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Telephone (858) 277-6780

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months, and (2) has been subject to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company (as defined in Rule 12b-2 of the Exchange Act).

Large accelerated filer x Accelerated filer ¨

Non-accelerated filer o Small Reporting Company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12-b-2 of the Exchange Act). Yes o No x

As of July 22, 2013, registrant had only one class of common stock of which there were 26,736,307 shares outstanding (after deducting
8,945,300 shares held as treasury stock).
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PART I - FINANCIAL INFORMATION

ITEM 1 - FINANCIAL STATEMENTS

CUBIC CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

(amounts in thousands, except per share data)

Nine Months Ended Three Months Ended
June 30, June 30,

2013 2012 2013 2012

Net sales:
Products $ 432,226 $ 498,829 $ 131,557 $ 189,743
Services 585,895 522,979 208,888 175,654

1,018,121 1,021,808 340,445 365,397

Costs and expenses:
Products 311,964 338,564 93,946 118,431
Services 462,075 430,602 164,458 153,552
Selling, general and administrative 126,447 121,010 44,130 42,751
Research and development 19,346 21,395 6,426 8,427
Amortization of purchased intangibles 12,192 11,357 4,362 3,650
Restructuring costs 6,198 � 114 �

938,222 922,928 313,436 326,811

Operating income 79,899 98,880 27,009 38,586

Other income (expense):
Interest and dividend income 1,279 2,423 530 697
Interest expense (2,438) (899) (922) (221)
Other income (expense) - net (764) 95 (813) (950)

Income before income taxes 77,976 100,499 25,804 38,112

Income taxes 19,859 29,538 7,416 11,338

Net income 58,117 70,961 18,388 26,774

Less noncontrolling interest in income of VIE 149 149 24 53

Net income attributable to Cubic $ 57,968 $ 70,812 $ 18,364 $ 26,721

Net income per share attributable to Cubic
Basic $ 2.17 $ 2.65 $ 0.69 $ 1.00
Diluted $ 2.17 $ 2.65 $ 0.69 $ 1.00

Dividends per common share $ 0.12 $ 0.12 $ � $ �
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Weighted average shares used in per share
calculations:
Basic 26,736 26,736 26,736 26,736
Diluted 26,745 26,736 26,762 26,736

See accompanying notes.

3

Edgar Filing: CUBIC CORP /DE/ - Form 10-Q

5



Table of Contents

CUBIC CORPORATION

CONDENSED CONSOLIDATED

STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)

(in thousands)

Nine Months Ended Three Months Ended
June 30, June 30,

2013 2012 2013 2012

Net income $ 58,117 $ 70,961 $ 18,388 $ 26,774
Other comprehensive income (loss):
Foreign currency translation (15,185) 3,313 (1,872) (4,880)
Net unrealized gain (loss) from cash flow hedges 4,703 840 4,706 (1,288)
Net unrealized gain (loss) on available-for-sale
securities, net of deferred tax (5) � (5) �
Total other comprehensive income (loss) (10,487) 4,153 2,829 (6,168)
Total comprehensive income $ 47,630 $ 75,114 $ 21,217 $ 20,606

4

Edgar Filing: CUBIC CORP /DE/ - Form 10-Q

6



Table of Contents

CUBIC CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(in thousands)

June 30, September 30,
2013 2012

ASSETS
Current assets:
Cash and cash equivalents $ 212,451 $ 212,267
Restricted cash 68,853 68,749
Marketable securities 4,049 �
Accounts receivable - net 388,436 350,697
Recoverable income taxes 6,673 7,083
Inventories - net 48,312 52,366
Deferred income taxes and other current assets 17,035 21,564
Total current assets 745,809 712,726

Long-term contract receivables 19,850 22,070
Long-term capitalized contract costs 61,782 26,875
Property, plant and equipment - net 54,770 55,327
Goodwill 183,895 146,933
Purchased intangibles - net 58,517 39,374
Other assets 20,974 23,012

$ 1,145,597 $ 1,026,317

LIABILITIES AND SHAREHOLDERS� EQUITY
Current liabilities:
Trade accounts payable $ 31,293 $ 47,917
Customer advances 107,256 100,764
Accrued compensation and other current liabilities 114,100 108,668
Income taxes payable 7,229 20,733
Current portion of long-term debt 529 4,561
Total current liabilities 260,407 282,643

Long-term debt 102,380 6,942
Other long-term liabilities 66,412 66,390

Shareholders� equity:
Common stock 14,208 12,574
Retained earnings 769,803 715,043
Accumulated other comprehensive loss (31,635) (21,148)
Treasury stock at cost (36,078) (36,078)
Shareholders� equity related to Cubic 716,298 670,391
Noncontrolling interest in variable interest entity 100 (49)
Total shareholders� equity 716,398 670,342

$ 1,145,597 $ 1,026,317

See accompanying notes.
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CUBIC CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(in thousands)

Nine Months Ended Three Months Ended
June 30, June 30,

2013 2012 2013 2012
Operating Activities:
Net income $ 58,117 $ 70,961 $ 18,388 $ 26,774
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Depreciation and amortization 18,014 17,140 6,417 5,843
Share-based compensation expense 1,634 � 1,575 �
Changes in operating assets and liabilities (84,595) (126,916) 22,761 (31,524)
NET CASH PROVIDED BY (USED IN)
OPERATING ACTIVITIES (6,830) (38,815) 49,141 1,093

Investing Activities:
Acquisition of businesses, net of cash acquired (60,649) � (7,377) �
Purchases of property, plant and equipment (6,209) (13,244) (2,348) (3,094)
Purchases of marketable securities (4,054) � (4,054) �
Proceeds from sales or maturities of marketable
securities � 25,829 � 7,895
NET CASH PROVIDED BY (USED IN)
INVESTING ACTIVITIES (70,912) 12,585 (13,779) 4,801

Financing Activities:
Proceeds from short-term borrowings 70,000 � � �
Principal payments on short-term borrowings (70,000) � (25,000) �
Proceeds from long-term borrowings 100,000 � 50,000 �
Principal payments on long-term debt (8,407) (4,411) (134) (137)
Dividends paid (3,208) (3,208) � �
Net change in restricted cash (104) (68,584) (20) �
Contingent consideration payments related to
acquisitions of businessess (224) � (224) �
NET CASH PROVIDED BY (USED IN)
FINANCING ACTIVITIES 88,057 (76,203) 24,622 (137)

Effect of exchange rates on cash (10,131) 4,414 3,862 (5,394)

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS 184 (98,019) 63,846 363

Cash and cash equivalents at the beginning of
the period 212,267 329,148 148,605 230,766

CASH AND CASH EQUIVALENTS AT THE
END OF THE PERIOD $ 212,451 $ 231,129 $ 212,451 $ 231,129

Supplemental disclosure of non-cash investing
and financing activities:
Liability incurred to acquire NEK, net $ 12,108 $ � $ � $ �
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CUBIC CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

June 30, 2013

Note 1 � Basis for Presentation

Cubic Corporation (�we�, �us�, and �Cubic�) has prepared the accompanying unaudited condensed consolidated financial statements in accordance
with U.S. generally accepted accounting principles (GAAP) for interim financial information and with the instructions to Form 10-Q and
Article 10 of Regulation S-X. Accordingly, they do not include all information and footnotes required by accounting principles generally
accepted in the United States for complete financial statements.

In our opinion, all adjustments necessary for a fair presentation of these financial statements have been included, and are of a normal and
recurring nature. Operating results for the three- and nine- month periods ended June 30, 2013 are not necessarily indicative of the results that
may be expected for the year ending September 30, 2013. For further information, refer to the consolidated financial statements and footnotes
thereto included in our Annual Report on Form 10-K for the year ended September 30, 2012.

The preparation of the financial statements in conformity with GAAP requires us 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 revenues and expenses during the reporting period. Actual results could differ from those estimates.

There have been no material changes to our significant accounting policies as compared with the significant accounting policies described in the
Annual Report on Form 10-K for the fiscal year ended September 30, 2012, other than the revisions to or addition of the following:

Revenue recognition.

