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Base Team

Neutral
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Overview
Hayden Martin




Company Information

ATicker symbol: LMT

ACurrent price: $407 per share
AMarket cap: $103B
AEmployees:116k

AHeadquarters: Bethesda, Maryland

A
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Our Position

A# of Shares: 300
ACost for position: $101,786.80
AMarket value of position: $122,100.00

AUnrealized return: $20,313.20 or
43.38%

AWeighting: 12.54%

A
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What they do

ALMT is a defense contractor that designs,
develops and manufactures products and services
primarily to the US Government and allies

AThese products are Aircraft, Spacecraft and
Missiles.

ALMT also delivers 5G network solutions and
provides secure connectivity across terrestrial and
spacebased networks

A
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Revenue
Breakdown

Dylan Swanson




- A
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Contracting Process

A contract is posted to the Department of Defense.
Contractors analyze contract opportunities and obligations.
Contractors prepare a detailed bid and technical proposal.

DoD will negotiate contract terms with bidder/s before signing
agreement.

Execute

A
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Prime vs. Subcontractors

Prime

AOversee entire AHired by Prime
operation contractors

AProvides broad range ASpecialized products/
of products/ services services

Subcontractor

A
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Reportable Segments

2022 Revenue

Rotary & Mission
Systems

39.6%
25.1%

Space

16.6%

A
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Aeronautics

Aeronautics Segment:
A 40% of net sales

Provides:

A Military aircraft

A Combat & air mobility aircraft, and unmanned air
vehicles

Programs include:
A F-35 Lighting

A C-130 Hercules

A F-16 Fighter Falcon

A F-22 Raptor

A Etc.




— F-35 Lightning 2

65.7% of Aeronautics revenue 22z [RevEhie
9.3% mF-35
0.1%
27% of company wide revenue F-16
6.0%
AWor |l dés most dominant f|li gh mF-22
A Largest contract for Lockheed Martin
A Had the contract since 2001 (Prime) = C-130J
11.7%
mC-5
65.7% Classified &
Other

A
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Rotary and Mission Systems

Rotary and Mission Systems Segment:
A 25% of sales

Products:

A Helicopters

A Surface ships

A Radar systems

A Cybersecurity systems
A Missile Defense Systems

Programs Include:

A Sikorsky Helicopter

A Blackhawk Helicopter

A Seahawk

A Integrated Warfare Systems
A Etc.

LOCKHEED MABTIN%V
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Space:
A 19% of sales

Products:

A Satellites
A Defense Systems
A Transportation Systems

Programs Include:

A Orion

A SBIRS

A NGIi Next Gen Interceptor
A Classified Programs

A Etc.

LOCKHEED MART'N%
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Missiles & Fire Control

Missiles & Fire Control:
A 17% of sales

Products:

A Missile Defense Systems

A Fire Control Systems

A Manned & Unmanned Ground Vehicles
A Engineering Support

A Munitions

Programs:

A Precision Strike Missile

A Guided Multiple Launch Rocket System
A Javelin

A PACi 3

A Etc.

LOCKHEED MABTIN%/ 17




16.0%

14.0%

12.0%

10.0%

8.0%

6.0%

4.0%

2.0%

0.0%

9.1%

Space

Operating Margin by Segment

10.4% LS

Rotary and Mission Systems Aeronautics
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Revenue by Geography

_ 2022 revenue
A Foreign contracts are mostly contracted through

5.8% 2.1%

United States Government m United

States

A Works with other government bodies ol

- 9.5%
to regulate foreign sales not 0 = Europe

contracted through the DoD

m Middle
East

m Other

A
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Revenue by Contract Type

) ) 2022 Revenue
Fixed Price

A Predetermined price

Cost Reimbursable
A Cost + fee up to a predetermined ceiling

62.1%

B Fixed-price  m Cost-reimbursable

LOCKHEED MART!N%




Services Offered:

A Logistics

A Defense

A CyberSecurity
A Technical

A Scientific

A Engineering

A Management

Revenue by Product Type

A
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2013
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“\59'0

2014

Largest Customer/s Mix

mU.S. Gov mDoD

78%

71% 71% 20% 71%

75%
59% 59%

64%
|||609. |||619. ||“\

2015 2016 2017 2018 2019 2020

58%

71%

|||629.

