Half increased by 13% compared to the 2007 First Half reflecting
higher sales volume primarily of: (1) $95.9 million primarily for power & control systems mostly for commercial
shipbuilding, (2) $42.8 million for microwave products primarily due to higher demand and deliveries of mobile
communications systems and satellite and space components for the U.S. military, (3) $27.4 million for EO/IR
products primarily due to higher demand and deliveries on existing and follow-on contracts, (4) $24.3 million for
precision engagement primarily related to new contracts and increased demand for premium fuzing products,

(5) $24.2 million primarily for security & detection systems and (6) $13.8 million for aviation products primarily
related to new contracts. These increases were partially offset by a decrease of $22.5 million for displays due to
contracts nearing completion and $10.4 million for combat vehicle propulsion systems due to timing. The increase in
net sales from acquired businesses was $99.1 million, or 4%.

Specialized Products operating income for the 2008 First Half increased by 11% compared to the 2007 First Half
primarily because of higher sales volume. Excluding the Product Line Divestiture Gain and Impairment Charge,
operating income was $299.1 million and operating margin increased 40 basis points to 11.8%. The increase in
operating margin is primarily attributable to improved contract performance and higher sales for power and control
systems and improved contract performance for security and detection systems. The increases were partially offset by
lower margins from acquired businesses, which reduced segment operating margin by 20 basis points.

Liquidity and Capital Resources
Anticipated Sources of Cash Flow

Our primary source of liquidity is cash flow generated from operations. We also have funds of $817 million available
to use under our revolving credit facility, subject to certain conditions as of June 27, 2008. We believe that our cash
from operating activities, together with available borrowings under the revolving credit facility, will be adequate to
meet our anticipated requirements for working capital, capital expenditures, defined benefit plan contributions,
commitments, contingencies, research and development expenditures, contingent purchase price payments on
previous business acquisitions, program and other discretionary investments, interest payments, income tax payments,
L-3 Holdings dividends and our share repurchase program for the foreseeable future. There can be no assurance,
however, that our business will continue to generate cash flow at current levels, or that currently anticipated
improvements will be achieved. If we are unable to generate sufficient cash flow from operations to service our debt,
we may be required to sell assets, reduce capital expenditures, refinance all or a portion of our existing debt or obtain
additional financing and there is no assurance we will be able to do so on a timely basis or on satisfactory terms. Our
ability to make scheduled principal payments or to pay interest on or to refinance our indebtedness depends on our
future performance and financial results, which, to a certain extent, are subject to general conditions in or affecting the
defense industry and to general economic, political, financial, competitive, legislative and regulatory factors beyond
our control.
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Balance Sheet

Billed receivables increased by $45 million to $1,324 million at June 27, 2008 from $1,279 million at December 31,
2007 primarily due to (1) our sales growth and the timing of collections and billings for aircraft modernization and
maintenance, engineering solution services, power and controls systems, networked communication systems and
microwave products and (2) the acquisition of Northrop Grumman s Electro-Optical Systems (EOS) business. These
increases were partially offset by collections for combat vehicle propulsion systems, ISR systems and intelligence
solutions services.

Contracts in process increased $89 million to $2,188 million at June 27, 2008 from $2,099 million at December 31,
2007. The increase included (1) $15 million of acquired contracts-in-process balances for business acquisitions,
(2) $2 million for foreign currency translation adjustments, and (3) $72 million from:

Increases of $56 million in unbilled contract receivables primarily due to sales exceeding billings for combat
vehicle propulsion systems, ISR systems, training services and intelligence solutions. These increases were
partially offset by billings for aircraft support services and lower sales for linguist services; and

Increases of $16 million in inventoried contract costs, primarily for EO/IR products and undersea warfare
products. These increases were partially offset by deliveries of precision engagement products.