We generate revenue from the sale of products such as mass transit fare collection systems, air and ground combat training systems, and secure
communications products. We also generate revenue from services we provide such as specialized military training exercises, including live,
virtual and constructive training exercises and support, and we operate and maintain fare systems for mass transit customers. We classify sales as
products or services in our Consolidated Statements of Income based on the attributes of the underlying contracts.
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We recognize sales and profits under our long-term fixed-price contracts, which generally require a significant amount of development effort in
relation to total contract value, using the cost-to-cost percentage-of-completion method of accounting. We record sales and profits based on the
ratio of contract costs incurred to estimated total contract costs at completion. Contract costs include material, labor and subcontracting costs, as
well as an allocation of indirect costs. For contracts with the U.S. federal government, general and administrative costs are included in contract
costs; however, general and administrative costs are not considered contract costs for any other customers. Costs are recognized as incurred for
contracts accounted for under the cost-to-cost percentage-of-completion method.

For certain other long-term, fixed price production contracts not requiring substantial development effort we use the units-of-delivery
percentage-of-completion method as the basis to measure progress toward completing the contract and recognizing sales. The units-of delivery
measure recognizes revenues as deliveries are made to the customer generally using unit sales values in accordance with the contract terms.
Costs of sales are recorded as deliveries are made. We estimate profit as the difference between total estimated revenue and total estimated cost
of a contract and recognize that profit over the life of the contract based on deliveries.

For long-term fixed price contracts, we only include amounts representing contract change orders, claims or other items in the contract value
when they can be reliably estimated and we consider realization probable. Changes in estimates of sales, costs and profits are recognized using
the cumulative catch-up method of accounting. This method recognizes in the current period the cumulative effect of the changes on current and
prior periods. A significant change in one or more of these estimates could have a material effect on our consolidated financial position or results
of operations.

We record sales under cost-reimbursement-type contracts as we incur the costs. The Federal Acquisition Regulations provide guidance on the
types of costs that we will be reimbursed in establishing the contract price. We consider incentives or penalties and awards applicable to
performance on contracts in estimating sales and profits, and record them when there is sufficient information to assess anticipated contract
performance. We do not recognize incentive provisions that increase or decrease earnings based solely on a single significant event until the
event occurs.

7
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We occasionally enter into contracts that include multiple deliverables such as the construction or upgrade of a system and subsequent services
to operate and maintain the delivered system. For multiple element contracts that were entered prior to October 1, 2009, a delivered item was
considered a separate unit of accounting when it had value to the customer on a standalone basis and there was objective and reliable evidence of
the fair value of the undelivered items. For contracts where we are unable to conclude there were separate units of accounting, we combine the
deliverables and recognize revenue once the final item has been delivered or, if the final element is a service, over the period of performance.

We elected to adopt authoritative accounting guidance for multiple-element arrangements effective October 1, 2009 on a prospective basis. This
guidance affected the accounting conclusion as to whether a deliverable under a contract is considered a separate unit of accounting, and also
affected the method that is used to allocate arrangement consideration to each separate unit of accounting. The new guidance eliminates the
requirement for objective and reliable evidence of fair value to exist for the undelivered items in order for a delivered item to be treated as a
separate unit of accounting. The new guidance also requires arrangement consideration to be allocated at the inception of the arrangement to all
deliverables using the relative-selling-price method and eliminates the use of the residual method of allocation. Under the relative-selling-price
method, the selling price for each deliverable is determined using vendor specific objective evidence (VSOE) of selling price or third-party
evidence of selling price if VSOE does not exist. If neither VSOE nor third-party evidence of selling price exists for a deliverable, which is
typically the case for our contracts, the guidance requires us to determine the best estimate of the selling price, which is the price at which we
would sell the deliverable if it were sold on a standalone basis. In estimating the selling price of the deliverable on a standalone basis, we
consider our overall pricing models and objectives, including the factors we contemplate in negotiating our contracts with our customers. The
pricing models and objectives that we use are generally based upon a cost-plus margin approach, with the estimated margin based in part on
qualitative factors such as perceived customer pricing sensitivity and competitive pressures.

Once the contract value is allocated to the separate deliverables under a multiple-element arrangement, revenue recognition guidance relevant to
each contractual element is followed. For example, for the long-term construction portion of a contract we use the percentage-of completion
method and for the services portion we recognize the service revenues on a straight-line basis over the contractual service period or based on
measurable units of work performed or incentives earned. Revenue under our service contracts with the U.S. government is recorded under the
cost-to cost percentage-of-completion method. Award fees and incentives related to performance under these service contracts are accrued
during the performance of the contract based on our historical experience and estimates of success with such awards.

Revenue under contracts for services other than those with the U.S. government and those associated with design, development, or production
activities is recognized either as services are performed or when a contractually required event has occurred, depending on the contract. For such
contracts that contain measurable units of work performed we recognize sales when the units of work are completed. Certain of our
transportation systems service contracts contain service level or system usage incentives, for which we recognize revenues when the incentive
award is fixed or determinable. These contract incentives are generally based upon monthly service levels or monthly performance and become
fixed or determinable on a monthly basis. However, one of our transportation systems service contracts contains annual system usage incentives
which are based upon system usage compared to annual baseline amounts. For this contract the annual system usage incentives are not
considered fixed or determinable until the end of the contract year for which the incentives are measured, which falls within the second quarter
of our fiscal year. Revenue under such contracts that do not contain measurable units of work performed, which is generally the case for our
service contracts, is recognized on a straight-line basis over the contractual service period, unless evidence suggests that the revenue is earned, or
obligations fulfilled, in a different manner. Costs incurred under these services contracts are expensed as incurred.

We make provisions in the current period to fully recognize any anticipated losses on contracts. If we receive cash on a contract prior to revenue
recognition or in excess of inventoried costs, we classify it as a customer advance on the balance sheet.

8
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Recognizing assets acquired and liabilities assumed in business combinations.

Acquired assets and assumed liabilities are recognized in a business combination on the basis of their fair values at the date of acquisition. We
assess fair value, which is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date, using a variety of methods including income approaches such as present value techniques or cost
approaches such as the estimation of current selling prices and replacement values. Fair value of the assets acquired and liabilities assumed,
including intangible assets, and contingent payments, are measured based on the assumptions and estimations with regards to the variable factors
such as the amount and timing of future cash flows for the asset or liability being measured, appropriate risk-adjusted discount rates,
nonperformance risk, or other factors that market participants would consider. Upon acquisition, we determine the estimated economic lives of
the acquired intangible assets for amortization purposes, which are based on the underlying expected cash flows of such assets. Adjustments to
inventory are based on the fair market value of inventory and amortized into income based on the period in which the underlying inventory is
sold. Goodwill is an asset representing the future economic benefits arising from other assets acquired in a business combination that are not
individually identified and separately recognized. Actual results may vary from projected results and assumptions used in the fair value
assessments.

Stock-Based Compensation

Restricted stock units awards (RSUs) are granted to eligible employees and directors and represent rights to receive shares of common stock at a
future date if vesting occurs. RSUs granted to date have either time-based vesting or performance-based vesting. Compensation expense for all
restricted stock unit awards is measured at fair value at the grant date and recognized based upon the number of RSUs that ultimately vest. We
determine the fair value of RSUs based on the closing market price of our common stock on the grant date. The grant date of the
performance-based RSUs takes place when the grant is authorized and the specific achievement goals are communicated.

Compensation expense for time-based vesting awards is recorded on a straight-line basis over the requisite service period, adjusted by estimated
forfeiture rates. Vesting of performance-based RSUs is tied to achievement of specific company goals over the measurement period. For all
performance-based RSUs granted to date, the measurement period is October 1, 2012 through September 30, 2015. For purposes of measuring
compensation expense for performance-based RSUs, at each reporting date we estimate the number of shares for which vesting is deemed
probable based on management�s expectations regarding achievement of the relevant performance criteria, adjusted by estimated forfeiture rates.
Compensation expense for the number of shares ultimately expected to vest is recognized on a straight-line basis over the requisite service
period for the performance-based RSUs. The recognition of compensation expense associated with performance-based RSUs requires judgment
in assessing the probability of meeting the performance goals. For performance-based RSUs, there may be significant expense recognition or
reversal of recognized expense in periods in which there are changes in the assessed probability of meeting performance-based vesting criteria.