2021
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Accounting Standards

AMust comply with DCAACost Accounting Standards (CAS)
AMust Comply withFederal Acquisition Regulation (FAR)

AMust comply withGenerally Accepted Accounting Principles
(GAAP)

A
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Backlog

ARevenue is recorded in backlog when orders are placed
AOrders placed that are yet to be fulfilled

ARevenue is typically recognized as performance obligations are met
usingpercentageof-completion costcost principles

AHigh level of visibility into future cash flows

A
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In Millions of U.S Dollars

— Backlog

m Aeronautics Missiles and Fire Control Rotary and Mission Systems m Space
$160,000
$140,000
$25,148 $29,684
$28,253
$36,249 $34,949
$100,000 $34,296 !
$18,842
$80,000
$30,030 $25,796 $29,183 $28,735
$60,000 $28,430 e $27,021
$55,601 $55,636 $56,551 $56,630
’ ’ $49,118
$_
A > N O,
) ) V V
P P § $
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Management &
Capital
Allocation

Dylan Swanson
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Frank St. John
COO

A COO since 2020
A 35+ Years with
Lockheed Martin

Executives

Jim iclet
Chairman, President, and
CEO

A CEO since 2020
A CEO at American Tower
Prior

Jay Malave
CFO

A Joined Lockheed in 2022

A CFO at L3Harris

A
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$16,000
$14,000
$12,000
$10,000
$8,000
$6,000
$4,000
$2,000
$-

Capital Allocation

m Capital Expenditures  ® Share Buybacks Dividends m Acquisitions Debt Repayments

-14%

10 Year
Average

40%

37%

28

A
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— Shares Repurchases

Share Repurchases to Revenue Shares Outstanding
14% 350.0

12% \
12% 300.0 3265

250.0

10%
253.6
8% 200.0

6% 150.0

100.0
4%

50.0
2%

e QU (N A I A PG
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Capital Expenditures

Recent Capital Expenditures Projects:

A Advance Technology
A Expand Production Capacity

70%

60%

50%

40%

30%

20%

10%

0%

) ™

N N

IS
Y.

Capex/ Net Income

60%

% 2406 2570 2404

29%

29%



Interpretation
of Financial

Statements

William Errett




. R eve n u a Millions of U.S Dollars

3-Year 3%
5-Year 6%
10-Year 4% $65,398 $67,044 $65,984 $67,393
$49,960
$45,358 $47,290

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 TT™M

A
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. G rOSS P rOfitw Millions of U.S Dollars

3-Year 0%
$9,061
5-Year 5% $8.654 $8.558
10-Year 7%
$4,187
2013 2014 2015 2016 2017 2018 2019 /’ 2020 2021 2022 TTM

LOCKHEED MABTIN%/ 34



Gross Margin

14%

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M
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Recognition of Research and Developmen
(R&D)

Cost are paid
by Lockheed

Martin
R&D is recognized as a

G/ 2al0d 2F D22

than an Operating Expense

Cost are paid by
the customer and

R&D Costs are

; ranges are
Variable g

negotiated under
contract

LOCKHEED MARTIN
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Recognition of Research and Developmen
(R&D)

F35 has well known R&L Classified Programs do

costs after decades of
production

not have predictable
R&D costs

LOCKHEED MAnr:m%7



. O pe ratl n g P rOfilt Millions of U.S Dollars

3-Year -1%

. $9,123
>-Year 0% $8545  $8,644 $8,664
10-Year 7%

$4,187

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M

LOCKHEED MABTIN%/ 38



Operating Margin

14%

2013

2014

2015

2016

2017 2018 2019/4 2020

2021

2022

TT™M
<L)
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Pension Adjustments

GAAP = Generally

ALockheed Martin has pensio Accepted Accounting

adjustments which can boost the Principles

GAAP Earnings for the business

AThis can hide the true earning CAS = Cost
power of the business Accounting

Standards

A
LOCKHEED MABTIN%/
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GAAP payments to
pensior

Pension Adjustments

CAS Removes funds

ﬁReven

Lockheed Martin Pension Fund

A
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B Segment Operating Profito.eus o