L-3 sreceivables days sales outstanding (DSO) was 71 at June 27, 2008, compared with 72 at December 31, 2007 and
71 at June 29, 2007. We calculate our DSO by dividing (1) our aggregate end of period billed receivables and net
unbilled contract receivables, by (2) our trailing 12 month sales adjusted, on a pro forma basis, to include sales from
business acquisitions that we completed as of the end of the period, multiplied by the number of calendar days in the
trailing 12 month period (364 days at June 27, 2008). Our trailing 12 month pro forma sales were $14,678 million at
June 27, 2008, $14,042 million at December 31, 2007 and $13,285 million at June 29, 2007.

The increase in inventories was primarily for commercial shipbuilding customers and security and detection systems
to support demand. The increase in other current assets was primarily due to the timing of payments for certain
prepaid expenses.

Goodwill increased by $145 million to $8,310 million at June 27, 2008 from $8,165 million at December 31, 2007.
The net increase in goodwill included: (1) an increase of $131 million for business acquisitions completed during the
2008 First Half, (2) an increase of $9 million for earnouts related to certain business acquisitions completed prior to
January 1, 2008, (3) an increase of $3 million for foreign currency translation, and (4) an increase of $2 million

primarily related to final purchase price determinations for certain business acquisitions completed prior to January 1,
2008.

The decrease in other assets was primarily due to the Impairment Charge recorded in the 2008 Second Quarter related
to a write-down of capitalized software development costs.

The increases in accounts payable and accrued expenses were primarily due to the timing of payments and invoices
received for purchases from third-party vendors and subcontractors. Other current liabilities decreased primarily due
to the reversal of the Litigation Gain liability in the 2008 Second Quarter. Non-current deferred income tax liabilities
increased primarily due to tax amortization of certain goodwill and other identifiable intangible assets.

The increase in pension and postretirement benefit plan liabilities was primarily due to pension expenses exceeding

pension cash contributions during the 2008 First Half. We expect to contribute cash of approximately $65 million to
our pension plans for all of 2008, of which $23 million was contributed during the 2008 First Half.
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Statement of Cash Flows
First Half Ended June 27, 2008 Compared with First Half Ended June 29, 2007

The table below provides a summary of our cash flows from operating, investing, and financing activities for the
periods indicated.

First Half Ended
June 27, June 29,
2008 2007
(in millions)
Net cash from operating activities $ 628 $ 610
Net cash used in investing activities (275) (259)
Net cash used in financing activities (516) (174)
Operating Activities

We generated $628 million of cash from operating activities during the 2008 First Half, an increase of $18 million
compared with $610 million generated during the 2007 First Half. The increase is due to (1) an increase in net income
of $120 million, and (2) higher non-cash expenses of $77 million, primarily due to higher deferred income taxes and
the non-cash Impairment Charge, partially offset by (3) $179 million of more cash used for changes in operating

assets and liabilities, primarily for billed receivables, other current liabilities (mainly the Litigation Gain) and income
taxes. The net cash used from changes in operating assets and liabilities is further discussed above under Liquidity and
Capital Resources Balance Sheet.

Investing Activities

During the 2008 First Half, we used $218 million of cash in the aggregate to (1) acquire the HSA and EOS businesses,
(2) pay earnouts and the remaining contractual purchase price for certain business acquisitions completed prior to
January 1, 2008, and (3) increase our ownership interest in Medical Education Technology, Inc. by 5% from 80% to
85%. We also used $76 million of cash for capital expenditures. Investing activities for the 2008 First Half includes a
$12 million source of cash from the sale of a product line. See Note 3 to the unaudited condensed consolidated
financial statements.

Financing Activities
Debt

See Note 8 to our unaudited condensed consolidated financial statements for the components of our long-term debt.
Our senior credit facility provides for a term loan facility and a $1 billion revolving credit facility. At June 27, 2008,
borrowings under the term loan facility were $650 million, and available borrowings under our revolving credit
facility were $817 million, after reduction for outstanding letters of credit of $183 million. There were no outstanding
revolving credit borrowings under our senior credit facility at June 27, 2008. Total debt outstanding was

$4,537 million at June 27, 2008, unchanged from $4,537 million at December 31, 2007.