Net Income Per Share

Basic net income per share (EPS) is computed by dividing the net income for the period by the weighted average number of common shares
outstanding during the period, including vested RSUs.
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Diluted EPS is computed by dividing the net income for the period by the weighted average number of common and common equivalent shares
outstanding during the period. Common equivalent shares consist of dilutive restricted stock units. Dilutive restricted stock units are calculated
based on the average share price for each fiscal period using the treasury stock method. For RSUs with performance-based vesting, no common
equivalent shares are included in the computation of diluted EPS until the related performance criteria have been met. Basic and diluted EPS are
computed as follows (amounts in thousands, except per share data).
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Nine Months Ended Three Months Ended
June 30, June 30,

2013 2012 2013 2012
Net income attributable to Cubic $ 57,968 $ 70,812 $ 18,364 $ 26,721

Weighted average shares - basic 26,736 26,736 26,736 26,736
Effect of dilutive securities 9 � 26 �
Weighted average shares - diluted 26,745 26,736 26,762 26,736

Net income per share attributable to Cubic,
basic $ 2.17 $ 2.65 $ 0.69 $ 1.00
Effect of dilutive securities � � � �
Net income per share attributable to Cubic,
diluted $ 2.17 $ 2.65 $ 0.69 $ 1.00

Anti-dilutive employee share-based awards � � � �

Note 2 � Acquisitions

NEK

On December 14, 2012, Cubic acquired from NEK Advanced Securities Group, Inc. (Seller) the customer contracts and operating assets of NEK
Special Programs Group LLC (NEK), which consists of the Seller�s Special Operation Forces training business based in Fayetteville, North
Carolina and Colorado Springs, Colorado. This acquisition will expand the scope of services and customer base of our Mission Support Services
(MSS) segment. In connection with the acquisition, we hired more than 200 employees of the Seller�s Special Operations Forces training
business. This transaction has been accounted for as a business combination. The results of the acquired operations have been included in our
condensed consolidated financial statements since the acquisition date. For the three months ended June 30, 2013 the amount of NEK�s net sales
and net loss after taxes included in our consolidated statement of income were $11.4 million and $0.5 million, respectively. For the nine months
ended June 30, 2013 the amounts of NEK�s net sales and net loss after taxes were $21.1 million and $0.8 million respectively. Included in the
NEK operating results are $0.6 million in transaction related costs incurred during the nine months ended June 30, 2013.

The acquisition agreement states that the cost of the acquisition will total $52.0 million, adjusted by the difference between the net working
capital acquired and targeted working capital amounts, less amounts that will not be due if certain future events fail to occur. The
acquisition-date fair value of consideration transferred is estimated to be $52.6 million. In December 2012, we paid the Seller cash consideration
of $33.1 million and we recorded a current liability of approximately $19.5 million as an estimate of additional cash consideration that was due
to the Seller. In the third quarter of fiscal 2013 we paid the Seller $7.4 million of this additional cash consideration. At June 30, 2013 our
remaining liability for the estimated additional cash consideration due to the Seller is $12.1 million. The timing of the payment of $1.0 million of
the additional cash consideration will be accelerated if the Seller causes certain events to occur, but will ultimately be paid over the passage of
time regardless of whether these events occur. Approximately $11.1 million of the additional cash consideration is contingent upon future
events, including the novation of certain of the Seller�s contracts to NEK. We have estimated the fair value of the contingent consideration using
a probability-weighted discounted cash flow model. We have estimated that the probability of payment of any amounts less than the maximum
possible additional cash consideration of $11.1 million is remote, and we have estimated that the contingent consideration amounts will be paid
within six to nine months of the acquisition date. As such, we have estimated that the fair value of the additional cash consideration at June 30,
2013 approximates the maximum possible contingent payments to the Seller of $11.1 million. There has been no change in the estimated fair
value of the total estimated contingent payments to be made to the Seller since the date of the acquisition.
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The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the acquisition date (in millions):

Customer relationships $ 13.3
Corporate trade names 4.9
Non-compete agreements 0.2
Accounts receivable -billed 3.1
Accounts receivable -unbilled 7.7
Accounts payable (3.0)
Other net liabilities assumed (0.4)
Net identifiable assets acquired 25.8
Goodwill 26.8
Net assets acquired $ 52.6

The estimated fair value of the accounts receivable and accounts payable will be finalized as further information is received from the Seller
regarding these items.

The preliminary estimated fair values of purchased intangibles were determined using the valuation methodology deemed to be the most
appropriate for each type of asset being valued. Each of the valuation methodologies used were various methods under the income
approach. The trade names valuation used the relief from royalty approach. The customer relationships valuation used the excess earnings
approach and the non-compete agreements valuation used the with and without approach. The intangible assets will be amortized using a
combination of straight-line and accelerated methods based on the expected cash flows from the assets, over a weighted average useful life of
four years from the date of acquisition.

The goodwill resulting from the acquisition consists primarily of the synergies expected from combining the operations of NEK and our MSS
business and the acquired assembled workforce. The anticipated synergies include the ability to expand services offerings and cost reductions.
The amount recorded as goodwill is allocated to our MSS segment and is expected to be deductible for tax purposes.

Based upon the preliminary estimate of the fair value of identifiable intangible assets, the estimated amortization expense related to the
intangible assets recorded in connection with our acquisition of NEK for fiscal years 2013 through 2017 is as follows (in millions):

Year Ended
September 30, 

2013 $ 3.0
2014 3.4
2015 2.9
2016 2.4
2017 1.9

NextBus
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On January 24, 2013, Cubic acquired all of the outstanding capital stock of NextBus, Inc. (NextBus) from Webtech Wireless, Inc. (Webtech).
NextBus provides products and services to transit agencies which provide real-time passenger information to transit passengers, expanding the
portfolio of services and customer base of our Cubic Transportation Systems (CTS) segment. This transaction has been accounted for as a
business combination. The results of the acquired NextBus operations have been included in our condensed consolidated financial statements
since the acquisition date. For the three months ended June 30, 2013 the amount of NextBus� net sales and net loss after taxes included in our
Condensed Consolidated Statement of Income were $3.1 million and $0.1 million, respectively. For the nine months ended June 30, 2013 the
amounts of NextBus� net sales and net loss after taxes were $4.6 million and $0.3 million respectively. Included in the NextBus operating results
are $0.2 million in transaction related costs incurred during the nine months ended June 30, 2013.
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The purchase agreement states that the cost of the acquisition will total $20.7 million, adjusted by the difference between the net working capital
acquired and targeted working capital amounts. The acquisition-date fair value of consideration transferred is estimated to be $20.2 million. In
January 2013, we paid cash of $20.7 million and recorded a current asset of approximately $0.7 million as an estimate of the cash that will be
received from Webtech in connection with the working capital settlement. In our third fiscal quarter of 2013 we adjusted the estimated working
capital settlement receivable to $0.4 million and received this settlement amount.

The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the acquisition date (in millions):

Customer relationships $ 8.8
Accounts receivable, net 2.2
Backlog 1.7
Acquired technology 1.3
Corporate trade names 1.0
Accounts payable and accrued expenses (1.1)
Deferred tax liabilities, net (3.3)
Other net liabilities assumed (1.2)
Net identifiable assets acquired 9.4
Goodwill 10.8
Net assets acquired $ 20.2

The estimated fair values of the assets acquired and liabilities assumed, including the fair value of purchased intangibles, and net deferred tax
liabilities are preliminary estimates pending the finalization of our valuation analyses. The net deferred tax liabilities were primarily recorded to
reflect the tax impact of the identified intangible assets that will not generate tax deductible amortization expense.

The preliminary estimated fair values of purchased intangibles were determined using the valuation methodology deemed to be the most
appropriate for each type of asset being valued. Each of the valuation methodologies used were various methods under the income approach.
The customer relationships and backlog valuations used the excess earnings approach. The trade names and technology valuations used the relief
from royalty approach.