3-Year 3%
$7.379
5-Year 7% $7,152 $7,219 $7.094
10-Year 2%
$5,752

$5.588 35486

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M

LOCKHEED MABTIN%/ 42



Segment Operating Margin

14%

14%

13%

12%

11% 11% 11% 11% 11% 11%

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 TT™M

A
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I nte re St Expe n S]@Iions of U.S Dollars

$772

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M
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Interest Expense as a % of Operating Inco

<15% Threshold

12%

9%

7%
6%

—

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M
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Tax Rate

One time
reparation tax
charge of $1.9Bn

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M
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CAGR

3-Year
5-Year
10-Year

$2,981

2013

-3%
NMF
7%

2014

2015

N et I n CO m @Millions of U.S Dollars

$1,200 tailwind from
divestiture of Information
Systems & Global Solutions $7,060
Segment

2016 2017 2018 2019 Y 2020 2021 2022 TT™

LOCKHEED MABTIN%/ 47



Net Margin

10% 10% 10%

11%

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M
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— Pension Adjusted Net INCOmM@.ous oo
(PreTax Incomel Pension Adjustment) * (Tax Ratel)

3-Year 1%
5-Year NMF
10-Year 4% $5,780

$5,536

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M

LOCKHEED MABTIN%/ 49



Pension Adjusted Net Margin

9%

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 TT™M

A
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— Earnings Per Share

3-Year 0%
$27.35
5-Year NMF
10-Year 9% $24.30
2013 2014 2015 2016 2017 2018 2019 /’ 2020 2021 2022 TTM
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. Free Cash FlOWiiomsorus oo

3-Year 2%
5-Year 3% $7 699
10-Year 5% :

$6,004

$3,710

Pension
Contribution
of $5.0Bn

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M
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Return on Equity (ROE)

1816%

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M
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Return on Capital (ROC)

18%

18%

2013 2014 2015 2016 2017 2018 2019 Y 2020 2021 2022 TT™M
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O b I i g a.ti O n R ati Q Millions of U.S Dollars

Debt 17,545
(+) Leases * 7 1,342
(+) Preferred Stock 0

(+) Pension Shortfall 5,373
(-) Cash 3,673
(6) Net Income 7,060

2.9x Obligation Ratio < 5.0x

A
LOCKHEED MAnrlmﬁ/
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Debt Maturity Schedul@iesaus oo

2023 $118
2024 $0

2025 $500
2026 $1,000
2027 $750
Beyond $13,179

Interest rates ranging Largest Due in 1 year is

from 1.85% to 5.90%

A
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Value Bands &
Intraportfolio
Analysis

Hayden Martin
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Price to Free Cash Flow

c
o
S

&
p=

X
4
e
o
™

"

s
9

S
N\
N

AN
)
&

&

N
¥ O

|

LOCKHEED MABTIN%/

17.65

60




Return on Capital (ROC)

23% Median

A
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- Value Bands

Over-Valued

-------
- e - es a» a» a» e = - aes a» a» e

Under-Valued

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 202:

A
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Price to Earnings
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Price to Free Cash Flow
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Bear Team

Negative




Competitor
Analysis

Jake Gray
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Competitors
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$80

$70

$60

$50

$40

$30

$20

$10

&5 L3HARRIS”
$17.1

LHX

$36.6 I

NOC

NORTHROP GRUMMAN G D
$39.4
LMT

Revenue (2022 )sis s

LOCKHEED MAHTlﬂ/]V BOEING

$65.9 $66.6

GD

S& RTX

$67.1

RTX

69
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$200,000
$180,000
$160,000
$140,000
$120,000
$100,000
$80,000
$60,000
$40,000
$20,000
$-

NORTHROP GRUMMAN $91,137

&5 L3HARRIS®

$21 100

Backlog 2022

LOCKHEED MAHT'N

$78,743 I

$149 998

Backlog

;)(; RTX
$175,000

$200,000
$180,000
$160,000
$140,000
$120,000
$100,000
$80,000
$60,000
$40,000
$20,000
$-

—LMT

In Millions of U.S Dollars

Backlog (5 Years)