Credit Ratings. In June 2008, our senior subordinated debt credit rating issued by Fitch Ratings was upgraded from
BB to BB+. Our credit ratings as of July 2008 are as follows:
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Subordinated
Rating Agency Senior Debt Debt
Standard & Poor s BBB- BB+
Fitch Ratings BBB- BB+
Moody s Investors Service Ba2 Ba3

Agency ratings are not a recommendation to buy, sell or hold any security, and they may be revised or withdrawn at
any time by the rating agency. Each agency s rating should be evaluated independently of any other agency s rating.
The system and the number of rating categories can vary widely from rating agency to rating agency. Customers
usually focus on claims-paying ratings, while creditors focus on debt ratings.
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Investors use both to evaluate a company s overall financial strength. The ratings issued on L-3 or its subsidiaries by
any of these agencies are announced publicly and are available from the agencies. Our ability to access the capital
markets could be impacted by a downgrade in one or more of our debt ratings. If this were to occur, we could incur
higher borrowing costs.

Debt Covenants and Other Provisions. The senior credit facility and senior subordinated notes agreements contain
financial covenants and other restrictive covenants. See Note 10 to our audited consolidated financial statements for
the year ended December 31, 2007, included in our Annual Report on Form 10-K for a description of our debt and
related financial covenants, including dividend payment and share repurchase restrictions and cross default provisions,
under our senior credit facility. As of June 27, 2008, we were in compliance with our financial and other restrictive
covenants.

The borrowings under the senior credit facility are guaranteed by L-3 Holdings and by substantially all of the material
wholly-owned domestic subsidiaries of L-3 Communications on a senior basis. The payment of principal and
premium, if any, and interest on the senior subordinated notes are unconditionally guaranteed, on an unsecured senior
subordinated basis, jointly and severally, by substantially all of L-3 Communications wholly-owned domestic
subsidiaries. The guarantees of the senior subordinated notes rank pari passu with one another and are junior to the
guarantees of the senior credit facility. The payment of principal and premium, if any, and interest on the

3% Convertible Contingent Debt Securities (CODES) due 2035 are fully and unconditionally guaranteed, on an
unsecured senior subordinated basis, jointly and severally, by certain of L-3 Holdings wholly-owned domestic
subsidiaries. The guarantees of the CODES rank pari passu with all of the guarantees of the senior subordinated notes
and are junior to the guarantees of the senior credit facility.

Effective July 29, 2008, under select conditions, including if L-3 Holdings common stock price is more than 120%
(currently $121.36) of the then current conversion price (currently $101.13) for a specified period, the conversion
feature of the CODES will require L-3 Holdings, upon conversion, to pay the $700 million principal amount in cash,
and if the settlement amount exceeds the principal amount, the excess will be settled in cash or stock at our option.
See Note 10 to our audited consolidated financial statements for the year ended December 31, 2007, included in our
Annual Report on Form 10-K. L-3 Holdings common stock price on August 1, 2008 was $98.21.

Equity

Repurchases of L-3 Holdings common stock under the $750 million share repurchase program, approved by the Board
of Directors in December 2007, may be made through open market purchases, private transactions, transactions
structured through investment banking institutions or any combination thereof, in each case in accordance with
applicable federal securities laws. All share repurchases of L-3 Holdings common stock have been recorded as
treasury shares. The table below presents repurchases of L-3 Holdings common stock by L-3 during the 2008 First
Half.

Average Price

Total Number of Paid
Shares
Purchased Per Share Treasury Stock
(at cost in
millions)
January 1  March 28, 2008 2,696,099 $ 105.08 $ 283
March 29  June 27, 2008 2,145,933 $ 100.93 217
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Total 4,842,032 $ 103.24 $ 500

At June 27, 2008, the remaining dollar value of the authorized share repurchase program was $225 million.

From June 28, 2008 through August 6, 2008, L-3 has repurchased 275,000 shares of L-3 Holdings common stock at
an average price of $98.19 per share for an aggregate amount of $27 million.
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During the 2008 First Half, L-3 Holdings Board of Directors authorized the following quarterly cash dividends:

Date Declared Record Date Cash Dividends Per Share Date Paid Total Dividend Paid
(in millions)

February 5, 2008 February 19, 2008 $0.30 March 17, 2008 $37
April 29, 2008 May 16, 2008 $0.30 June 16, 2008 $37

On July 8, 2008, L-3 Holdings Board of Directors declared a quarterly cash dividend of $0.30 per share, payable on
September 15, 2008 to shareholders of record at the close of business on August 18, 2008.