The goodwill resulting from the acquisition consists primarily of the synergies expected from combining the operations of NextBus and our CTS
business and the acquired assembled workforce. The anticipated synergies include the ability to expand services offerings and cost reductions.
The amount recorded as goodwill is allocated to our CTS segment and is not expected to be deductible for tax purposes.

The intangible assets will be amortized using a combination of accelerated and straight-line based on the expected cash flows from the assets,
over a weighted average useful life of 5 years from the date of acquisition. Based upon the preliminary estimate of the fair value of identifiable
intangible assets, the estimated amortization expense related to the intangible assets recorded in connection with our acquisition of NextBus for
fiscal years 2013 through 2017 is as follows (in millions):

Year Ended
September 30, 

2013 $ 1.2
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2014 1.6
2015 1.5
2016 1.4
2017 1.3
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The following unaudited pro forma information presents our consolidated results of operations as if NextBus and NEK had been included in our
consolidated results since October 1, 2011 (in millions):

Nine Months Ended Three Months Ended
June 30, June 30,

2013 2012 2013 2012

Net sales $ 1,031.4 $ 1,059.7 $ 340.4 $ 379.1

Net income attributable to Cubic $ 58.7 $ 72.6 $ 18.4 $ 27.5

The pro forma information includes adjustments to give effect to pro forma events that are directly attributable to the acquisitions and have a
continuing impact including the amortization of purchased intangibles and the elimination of interest expense for the repayment of debt. No
adjustments were made for transaction expenses, other adjustments that do not reflect ongoing operations or for operating efficiencies or
synergies. The pro forma financial information is not necessarily indicative of what the consolidated financial results of our operations would
have been had the acquisitions been completed on October 1, 2011, and it does not purport to project our future operating results.

Note 3 � Balance Sheet Details

Marketable securities consist of exchange traded funds whose underlying assets consist of highly liquid debt instruments with short-term
maturities. Marketable securities are classified and accounted for as available-for-sale.  These investments are recorded at fair value in the
accompanying Condensed Consolidated Balance Sheets and the change in fair value is recorded, net of taxes, as a component of other
comprehensive income. There have been no significant realized or unrealized gains or losses on these marketable securities to date. Marketable
securities have been classified as current assets in the accompanying Condensed Consolidated Balance Sheets based upon the nature of the
securities and availability for use in current operations.

The components of accounts receivable are as follows (in thousands):

June 30, September 30,
2013 2012

Trade and other receivables $ 17,212 $ 17,543
Long-term contracts:
Billed 81,867 91,132
Unbilled 309,839 264,555
Allowance for doubtful accounts (632) (463)
Total accounts receivable 408,286 372,767
Less estimated amounts not currently due (19,850) (22,070)
Current accounts receivable $ 388,436 $ 350,697

The amount classified as not currently due is an estimate of the amount of long-term contract accounts receivable that will not be collected
within one year from June 30, 2013 under transportation systems contracts in the U.S. and Australia based upon the payment terms in the
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contracts. The non-current balance at September 30, 2012 represented non-current amounts due from customers under transportation systems
contracts in the same locations.
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Inventories consist of the following (in thousands):

June 30, September 30,
2013 2012

Work in process and inventoried costs under long-term contracts $ 79,978 $ 78,796
Customer advances (32,164) (27,288)
Raw material and purchased parts 498 858
Net inventories $ 48,312 $ 52,366

Pursuant to contract provisions, agencies of the U.S. government and certain other customers have title to, or security interest in, inventories
related to such contracts as a result of advances, performance-based payments, and progress payments. Contract advances, performance-based
payments and progress payments received are recorded as an offset against the related inventory balances for contracts that that are accounted
for on a percentage-of-completion basis using units-of-delivery as the basis to measure progress toward completing the contract. This
determination is performed on a contract by contract basis. Any amount of payments received in excess of the cumulative amount of accounts
receivable and inventoried costs for a contract is classified as advanced payments, which is classified as a liability on the balance sheet.

At June 30, 2013, work in process and inventoried costs under long-term contracts includes approximately $2.5 million in costs incurred outside
the scope of work or in advance of a contract award compared to $1.9 million at September 30, 2012. We believe it is probable that we will
recover these costs, plus a profit margin, under contract change orders or awards within the next year.

Long-term capitalized contract costs include costs incurred on a contract to develop and implement a transportation fare system for a customer
for which revenue will not begin to be recognized until the system has been delivered.

Note 4 � Fair Value of Financial Instruments

We carry financial instruments including cash equivalents, accounts receivable, short-term borrowings, accounts payable and accrued liabilities
at cost, which we believe approximates fair value because of the short-term maturity of these instruments. Receivables consist primarily of
amounts due from U.S. and foreign governments for defense products and local government agencies for transportation systems. Due to the
nature of our customers, we generally do not require collateral. We have limited exposure to credit risk as we have historically collected
substantially all of our receivables from government agencies.

The valuation techniques required for fair value accounting are based upon observable and unobservable inputs. Observable inputs reflect
market data obtained from independent sources, while unobservable inputs reflect internal market assumptions. The two types of inputs create
the following fair value hierarchy:

• Level 1 - Quoted prices for identical instruments in active markets.
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• Level 2 - Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in markets that
are not active; and model-derived valuations whose inputs are observable or whose significant value drivers are observable.

• Level 3 - Significant inputs to the valuation model are unobservable.

The following table presents assets and liabilities measured and recorded at fair value on our Condensed Consolidated Balance Sheets on a
recurring basis (in thousands). The fair value of cash equivalents approximates their cost. Derivative financial instruments related to foreign
currency forward contracts are measured at fair value, the material portions of which are based on active or inactive markets for identical or
similar instruments or model-derived valuations whose inputs are observable. Where model-derived valuations are appropriate, we use the
applicable credit spread as the discount rate. Credit risk related to derivative financial instruments is considered minimal and is managed by
requiring high credit standards for counterparties and through periodic settlements of positions.

14
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The fair value of our contingent consideration obligation to the Seller of NEK is revalued to its fair value each period and any recorded increase
or decreases is recorded into selling, general and administrative expense. Any changes in the assumed timing and amount of the probability of
payment scenarios could impact the fair value. We have estimated the fair value of the contingent consideration using a probability-weighted
discounted cash flow model. We have estimated that the probability of payment of any amounts less than the maximum possible additional cash
consideration of $11.1 million is remote, and we have estimated that the contingent consideration amounts will be due within six to nine months
of the acquisition date. As such, we have estimated that the fair value of the additional cash consideration approximates the maximum possible
contingent payments to the Seller of $11.1 million. There was no change in the fair value of the contingent consideration between the date of the
acquisition of NEK and June 30, 2013; therefore, there has been no change in contingent consideration recorded in operations. Significant
judgment is employed in determining the appropriateness of these assumptions as of the acquisition date and each subsequent period.
Accordingly, changes in the assumptions described above can materially impact the amount of contingent consideration expense we record in
any period.

June 30, 2013
Level 1 Level 2 Level 3 Total

Assets
Cash equivalents $ 137,981 $ � $ � $ 137,981
Marketable securities 4,049 � � 4,049
Current derivative assets � 3,918 � 3,918
Noncurrent derivative assets � 6,634 � 6,634
Total assets measured at fair value $ 142,030 $ 10,552 $ � $ 152,582
Liabilities
Current derivative liabilities $ � $ 3,469 $ � $ 3,469
Noncurrent derivative liabilities � 5,694 � 5,694
Contingent consideration to Seller of
NEK � � 11,104 11,104
Total liabilities measured at fair value $ � $ 9,163 $ 11,104 $ 20,267

September 30, 2012
Level 1 Level 2 Level 3 Total

Assets
Cash equivalents $ 171,300 $ � $ � $ 171,300
Current derivative assets � 3,779 � 3,779
Noncurrent derivative assets � 3,713 � 3,713
Total assets measured at fair value $ 171,300 $ 7,492 $ � $ 178,792
Liabilities
Current derivative liabilities $ � $ 6,839 $ � $ 6,839
Noncurrent derivative liabilities � 6,498 � 6,498
Total liabilities measured at fair value $ � $ 13,337 $ � $ 13,337

Long-term debt and short-term borrowings are carried at amortized cost. The fair values of long-term debt and short-term borrowings are
calculated by discounting the value of the note based on market interest rates for similar debt instruments, which is a Level 2 valuation
technique. At June 30, 2013, the fair value of our long-term debt was estimated to be approximately $96.6 million compared to a carrying value
of $102.9 million. At September 30, 2012, the fair value of our long-term debt was estimated to be approximately $12.5 million compared to a
carrying value of $11.5 million.
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Note 5 � Financing Arrangements

We have a committed revolving credit agreement with a group of financial institutions in the amount of $200.0 million, expiring in May 2017
(Revolving Credit Agreement). The available line of credit on the Revolving Credit Agreement is reduced by any letters of credit issued under
the agreement. As of June 30, 2013, there were no borrowings outstanding under this agreement. Any borrowings under the Revolving Credit
Agreement bear interest at a variable rate. There were letters of credit outstanding under the Revolving Credit Agreement totaling $36.1 million
at June 30, 2013, which reduce the available line of credit to $163.9 million.