NOC —GD —LHX

RTX

GD

NORTHROP GRUMMAN

€ L3HARRIS

/

2018

A
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2019

2020 2021 2022
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Operating Margin

LOCKHEED MAHTIN/]V

13%
SV RTX &5 L3HARRIS®
000 10% 10%
NORTHROP GRUMMAN 0
9%
BOEING
BA RTX LMT
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BOLEING

BA

€ L3HARRIS

4%

LHX

Net Margin

5& RTX
8%

RTX

NORTHROP GRUMMAN

LOCKHEED M’AH’TI’N/7’/ 12%

GD 10%

8%

GD LMT NOC

A
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&5 L3HARRIS

4%
]

LHX

Return on Equity

A
LOCKHEED MAnrlm///
68%

NOR77-IROP GRUMMAN

2%

- 18%
e RTX
E0 BOEING
0%
NOC LMT BA
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Return on Capital

LOCKHEED MAHT'N/]‘/

25%
NORTHROP GRUMMAN

18%

5& RTX 2%

&5 L3HARRIS

LMT
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Dividend Yield%

Az

. e RIX
LOCKHEED MAHT'N/// 32%
3.0%
i 18% I
NOC LMT RTX

A
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16x

12x

8x

4x

Ox

LOCKHEED MA:IT:{/¢/

BA

Obligation Ratio

A

NORTHROP GRUMMAN

2x / 2X
LMT NOC

€5 L3HARRIS
12x

5& RTX

6X

RTX LHX

76
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Risk Factors

Joaquin Rodriguez
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— TR-3: Tech Refresh 3

TR-3:
A Critical computer processing electronics upgrade
Upgrades:
A New sensor suites, more lengnge precision weapons,
improved electronic warfare features, more powerful data

fusion, and increased crepktform interoperability.

A
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— TR-3: Delay

Reasons for Delay:

A Late hardware deliveries
A Subcomponents to that hardware were also late

A Compression of time for flight testing

A Government and industry wanted to try to keep the original
schedule

LOCKHEED MABTIN%V 79



F-35 Delivery Delays

Management has consistently Delivery Expectations FY23

. 160
downgraded guidance for¥o 0
110
I 97

deliveries In the past 2 quarters. 140
120
4Q22 1023 2023

100
80
60
40

20

A
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F-35 Dependency

Alncreasing % of sales

AConcentration Risk

AProgram delays can impact

30%

28%

26%

24%

percentage of backlog recognized,

20%

35 % of revenue

28%

27% 27% 27% 27%

23%

2016 2017 2018 2019 2020 2021 2022

LOCKHEED MART!N%




Impact of Delivery Delays

FY23 Aeronautics Guidance

ANo impact to margins, impact of

-1% of aeronautics revenue 1Q23 $26,800  $26,900  $27,000
2023 $26,500 $26,650 $26,800
Almpact on total revenue of ‘
-0.5%
1023 $2,805 $2,815 $2,825
AAt 150 production capacity 2Q23 SIS || WY || S ‘
1023 10.4% 10.4% 10.4%
APercentage of Completion basis | current 10.4% 10.4% 10.4%

A
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New Political Regime

AUpcoming 2024 Presidential | @ mrows

Elections o ,
Historical Department of Defense Budget Authority

ANew presidents can impact the -
Department of Defense budget ..

300,000
200,000
100,000
0

A
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Future Vertical Lift Initiative

ABell Textron was recently awarded
the contract for a component of the

Future Vertical Lift Initiative
(FLR A A) BELL V-280 VALOR

AThisgrogra[n is to rebuild the entire
U. . A0s rotary f

ALockheed was the only other bidder

AThreat to Lockheedé6és rotary
dominance

A
LOCKHEED MABTIN%/

> -yl Selected to serve our Soldiers.
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Valuation

Dylan Swanson




Valuation Methods

[ Multiples ]
{ 2 Stage DCF ] h - = | S
[ Earnings Growth }

A
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- 5-Year EPS Model

Ticker: LMT Discount rate:
10%

Price: $397.35
5 Year Discounted Cash Flow

Total Return Annual
P/E Price PV 5 YR Return Return

12.0x
Current 2023 2024 2025 2026 2027 $348.28 $216.25 (12.4)% (2.6)%
EPS $27.36 $26.81 $27.35  $27.90 $28.45  $29.02 15.0x $435.35 $270.32 9.6% 1.8%
-2% 2% 2% 2% 2% 18.0x $522.41 $324.38 31.5% 5.6%