Legal Proceedings and Contingencies

For a discussion of legal proceedings and contingencies that could impact our results of operations, financial
conditions, or cash flows, see Note 13 to our unaudited condensed consolidated financial statements.

Accounting Standards Issued and Not Yet Implemented

For a discussion of accounting standards issued and not yet implemented, see Note 18 to our unaudited condensed
consolidated financial statements.

Forward-Looking Statements

Certain of the matters discussed concerning our operations, cash flows, financial position, economic performance and
financial condition, including in particular, the likelihood of our success in developing and expanding our business
and the realization of sales from backlog, include forward-looking statements within the meaning of Section 27A of
the Securities Act and Section 21E of the Exchange Act.

Statements that are predictive in nature, that depend upon or refer to events or conditions or that include words such as
expects, anticipates, intends, plans, believes, estimates and similar expressions are forward-looking statement

Although we believe that these statements are based upon reasonable assumptions, including projections of total sales

growth, sales growth from business acquisitions, organic sales growth, consolidated operating margins, total segment

operating margins, interest expense, earnings, cash flow, research and development costs, working capital, capital

expenditures and other projections, they are subject to several risks and uncertainties, and therefore, we can give no

assurance that these statements will be achieved. Such statements will also be influenced by factors which include,

among other things:

our dependence on the defense industry and the business risks peculiar to that industry, including changing
priorities or reductions in the U.S. Government defense budget;

our reliance on contracts with a limited number of agencies of, or contractors to, the U.S. Government and the
possibility of termination of government contracts by unilateral government action or for failure to perform;

the extensive legal and regulatory requirements surrounding our contracts with the U.S. or foreign

governments and the results of any investigation of our contracts undertaken by the U.S. or foreign
governments;
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our ability to retain our existing business and related contracts (revenue arrangements);

our ability to successfully compete for and win new business and related contracts (revenue arrangements)
and to win re-competitions of our existing contracts;
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our ability to identify and acquire additional businesses in the future with terms, including the purchase price,
that are attractive to L-3 and to integrate acquired business operations;

our ability to maintain and improve our consolidated operating margin and total segment operating margin in
future periods;

our ability to obtain future government contracts (revenue arrangements) on a timely basis;
election year uncertainties;

the availability of government funding or cost-cutting initiatives and changes in customer requirements for
our products and services;

our significant amount of debt and the restrictions contained in our debt agreements;

our ability to continue to retain and train our existing employees and to recruit and hire new qualified and
skilled employees, as well as our ability to retain and hire employees with U.S. Government security
clearances that are a prerequisite to compete for and to perform work on classified contracts for the

U.S. Government;

actual future interest rates, volatility and other assumptions used in the determination of pension, benefits and
stock options amounts;

our collective bargaining agreements, our ability to successfully negotiate contracts with labor unions and our
ability to favorably resolve labor disputes should they arise;

the business, economic and political conditions in the markets in which we operate, including those for the
commercial aviation and communications markets;

events beyond our control such as acts of terrorism;
our ability to perform contracts (revenue arrangements) on schedule;
our international operations, including sales to foreign customers;

our extensive use of fixed-price type contracts as compared to cost-reimbursable type and time-and-material
type contracts;

the rapid change of technology and high level of competition in the defense industry and the commercial
industries in which our businesses participate;

our introduction of new products into commercial markets or our investments in civil and commercial
products or companies;

the outcome of current or future litigation matters;

results of audits by U.S. Government agencies, including the Defense Contract Audit Agency, of our sell
prices, costs and performance on contracts (revenue arrangements), and our accounting and general business
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practices;

anticipated cost savings from business acquisitions not fully realized or realized within the expected time
frame;

Titan s compliance with its plea agreement and consent to entry of judgment with the U.S. Government
relating to the Foreign Corrupt Practices Act, including Titan s ability to maintain its export licenses;

ultimate resolution of contingent matters, claims and investigations relating to acquired businesses, and the
impact on the final purchase price allocations;
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significant increase in competitive pressure among companies in our industry; and

the fair values of our assets, including identifiable intangible assets and the estimated fair value of the
goodwill balances for our reporting units, which can be impaired or reduced by other factors, some of which
are discussed above.