We have a secured letter of credit facility agreement with a bank (Secured Letter of Credit Facility) which expires in March 2014. At June 30,
2013, there were letters of credit outstanding under this agreement of $55.1 million. In support of the Secured Letter of Credit Facility, we have
$68.9 million of our cash on deposit in the U.K. as collateral in a restricted account with the bank providing the facility. We are required to leave
the cash in the restricted account so long as the bank continues to maintain associated letters of credit under the facility. The maximum amount
of letters of credit currently allowed by the facility is $62.6 million, and any increase above this amount would require bank approval and
additional restricted funds to be placed on deposit. We may choose at any time to terminate the facility and move the associated letters of credit
to another credit facility. Letters of credit outstanding under the Secured Letter of Credit Facility do not reduce the available line of credit
available under the Revolving Credit Agreement.

On March 12, 2013, we entered into a note purchase and private shelf agreement pursuant to which we agreed to issue $100.0 million of senior
unsecured notes, bearing interest at a rate of 3.35% and maturing on March 12, 2025. Notes with an aggregate principal amount of $50.0 million
were purchased on March 12, 2013 and notes with the remaining aggregate principal amount of $50.0 million were purchased on April 23, 2013.
In addition, pursuant to the agreement, we may from time to time issue and sell, and the purchasers may in their sole discretion purchase, within
the next three years, additional senior notes in aggregate principal amount of up to $25.0 million that will have terms, including interest rate, as
we and the purchasers may agree upon at the time of issuance.

Note 6 � Pension Plans

The components of net periodic pension cost (benefit) are as follows (in thousands):

Nine Months Ended Three Months Ended
June 30, June 30,

2013 2012 2013 2012
Service cost $ 410 $ 381 $ 134 $ 127
Interest cost 6,658 7,167 2,197 2,389
Expected return on plan assets (8,710) (7,563) (2,876) (2,521)
Amortization of actuarial loss 1,352 1,191 445 397
Administrative expenses 57 63 19 21
Net pension cost (benefit) $ (233) $ 1,239 $ (81) $ 413

Note 7 - Stockholders� Equity
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Long Term Equity Incentive Plan

On March 21, 2013, the Executive Compensation Committee of the Board of Directors approved a long-term equity incentive award program
and awarded 264,549 RSUs with time-based vesting and 161,962 RSUs with performance-based vesting to certain officers, directors and
management. Each RSU represents a contingent right to receive one share of our common stock. Dividend equivalent rights accrue with respect
to the RSUs when and as dividends are paid on our common stock and vest proportionately with the RSUs to which they relate. Vested shares
will be delivered to the recipient following each vesting date.

The RSUs with time-based vesting will vest in four equal installments on each of October 1, 2013, 2014, 2015 and 2016, subject to the recipient�s
continued service through such date.
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The performance period for the performance-based vesting RSUs granted on March 21, 2013 is the period from October 1, 2012 to
September 30, 2015. Recipients of the performance-based vesting RSUs will be eligible to vest in the RSUs at the end of the three-year
performance period based on Cubic�s achievement of performance goals established by the Executive Compensation Committee over the
performance period, subject to the recipient�s continued service through September 30, 2015. The vesting of 50% of the performance-based
RSUs is contingent upon Cubic meeting specified sales growth targets during the performance period and vesting of 50% of the performance
based RSUs is contingent upon Cubic meeting return on equity targets for the performance period. Cubic�s sales growth achievement and/or
return on equity achievement for the performance period will determine the percentage of the RSUs that will vest.

Through June 30, 2013, Cubic has granted 426,511 restricted stock units of which none have vested. The restricted stock units have a
weighted-average grant date fair value of $43.76 per share, which represents the fair market value of one share of our common stock at the grant
date. At June 30, 2013, the total number of RSUs that are ultimately expected to vest, after consideration of expected forfeitures and estimated
vesting of performance-based RSUs is 231,801.

The following table summarizes our RSU activity for 2013:

Unvested Restricted Stock Units
Number of Shares Weighted-Average Grant-Date Fair Value

Unvested at September 30, 2012 � �
Granted 426,511 $ 43.76
Vested � �
Forfeited 5,142 43.76
Unvested at June 30, 2013 421,369 $ 43.76

Note 8 - Stock-Based Compensation

Compensation expense related to stock-based awards was $1.6 million for the three- and nine-month periods ended June 30, 2013. Total
stock-based compensation expense related to all of our RSUs was comprised of the following (in thousands):

Nine Months Ended Three Months Ended
June 30, June 30,

2013 2012 2013 2012
Cost of sales $ 123 $ � $ 119 $ �
Selling, general and administrative 1,511 � 1,456 �

$ 1,634 $ � $ 1,575 $ �

As of June 30, 2013, there was $16.8 million of unrecognized compensation cost related to unvested RSUs. This amount is expected to be
recognized over a weighted-average period of 1.5 years. Based upon the expected forfeitures and the expected vesting of performance based
RSUs, the aggregate fair value of RSUs expected to ultimately vest is $10.1 million.
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We are required to estimate forfeitures at the time of grant and revise those estimates in subsequent periods on a cumulative basis in the period
the estimated forfeiture rate changes for all stock-based awards when significant events occur. We consider our historical experience with
employee turnover as the basis to arrive at our estimated forfeiture rate. The forfeiture rate was estimated to be 12.5% per annum as of June 30,
2013. To the extent the actual forfeiture rate is different from what we have estimated, stock-based compensation related to these awards will be
different from our expectations.
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Note 9 � Income Taxes

Our effective tax rate for the nine months ended June 30, 2013 is lower than the U.S. federal statutory tax rate primarily due to the amount of
income earned in foreign tax jurisdictions that is taxed at lower rates than the U.S. federal statutory tax rate and reinstatement of the U.S. federal
research and development tax credit included in the American Taxpayer Relief Act of 2012, which was signed into law on January 2, 2013.

Our effective tax rate for the nine months ended June 30, 2013 was 25% as compared to 29% for the year ended September 30, 2012. The
effective tax rate for the nine months ended June 30, 2013 benefitted from the retroactive extension of the federal research and development tax
credit.

The amount of unrecognized tax benefits was $9.1 million as of June 30, 2013 and $8.3 million as of September 30, 2012, exclusive of interest
and penalties. At June 30, 2013, the amount of unrecognized tax benefits from permanent tax adjustments that, if recognized, would favorably
impact the effective rate was $6.9 million. During the next 12 months, it is reasonably possible that resolution of reviews by taxing authorities,
both domestic and international, could be reached with respect to approximately $4.9 million of the unrecognized tax benefits depending on the
timing of examinations and expiration of statute of limitations, either because our tax positions are sustained or because we agree to their
disallowance and pay the related income tax.

We are subject to ongoing audits from various taxing authorities in the jurisdictions in which we do business. As of June 30, 2013, the tax years
open under the statute of limitations in significant jurisdictions include fiscal years 2008-2012 in the U.K., 2008-2012 in New Zealand and
2009-2012 in the U.S. We have effectively settled all tax matters with the IRS for fiscal years prior to fiscal year 2011. We believe we have
adequately provided for uncertain tax issues that have not yet resolved with federal, state and foreign tax authorities.