12.0x
E— Current 2023 2024 2025 2026 2027 $384.09 $238.49 (3.3)% (0.7)%
EPS $27.36  $27.36 $28.45  $29.59  $30.78  $32.01 15.0x $480.11 $298.11 20.8% 3.9%
0% 4% 4% 4% 4% 18.0x $576.13 $357.73 45.0% 7.7%

12.0x
Current 2023 2024 2025 2026 2027 $422.79 $262.52 6.4% 1.2%
EPS $27.36  $27.91 $29.58  $31.36  $33.24  $35.23 15.0x $528.48 $328.15 33.0% 5.9%
2% 6% 6% 6% 6% 18.0x $634.18 $393.78 59.6% 9.8%

/]
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Results

Total RoR Sensitivity
$450.00
$400.00
Est. EPS growth rate SES00
$300.00
1% 3% 504 $250.00
$200.00
$150.00
12.0x (2.6)% (0.7)% 1.2%
LL] $100.00
o $50.00
15.0x 1.8% 3.9% 5.9%
$0.00
Present
18.0x 5.6% 7.7% 9.8% el
A

Bear

Market Value vs Intrinsic Value

$298.11

Base

LOCKHEED MART!N%

Bull
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GuruFocudPDCF

Growth Stage Rate 4.0%
Terminal Stage Rate 4.0%
Discount Rate 10.0%

-20% Margin of Safety

$450.00
$400.00
$350.00
$300.00
$250.00
$200.00
$150.00
$100.00

$50.00

$0.00

LOCKHEED MART!N%

$319.66

Fair Value

$397.35

Current Price

89




Conclusion

ANegative Margin of Safety

AVery Wide Moat (

ARisk are not strong enough to consider
selling

HOLD 1

ATrue Compounder

LOCKHEED MART!N%
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Bull Team

Positive

A
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Economic Moat

Pablo Samanez
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— Intangible Assets

Intellectual Property: INTERCONTINENTAL BALLISTIC MISSILES
A Patents domestically and internationall§,841 active globally E[,I,"' YEARS OF PAR\TNERSHW
A Trade secrets guaranteed by the government \ i)
A Copyrights- Specialized Software
A Classified projectsc ano6t di scl ose t o

Unique Economics:

A sticky Customers The U.S Government loves weapons
A Barriers to Entryi This is a highly regulated industry

LOCKHEED MARTIN ﬁ

A
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Intangible Assets

Product Complexity

A Extremely sophisticated products
A Products require mass amounts of R&D |

LOCKNEED MARTIN .

Research & Development I

A Ability to take on sunk cost

Contract Structure

A Long procurement cycle = long term contract
A High visibility into future revenues
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Switching Costs

Mission Critical:

Alt takes time to learn new equipment & systems
AProduct failure can cost not only money and time, but lives
Alt is difficult to switch cybeisecurity systems
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Economies of Scale:

ASpread high fixed costs over a wide

base of products

AAble to spend massive amounts ¢n
Research & Development and sti|l

have low unit costs

Cost Advantages

The Evolution Of The F-35's Unit Cost

Estimated unit cost of the F-35A by low rate initial production contract (in million U.S. dollars)’

Unit cost 221.2

161.7
128.2
111.6
I I 107.0 103.0 102.1

Contract LRIP-1 LRIP-2 LRIP-3 LRIP-4 LRIP-5 LRIP-6 LRIP7 LRIP8 LRIP-9 LRIP- 10

Year 2007 2007 2008 2010 2012 2013 201 14 2016 201
@ ® @ * LRIP-1 to 9 excludes the costs of the engine
Sources: Lockheed Martin, Jane's 360, =
@statistaCharts Aviation Week, FlightGlobal, Military.com FOI'bes statlsta 5
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Growth
Opportunities

Pablo Samanez
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Growth Opportunities Covered

{ Aeronautics } Classified Programs

{ Rotary & Mission Systems } { Defense Spending ]

{ Space } { Missiles & Fire Control ]