In addition, for a discussion of other risks and uncertainties that could impair our results of operations or financial
condition, see PartI Item 1A Risk Factors and Note 17 to our audited consolidated financial statements, in each case
included in our Annual Report on Form 10-K for the year ended December 31, 2007.

Readers of this document are cautioned that our forward-looking statements are not guarantees of future performance
and the actual results or developments may differ materially from the expectations expressed in the forward-looking
statements.

As for the forward-looking statements that relate to future financial results and other projections, actual results will be
different due to the inherent uncertainties of estimates, forecasts and projections and may be better or worse than
projected and such differences could be material. Given these uncertainties, you should not place any reliance on these
forward-looking statements. These forward-looking statements also represent our estimates and assumptions only as
of the date that they were made. We expressly disclaim a duty to provide updates to these forward-looking statements,
and the estimates and assumptions associated with them, after the date of this filing to reflect events or changes or
circumstances or changes in expectations or the occurrence of anticipated events.

ITEM 3.
QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

See Part II, Item 7, Management s Discussion and Analysis of Financial Condition and Results of Operations
Liquidity and Capital Resources Derivative Financial Instruments, of our Annual Report on Form 10-K for the fiscal
year ended December 31, 2007 for a discussion of our exposure to market risks. There were no substantial changes in
those risks during the 2008 First Half, except as discussed in the following paragraph.

Foreign Currency Exchange Risk. At June 27, 2008, the notional value of foreign currency forward contracts was
$343 million and the fair value of these contracts was $10 million, which represented a liability. The notional values
of our foreign currency forward contracts with maturities ranging through 2012 and thereafter are as follows:

$132 million for 2008, $90 million for 2009, $55 million for 2010, $26 million for 2011 and $40 million for 2012 and
thereafter.

ITEM 4.

CONTROLS AND PROCEDURES

Conclusions Regarding Effectiveness of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed
in our reports under the Securities Exchange Act of 1934 related to L-3 Holdings and L-3 Communications is
recorded, processed, summarized and reported within the time periods specified in the U.S. Securities and Exchange
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Commission s (SEC) rules and forms, and that such information is accumulated and communicated to our
management, including our President and Chief Executive Officer, and our Vice President and Chief Financial
Officer, as appropriate, to allow timely decisions regarding required disclosures. Any controls and procedures, no
matter how well designed and operated, can provide
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only reasonable assurance of achieving the desired control objectives. Our management, with the participation of our
President and Chief Executive Officer, and our Vice President and Chief Financial Officer, has evaluated the
effectiveness of the design and operation of our disclosure controls and procedures as of June 27, 2008. Based upon
that evaluation and subject to the foregoing, our President and Chief Executive Officer, and our Vice President and
Chief Financial Officer concluded that, as of June 27, 2008, the design and operation of our disclosure controls and
procedures provided reasonable assurance that the disclosure controls and procedures are effective to accomplish their
objectives.

During the quarter ended June 27, 2008, our Government Services reportable segment, which generated 31% of our
consolidated net sales for the year ended December 31, 2007, continued its business realignment and consolidation
activities, including changes in personnel and migration to new or existing enterprise resource planning systems.
These changes are being undertaken to attain certain operational and business performance efficiencies and were not
in response to an identified internal control deficiency. There were no changes in our internal control over financial
reporting that occurred during the quarter ended June 27, 2008 that have materially affected, or are reasonably likely
to materially affect, our internal control over financial reporting.
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PARTII OTHER INFORMATION
ITEM 1.
LEGAL PROCEEDINGS
The information required with respect to this item can be found in Note 13 to our unaudited condensed consolidated
financial statements and is incorporated by reference herein.
ITEM 1A.
RISK FACTORS
In addition to the other information set forth in this report, you should carefully consider the factors discussed in
Part I, Item 1A. Risk Factors in our Annual Report on Form 10-K for the year ended December 31, 2007, which could
materially affect our business, financial condition or future results. The risks described in our Annual Report on
Form 10-K are not the only risks facing our Company. Additional risks and uncertainties not currently known to us or
that we currently deem to be immaterial also may materially adversely affect our business, financial condition and/or
operating results.