Note 10 � Derivative Instruments and Hedging Activities

In order to manage our exposure to fluctuations in interest and foreign currency exchange rates we utilize derivative financial instruments such
as forward starting swaps and foreign currency forwards. We do not use any derivative financial instruments for trading or other speculative
purposes.

All derivatives are recorded at fair value, however, the classification of gains and losses resulting from changes in the fair values of derivatives
are dependent on the intended use of the derivative and its resulting designation. If a derivative is designated as a fair value hedge, then a change
in the fair value of the derivative is offset against the change in the fair value of the underlying hedged item and only the ineffective portion of
the hedge, if any, is recognized in earnings. If a derivative is designated as a cash flow hedge, then the effective portion of a change in the fair
value of the derivative is recognized as a component of accumulated other comprehensive income until the underlying hedged item is recognized
in earnings, or the forecasted transaction is no longer probable of occurring. If a derivative does not qualify as a highly effective hedge, any
change in fair value is immediately recognized in earnings. We formally document all hedging relationships for all derivative hedges and the
underlying hedged items, as well as the risk management objectives and strategies for undertaking the hedge transactions. We classify the fair
value of all derivative contracts as current or non-current assets or liabilities, depending on the realized and unrealized gain or loss position of
the hedged contract at the balance sheet date, and the timing of future cash flows. The cash flows from derivatives treated as hedges are
classified in the Condensed Consolidated Statements of Cash Flows in the same category as the item being hedged.
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The following table shows the notional principal amounts of our outstanding derivative instruments as of June 30, 2013 and September 30, 2012
(in thousands):

Notional Principal
June 30, 2013 September 30, 2012

Instruments designated as accounting hedges:
Foreign currency forwards $ 373,591 $ 382,500
Forward starting swap 58,415 58,415

Instruments not designated as accounting hedges:
Foreign currency forwards 7,512 5,945

18

Edgar Filing: CUBIC CORP /DE/ - Form 10-Q

32



Table of Contents

The notional principal amounts for outstanding derivative instruments provide one measure of the transaction volume outstanding and do not
represent the amount of our exposure to credit or market loss. Credit risk represents our gross exposure to potential accounting loss on derivative
instruments that are outstanding or unsettled if all counterparties failed to perform according to the terms of the contract, based on then-current
interest or currency exchange rates at each respective date. Our exposure to credit loss and market risk will vary over time as a function of
interest and currency exchange rates. The amount of credit risk from derivative instruments and hedging activities was not material for the
periods ended June 30, 2013 and September 30, 2012. Although the table above reflects the notional principal amounts of our forward starting
swaps and foreign exchange instruments, it does not reflect the gains or losses associated with the exposures and transactions that the forward
starting swaps and foreign exchange instruments are intended to hedge. The amounts ultimately realized upon settlement of these financial
instruments, together with the gains and losses on the underlying exposures, will depend on actual market conditions during the remaining life of
the instruments.

We generally enter into master netting arrangements, which reduce credit risk by permitting net settlement of transactions with the same
counterparty. We present our derivative assets and derivative liabilities at their gross fair values. We did not have any derivative instruments
with credit-risk related contingent features that would require it to post collateral as of June 30, 2013 or September 30, 2012.

The table below presents the fair value of our derivative financial instruments that qualify for hedge accounting as well as their classification in
the Condensed Consolidated Balance Sheets as of June 30, 2013 and September 30, 2012 (in thousands):

Fair Value
Balance Sheet Location June 30, 2013 September 30, 2012

Asset derivatives:
Foreign currency forwards Other current assets $ 3,918 $ 3,779
Foreign currency forwards Other noncurrent assets 5,181 3,713
Forward starting swap Other noncurrent assets 1,453 �

$ 10,552 $ 7,492
Liability derivatives:
Foreign currency forwards Other current liabilities $ 3,469 $ 6,839
Foreign currency forwards Other noncurrent liabilities 5,694 6,407
Forward starting swap Other noncurrent liabilities � 91
Total $ 9,163 $ 13,337
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The tables below present gains and losses recognized in other comprehensive income (OCI) for the three and nine months ended June 30, 2013
and 2012 related to derivative financial instruments designated as cash flow hedges, as well as the amount of gains and losses reclassified into
earnings during those periods (in thousands):

Nine Months Ended
June 30, 2013 June 30, 2012

Derivative Type

Gains (losses)
recognized in

OCI

Gains (losses)
reclassified into

earnings - Effective Portion

Gains
(losses)

recognized
in OCI

Gains (losses)
reclassified into

earnings - Effective Portion
Foreign currency forwards $ 4,020 $ (1,763) $ (5,395) $ (6,688)
Forward starting swap 1,453 � � �

Three Months Ended
June 30, 2013 June 30, 2012

Derivative Type

Gains (losses)
recognized in

OCI

Gains (losses)
reclassified into

earnings - Effective Portion

Gains
(losses)

recognized
in OCI

Gains (losses)
reclassified into

earnings - Effective Portion
Foreign currency forwards $ 5,912 $ 289 $ 177 $ 2,158
Forward starting swap 1,617 � � �

The amount of gains and losses from derivative instruments and hedging activities classified as not highly effective did not have a material
impact on the results of operations for the three and nine months ended June 30, 2013 and 2012. The amount of estimated unrealized net losses
from cash flow hedges which are expected to be reclassified to earnings in the next twelve months is $0.3 million, net of income taxes.

Forward starting swap

In connection with a transportation systems contract that we entered in December 2011 with the Chicago Transit Authority, we will incur
significant costs to develop the customer�s fare collection system before we begin receiving payments under the contract. In order to finance
certain of these costs, we plan to issue approximately $83 million of 10-year fixed rate debt on or about January 1, 2014. We are concerned that
market interest rates for the 10-year forward period of January 1, 2014 to January 1, 2024 will change through January 1, 2014, exposing the
LIBOR benchmark component of each of the 20 projected semi-annual interest cash flows of that future 10-year period to risk of variability.
Therefore, in July 2012 we entered into a forward-starting 10-year swap contract with a bank to reduce the interest rate variability exposure of
the projected interest cash flows. The forward-starting swap has a notional amount of $58.4 million, a termination date of January 1, 2014 and a
pay 1.698% fixed rate, receive 3-month LIBOR, with fixed rate payments due semi-annually on the first day each June and
December commencing June 1, 2014 through December 2023, floating payments due quarterly on the first day of each quarter commencing
March 1, 2014 through December 2023, and floating reset dates two days prior to the first day of each calculation period. The swap contracts
accrual period, January 1, 2014 to December 1, 2023 is designed to match the tenor of the planned debt issuance.

Foreign currency forwards
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In order to limit our exposure to foreign currency exchange rate risk we generally hedge those commitments greater than $50,000 by using
foreign currency exchange forward and option contracts that are denominated in currencies other than the functional currency of the subsidiary
responsible for the commitment, typically the British pound, Canadian dollar, Singapore dollar, euro, Swedish krona, New Zealand dollar and
Australian dollar. These contracts are designed to be effective hedges regardless of the direction or magnitude of any foreign currency exchange
rate change, because they result in an equal and opposite income or cost stream that offsets the change in the value of the underlying
commitment.
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Note 11 � Segment Information

Business segment financial data is as follows (in millions):

Nine Months Ended Three Months Ended
June 30, June 30,

2013 2012 2013 2012
Sales:
Transportation Systems $ 391.2 $ 383.3 $ 133.8 $ 125.8
Mission Support Services 359.4 356.8 123.8 122.4
Defense Systems 267.2 280.9 82.8 116.9
Other 0.3 0.8 � 0.3
Total sales $ 1,018.1 $ 1,021.8 $ 340.4 $ 365.4

Operating income (loss):
Transportation Systems $ 63.6 $ 60.5 $ 18.2 $ 19.2
Mission Support Services 11.4 15.0 3.6 5.9
Defense Systems 8.5 26.7 7.0 14.6
Unallocated corporate expenses and other (3.6) (3.3) (1.8) (1.1)
Total operating income $ 79.9 $ 98.9 $ 27.0 $ 38.6

Depreciation and amortization:
Transportation Systems $ 2.7 $ 2.8 $ 1.2 $ 1.1
Mission Support Services 10.0 9.6 3.5 3.1
Defense Systems 4.4 3.9 1.5 1.4
Other 0.9 0.8 0.2 0.2
Total depreciation and amortization $ 18.0 $ 17.1 $ 6.4 $ 5.8

Changes in estimates on contracts for which revenue is recognized using the cost-to-cost-percentage-of-completion method increased operating
profit by approximately $2.2 million and $12.8 million in the three months ended June 30, 2013 and June 30, 2012, respectively and increased
operating profit by approximately $5.1 million and $17.4 million for the nine months ended June 30, 2013 and June 30, 2012, respectively.
These adjustments increased net income by approximately $1.1 million ($0.04 per share) and $8.3 million ($0.31 per share) in the three months
ended June 30, 2013, and June 30, 2012, respectively and increased net income by approximately $3.9 million ($0.15 per share) and $11.7
million ($0.44 per share) in the nine months ended June 30, 2013 and June 30, 2012, respectively.