ITEM 2.

UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Issuer Purchases of Equity Securities

The following table provides information about share repurchases we made of L-3 Holdings common stock that are
registered pursuant to Section 12 of the Exchange Act during the 2008 Second Quarter.

Maximum
number
Total number (or approximate
of shares dollar value)
purchased of shares that
Total
number Average as part of may yet be
publicly purchased
of shares price paid announced under
plans or the plans or
purchased per share programs programs
(in millions)
March 29-April 30, 2008 $ 442
May 1-May 31, 2008 358296 $ 107.23 358,296 $ 403
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June 1-June 27, 2008 1,787,637 $  99.67 1,787,637  $ 225
Total 2,145933 § 100.93 2,145,933
On December 11, 2007, the Board of Directors approved a share repurchase program that authorizes the Company to
repurchase up to $750 million of its outstanding shares of common stock through December 31, 2009 (2007 Share
Repurchase Program). All purchases of shares described in the table above were made pursuant to the 2007 Share
Repurchase Program.
ITEM 3.

Not applicable and has been omitted
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ITEM 4.
SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
On April 29, 2008, at the Company s Annual Meeting of Stockholders, the following proposals were acted upon:

(1) Three nominees for the Board of Directors were elected to three-year terms expiring in 2011. The votes
were as follows:

Year Term

For Withheld Expires
John M. Shalikashvili 101,385,023 3,218,406 2011
Michael T. Strianese 101,878,609 2,724,820 2011
John P. White 102,004,586 2,598,843 2011

Directors whose term of office continued after the Company s 2008 Annual Meeting of Shareholders and who were not
subject to election at the 2008 Annual Meeting of Shareholders are Peter A. Cohen, Robert B. Millard and Arthur L.
Simon, whose terms expire in 2009, and Claude R. Canizares, Thomas A. Corcoran and Alan H. Washkowitz, whose
terms expire in 2010.

(2) The approval of the L-3 Communications Holdings, Inc. 2008 Long Term Performance Plan. The votes
were as follows:

For 79,763,111
Against 9,612,148
Abstain 943,242
Non-Votes 14,284,928

(3) The approval of the L-3 Communications Holdings, Inc. 2008 Directors Stock Incentive Plan. The votes
were as follows:

For 82,163,548
Against 7,134,259
Abstain 1,020,694
Non-Votes 14,284,928

(4) The selection of PricewaterhouseCoopers LLP to serve as the independent registered public accounting
firm for 2008 was ratified. The votes were as follows:

For 101,717,404
Against 2,039,171
Abstain 846,854
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ITEM 5.
OTHER INFORMATION
The Company entered into a Personal Services Agreement with Robert W. Drewes effective as of August 5, 2008. A
copy of the agreement is filed as Exhibit 10.8 to this report. Mr. Drewes retired as a Senior Vice President of the
Company effective August 4, 2008.
ITEM 6.
EXHIBITS

For a list of exhibits, see the Exhibit Index in this Form 10-Q.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrants have duly caused this report to
be signed on their behalf by the undersigned, thereunto duly authorized, on August 6, 2008.

L-3 COMMUNICATIONS HOLDINGS, INC.
L-3 COMMUNICATIONS CORPORATION
Date: August 6, 2008 By: /s/ Ralph G. D Ambrosio

Title:  Vice President and Chief Financial Officer
(Principal Financial Officer)
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EXHIBIT INDEX

Exhibits identified in parentheses below are on file with the SEC and are incorporated herein by reference to such

previous filings.

Exhibit No.
3.

3.

Description of Exhibits

Certificate of Incorporation of L-3 Communications Holdings, Inc. (incorporated by reference to
Exhibit 3.1 to the Registrants Quarterly Report on Form 10-Q for the period ended June 30, 2002).
Amended and Restated By-Laws of L-3 Communications Holdings, Inc. (incorporated by reference to
Exhibit 3.1 to the Registrants Current Report on Form 8-K filed on December 17, 2007).

Certificate of Incorporation of L-3 Communications Corporation (incorporated by reference to
Exhibit 3.1 to L-3 Communications Corporation s Registration Statement on Form S-4 (File No.
333-31649)).

Amended and Restated Bylaws of L-3 Communications Corporation (incorporated by reference to
Exhibit 3.2 to the Registrants Current Report on Form 8-K filed on December 17, 2007).

Form of Common Stock Certificate (incorporated by reference to Exhibit 4.1 to L-3 Communications
Holdings Registration Statement on Form S-1 (File No. 333-46975)).

Amended and Restated Credit Agreement, dated as of July 29, 2005, among L-3 Communications
Corporation, L-3 Communications Holdings, Inc. and certain subsidiaries of the Registrants from
time to time party thereto as guarantors, the lenders from time to time party thereto, and Bank of
America, N.A., as administrative agent (incorporated by reference to Exhibit 10.40 to the Registrants
Quarterly Report on Form 10-Q for the quarter ended June 30, 2005).

Form of L-3 Communications Corporation First Amendment to Amended and Restated Credit
Agreement, dated as of October 25, 2006, among L-3 Communications Corporation, L-3
Communications Holdings, Inc. and certain subsidiaries of the Registrants from time to time party
thereto as guarantors, the lenders from time to time party thereto, and Bank of America, N.A., as
administrative agent (incorporated by reference to Exhibit 10.41 to the Registrants Current Report on
Form 8-K dated October 25, 2006).

Indenture, dated as of June 28, 2002, among L-3 Communications Corporation, the guarantors named
therein and The Bank of New York, as trustee (incorporated by reference to Exhibit 4.1 of L-3
Communications Corporation s Registration Statement on Form S-4 (File No. 333-99757)).
Supplemental Indenture, dated as of February 14, 2008, among L-3 Communications Corporation,
The Bank of New York, as trustee, and the guarantors named therein to the Indenture dated as of June
28, 2002 among L-3 Communications Corporation, the guarantors named therein and The Bank of
New York, as trustee (incorporated by reference to Exhibit 4.5 to the Registrants Annual Report on
Form 10-K for the year ended December 31, 2007).

Indenture, dated as of May 21, 2003, among L-3 Communications Corporation, the Guarantors
named therein and The Bank of New York, as trustee (incorporated by reference to Exhibit 4.1 to L-3
Communications Corporation s Registration Statement on Form S-4 (File No. 333-106106)).
Supplemental Indenture, dated as of February 14, 2008, among L-3 Communications Corporation,
The Bank of New York, as trustee, and the guarantors named therein to the Indenture dated as of May
21, 2003 among L-3 Communications Corporation, the guarantors named therein and The Bank of
New York, as trustee (incorporated by reference to Exhibit 4.7 to the Registrants Annual Report on
Form 10-K for the year ended December 31, 2007).

Indenture, dated as of December 22, 2003, among L-3 Communications Corporation, the Guarantors
named therein and The Bank of New York, as trustee (incorporated by reference to Exhibit 10.33 to
the Registrants Annual Report on Form 10-K for the year ended December 31, 2003).
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*102

*103

*104

*105

*106

10.7
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Description of Exhibits

Supplemental Indenture, dated as of February 14, 2008, among L-3 Communications Corporation,
The Bank of New York, as trustee, and the guarantors named therein to the Indenture dated as of
December 22, 2003 among L-3 Communications Corporation, the guarantors named therein and
The Bank of New York, as trustee (incorporated by reference to Exhibit 4.9 to the Registrants
Annual Report on Form 10-K for the year ended December 31, 2007).