Included in the impacts of the changes in estimate above for the three months and nine months ended June 30, 2012 is a change in estimate
related to a ground combat training range contract. Prior to the third quarter of fiscal 2012 we had been working for more than a year under an
arrangement without a firm contract price or scope of work and had been recognizing sales equal to costs. We reached agreement with the
customer on a price and scope of work in the third quarter of 2012, resulting in higher operating income of $12.5 million for the quarter and
nine-month periods ended June 30, 2012 because of this favorable change in estimate.

Certain of our transportation systems service contracts contain service level or system usage incentives, for which we recognize revenues when
the incentive award is fixed or determinable. These contract incentives are generally based upon monthly service levels or monthly performance
and become fixed or determinable on a monthly basis. However, one of our transportation systems service contracts contains annual system
usage incentives which are based upon system usage compared to annual baseline amounts. For this contract the annual system usage incentives
are not considered fixed or determinable until the end of the contract year for which the incentives are measured, which falls within the second
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quarter of our fiscal year. During the quarters ended March 31, 2013 and 2012 we recognized sales of $13.2 million and $12.2 million,
respectively related to annual system usage incentives on this transportation contract which resulted in additional operating income of the same
amounts in these respective periods.
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In March 2013, our CDS business implemented a restructuring plan to reduce global employee headcount by approximately 150 in order to
rebalance our resources with work levels that have declined due to recent delays in contract awards and contract funding. CDS incurred resulting
restructuring charges of $6.1 million and $0.1 million, in the second and third quarters of fiscal 2013, respectively. The total costs of the
restructuring plan are not expected to be significantly greater than the charges incurred to date.

The following table presents a rollforward of our restructuring liability as of June 30, 2013, which is included within accrued compensation and
other current liabilities within our Condensed Consolidated Balance Sheets (in millions):

Restructuring Liability
Employee Separation

Expenses

Liability as of December 31, 2012 $ �
Accrued costs 6.1
Cash payments (0.5)
Liability as of March 31, 2013 5.6

Accrued costs 0.1
Cash payments (4.6)
Liability as of June 30, 2013 $ 1.1

Certain restructuring costs are based upon estimates. Actual amounts paid may ultimately differ from these estimates. If additional costs are
incurred or recognized amounts exceed costs, such changes in estimates will be recognized when incurred.

Note 12 � Legal Matters

In November 2011, we received a claim from a public transit authority customer which alleges that the authority incurred a loss of transit
revenue due to the inappropriate and illegal actions of one of our former employees, who has plead guilty to the charges. This individual was
employed to work on a contract we acquired in a business combination in 2009 and had allegedly been committing these illegal acts from almost
two years prior to our acquisition of the contract, until his arrest in May 2011. The transit system was designed and installed by a company
unrelated to us. The claim currently seeks recoupment from us of a total amount of $3.9 million for alleged lost revenue, fees and damages. In
March 2012, the county superior court entered a default judgment against our former employee and others for $2.9 million based upon the
estimated loss of revenue by the public transit authority customer. In the quarter ended March 31, 2012, we recorded an accrued cost of $2.9
million within general and administrative expense in the transportation systems segment based upon the court�s assessment of these losses. We
have not recorded expense for any amount in excess of the $2.9 million through June 30, 2013 as no other loss is deemed probable. Insurance
may cover all, or a portion, of any losses we could ultimately incur for this matter. However, any potential insurance proceeds will not be
recognized in the financial statements until receipt of any such proceeds is assured.

We are not a party to any other material pending proceedings and we consider all other matters to be ordinary proceedings incidental to the
business. We believe the outcome of these other proceedings will not have a materially adverse effect on our financial position, results of
operations, or cash flows.
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Note 13 � Subsequent Events

In July 2013 we acquired a defense systems business based in Australia and a defense systems business with principal operations in the Far East
and in the United Kingdom. The total estimated acquisition-date fair value of consideration transferred for these two businesses totaled $4.6
million.

We have completed an evaluation of all subsequent events through the issuance date of these consolidated financial statements and concluded no
subsequent events have occurred that require recognition or disclosure, other than those described in the sections above.
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CUBIC CORPORATION

ITEM 2 - MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS

June 30, 2013

We are a leading international provider of cost-effective systems and solutions that address the mass transit and global defense markets� most
pressing and demanding requirements. We are engaged in the design, development, manufacture, integration, and sustainment of advanced
technology systems and products. We also provide a broad range of engineering, training, technical, logistic, and information technology
services. We serve the needs of various federal and regional government agencies in the U.S. and other allied nations around the world with
products and services that have both defense and civil applications. Our main areas of focus are in mass transit fare collection, defense,
intelligence, homeland security, and information technology, including cyber security.

We operate in three reportable business segments: Cubic Transportation Systems (CTS), Mission Support Services (MSS) and Cubic Defense
Systems (CDS). We organize our business segments based on the nature of the products and services offered.

CTS is a systems integrator that develops and provides fare collection infrastructure, services and technology and real-time passenger
information systems and services for public transit authorities and operators worldwide. We offer fare collection devices, software systems and
multiagency, multimodal transportation integration technologies, as well as a full suite of operational services that help agencies efficiently
collect fares, manage operations, reduce revenue leakage and make public transit more convenient. We provide a wide range of services for
transit authorities in major transit markets worldwide, including computer hosting services, call center and web services, payment media
issuance and distribution services, retail point of sale network management, payment processing, financial clearing and settlement, software
application support and outsourced asset operations and maintenance.

MSS is a leading provider of highly specialized support services to the U.S. government and allied nations. Services provided include live,
virtual and constructive training, real-world mission rehearsal exercises, professional military education, intelligence support, information
technology, information assurance and related cyber support, development of military doctrine, consequence management, infrastructure
protection and force protection, as well as support to field operations, force deployment and redeployment and logistics.

CDS is focused on two primary lines of business: Training Systems and Secure Communications. CDS is a diversified supplier of live and
virtual military training systems, and secure communication systems and products to the U.S. Department of Defense, other U.S. government
agencies and allied nations. We design and manufacture instrumented range systems for fighter aircraft, armored vehicles and infantry
force-on-force live training weapons effects simulations, laser-based tactical and communication systems, and precision gunnery solutions. Our
secure communications products are aimed at intelligence, surveillance, asset tracking and search and rescue markets.

Consolidated Overview
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Sales for the quarter ended June 30, 2013 decreased 7% to $340.4 million from $365.4 million last year. CDS sales decreased 29% compared to
the third quarter of last year, while CTS sales and MSS sales increased 6% and 1%, respectively. For the first nine months of the fiscal year,
sales decreased by less than 1% to $1.018 billion compared to $1.022 billion last year. CDS sales decreased 5% compared to the first nine
months of last year, while CTS and MSS sales increased 2% and 1%, respectively. The sales generated by businesses we acquired during 2013
totaled $14.6 million and $25.7 million for the three- and nine-month periods ended June 30, 2013, respectively. See the segment discussions
following for further analysis of segment sales.