Indenture, dated as of November 12, 2004, among L-3 Communications Corporation, the
Guarantors and The Bank of New York, as trustee (incorporated by reference to Exhibit 4.1 to L-3
Communications Corporation s Registration Statement on Form S-4 (File No. 333-122499)).
Supplemental Indenture, dated as of February 14, 2008, among L-3 Communications Corporation,
The Bank of New York, as trustee, and the guarantors named therein to the Indenture dated as of
November 12, 2004 among L-3 Communications Corporation, the guarantors named therein and
The Bank of New York, as trustee (incorporated by reference to Exhibit 4.11 to the Registrants
Annual Report on Form 10-K for the year ended December 31, 2007).

Indenture, dated as of July 29, 2005 (Notes Indenture), among L-3 Communications Corporation,
the guarantors named therein and The Bank of New York, as trustee (incorporated by reference to
Exhibit 10.69 to the Registrants Quarterly Report on Form 10-Q for the quarter ended June 30,
2005).

Supplemental Indenture, dated as of February 14, 2008, among L-3 Communications Corporation,
The Bank of New York, as trustee, and the guarantors named therein to the Notes Indenture dated
as of July 29, 2005 among L-3 Communications Corporation, the guarantors named therein and The
Bank of New York, as trustee (incorporated by reference to Exhibit 4.13 to the Registrants Annual
Report on Form 10-K for the year ended December 31, 2007).

Indenture, dated as of July 29, 2005 (CODES Indenture), among L-3 Communications Holdings,
Inc., the guarantors named therein and The Bank of New York, as trustee (incorporated by
reference to Exhibit 10.70 to the Registrants Quarterly Report on Form 10-Q for the quarter ended
June 30, 2005).

Supplemental Indenture, dated as of February 14, 2008, among L-3 Communications Holdings,
Inc., The Bank of New York, as trustee, and the guarantors named therein to the CODES Indenture
dated as of July 29, 2005 among L-3 Communications Holdings, Inc., the guarantors named therein
and The Bank of New York, as trustee (incorporated by reference to Exhibit 4.15 to the Registrants
Annual Report on Form 10-K for the year ended December 31, 2007).

L-3 Communications Holdings, Inc. 2008 Long Term Performance Plan (incorporated by reference
to Exhibit A to L-3 Communications Holdings, Inc. s Definitive Proxy Statement on Schedule 14A
filed on March 17, 2008).

Form of L-3 Communications Holdings, Inc. 2008 Long Term Performance Plan Nonqualified
Stock Option Agreement.

Form of L-3 Communications Holdings, Inc. 2008 Long Term Performance Plan Restricted Stock
Unit Agreement.

Form of L-3 Communications Holdings, Inc. 2008 Long Term Performance Plan Performance Unit
Agreement.

Form of L-3 Communications Holdings, Inc. 2008 Long Term Performance Plan Performance Unit
Award Notice (2008 Version).

L-3 Communications Holdings, Inc. 1999 Long Term Performance Plan Amendment No. 1 to
Restricted Stock Unit Agreements.

L-3 Communications Holdings, Inc. 2008 Directors Stock Incentive Plan (incorporated by reference
to Exhibit B to L-3 Communications Holdings, Inc. s Definitive Proxy Statement on Schedule 14A
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filed on March 17, 2008).
*108 Personal Services Agreement with Robert W. Drewes.
**11 L-3 Communications Holdings, Inc. Computation of Basic Earnings Per Share and Diluted
Earnings Per Share.
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Exhibit No. Description of Exhibits
*12 Ratio of Earnings to Fixed Charges.
*31.1 Certification of President and Chief Executive Officer pursuant to Rule 13a-14(a) and
Rule 15d-14(a) of the Securities Exchange Act, as amended.
*31.2 Certification of Vice President and Chief Financial Officer pursuant to Rule 13a-14(a) and Rule
15d-14(a) of the Securities and Exchange Act, as amended.
*32 Section 1350 Certification.

Represents management contract, compensatory plan or arrangement in which directors and/or executive officers
are eligible to participate.

*  Filed herewith.

**  The information required in this exhibit is presented in Note 10 to the unaudited condensed consolidated financial

statements as of June 27, 2008 in accordance with the provisions of SFAS No. 128, Earnings Per Share.

Table of Contents 113