Operating income was $27.0 million in the third quarter compared to $38.6 million in the third quarter of last year, a decrease of 30%. CDS
operating income decreased 52%, while MSS operating income decreased 39% and CTS operating income decreased 5% compared to the third
quarter of last year. Businesses we acquired in 2013 generated operating losses of $0.9 million for the quarter, including $0.1 of
transaction-related costs. Unallocated corporate and other costs for the third quarter of 2013 were $1.8 million compared to $1.1 million in 2012.

Operating income for the nine-month period decreased 19% to $79.9 million from $98.9 million last year. CDS and MSS operating income
decreased 68% and 24%, respectively, compared to the first nine months of last year, while CTS operating income increased 5%. CDS operating
results for the nine-month period included restructuring charges of $6.2 million, of which $6.1 million was recognized in the second quarter of
fiscal 2013. Businesses we acquired in 2013 generated operating losses of $1.7 million for the nine months ended June 30, 2013, including $0.8
million of transaction-related costs. Unallocated corporate and other expenses for the first nine months of the fiscal year were $3.6 million for
2013 and $3.3 million for 2012.
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Adjusted Earnings Before Interest, Taxes, Depreciation and Amortization (Adjusted EBITDA) decreased to $33.4 million in the quarter from
$44.4 million in the third quarter of last year. For the first nine months of the fiscal year, Adjusted EBITDA decreased to $97.9 million
compared to $116.0 million last year. The changes in Adjusted EBITDA for the quarter and nine-month period ended June 30, 2013 are
primarily related to the changes in operating income for the corresponding periods. See below for a reconciliation of this non-GAAP metric to
net income and an explanation of why we believe it to be an important measure of performance.

Net income attributable to Cubic for the third quarter of fiscal 2013 decreased to $18.4 million, or $0.69 cents per share, compared to $26.7
million, or $1.00 per share, last year. Net income decreased for the quarter primarily due to a decrease in operating income and an increase in
interest expense, partially offset by a decrease in income tax expense.

For the first nine months of the year, net income attributable to Cubic decreased to $58.0 million, or $2.17 per share, from $70.8 million, or
$2.65 per share last year. The decrease in net income for the nine-month period was primarily due to a decrease in operating income, as well as
an increase in interest expense and other expense, and a decrease in interest and dividend income. The impact of these items on net income was
partially offset by a decrease in income tax expense. In the first quarter of fiscal 2013, we recorded $0.6 million of interest expense related to a
judgment against us, which required us to pay such amount of interest to the court on behalf of a party that had filed claims against us. Interest
and dividend income decreased for the nine-month period based upon the decrease in our average cash balances over the periods. Included in
other income was a net foreign currency exchange loss of $1.2 million in the first nine months this year compared to a gain of $0.9 million last
year, before applicable income taxes.

Our gross margin percentages on product sales decreased to 29% in the third quarter of 2013 from 38% last year, and decreased to 28% for the
nine months ended June 30, 2013 from 32% last year. The decreases in gross margin percentages was primarily due to a change in estimate that
had occurred during the third quarter of 2012 related to a ground combat training range contract. Prior to the third quarter of 2012 we had been
working for more than a year under an arrangement without a firm contract price or scope of work and had been recognizing sales equal to costs.
We reached agreement with the customer on a price and scope of work in the third quarter of 2012, resulting in higher sales and operating
income of $12.5 million for the quarter and nine-month periods because of this favorable change in estimate in the third quarter of 2012.

Our gross margin percentages on service sales increased to 21% in the third quarter of 2013 from 13% last year, and increased to 21% in the first
nine months of 2013 from 18% last year. The increase in the gross margin percentages on services sales for the three- and nine-month periods
ended June 30, 2013 is primarily the result of the increase in CTS service sales as a percentage of our total service sales. CTS service sales have
a higher gross margin percentage than service sales from our other segments.

For the third quarter of this year product sales decreased by $58.2 million, or 31%, while service sales increased $33.2 million, or 19%. For the
first nine months of the year, product sales decreased $66.6 million, or 15%, while services sales increased by $62.9 million, or 11%.

Selling, general and administrative (SG&A) expenses increased in the third quarter of 2013 to $44.1 million compared to $42.8 million in 2012.
For the nine-month period, SG&A increased to $126.4 million compared to $121.0 million last year. As a percentage of sales, SG&A expenses
were 13% for the third quarter of fiscal 2013 compared to 12% for the third quarter last year. For the nine-month period ended June 30, SG&A
expenses were 12% of sales in 2013 and 2012. The increase in SG&A expenses in the third quarter was primarily due to $1.5 million of
stock-based compensation expense recorded during the quarter related to our long-term equity incentive award program which began in
March 2013. For the nine month period ended June 30, 2013, the increase in SG&A expenses primarily related to stock-based compensation of
$1.5 million recorded during 2013 as well as $1.1 million of professional services costs recognized in the first quarter of 2013 related to the
restatement of our financial statements for the year ended September 30, 2012 and previous periods. In addition, we incurred $0.9 million of
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expenses in 2013 related to our secondary offering of outstanding shares that were sold by certain of our shareholders. Partially offsetting these
increases in SG&A expenses for the first nine months of 2013, in the first quarter of 2013 SG&A expenses were reduced by $1.4 million related
to proceeds from an insurance claim for losses that we incurred over the period from fiscal 2010 to fiscal 2012. Also, in the second quarter of
2012 we accrued a $2.9 million provision for a legal claim.  SG&A expenses in businesses that we acquired in 2013 were $1.6 million for the
third quarter and $3.2 million for the first nine months of 2013.

Company funded research and development expenditures, which relate to new defense and transportation technologies we are developing,
decreased to $6.4 million for the third quarter compared to $8.4 million last year, and decreased to $19.3 million for the nine-month period this
year compared to $21.4 million last year. Amortization of purchased intangibles increased for the third quarter of 2013 to $4.4 million compared
to $3.7 million last year due to the amortization of intangible assets related to businesses purchased during 2013. Amortization of purchased
intangibles for the first nine months of 2013 increased to $12.2 million from $11.4 million in 2012.

The American Taxpayer Relief Act of 2012, which reinstated the U.S. federal research and development tax credit retroactively from January 1,
2012 through December 31, 2013, was enacted into law during the second quarter of fiscal 2013. Therefore, the tax benefit resulting from the
reinstatement for fiscal 2013 was reflected in our estimated annual effective tax rate for fiscal 2013 beginning in the second fiscal quarter.
Additionally, we recorded a discrete tax benefit of approximately $1.7 million through the third quarter of fiscal 2013 related to the
reinstatement of the federal research and development tax credit for fiscal 2012. After consideration of both of these items, we estimate our
annual effective income tax rate for fiscal 2013 will be approximately 26%. The effective rate for fiscal
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2013 could be affected by, among other factors, the mix of business between the U.S. and foreign jurisdictions, our ability to take advantage of
available tax credits and audits of our records by taxing authorities.

Transportation Systems Segment (CTS)

Nine Months Ended Three Months Ended
June 30, June 30,

2013 2012 2013 2012
(in millions)

Transportation Systems Segment Sales $ 391.2 $ 383.3 $ 133.8 $ 125.8

Transportation Systems Segment Operating
Income $ 63.6 $ 60.5 $ 18.2 $ 19.2

CTS sales increased 6% in the third quarter to $133.8 million compared to $125.8 million last year, and increased 2% for the nine-month period
to $391.2 million from $383.3 million last year. During the quarter and nine months ended June 30, 2013 CTS generated higher sales on a
contract for a suburban bus system near Chicago, and transit system contracts in Minneapolis, and New York. NextBus, a business we acquired
in January 2013 that provides real-time passenger information products and services to transit agencies contributed sales of $3.1 million for the
quarter and $4.6 million for the nine-month period ended June 30, 2013. In addition, during the third quarter of fiscal 2013, CTS recognized
sales of approximately $2.0 million as a result of a contract claim that was settled during the quarter related to services that were provided to a
European customer between December 2011 and the second quarter of fiscal 2013. For the quarter and nine-month period CTS realized lower
sales both from a contract to design and build a system in Sydney, Australia and due to reduced work on a contract to design and build a system
in Vancouver. In the quarter and nine months ended June 30, 2012 revenues were higher on the Vancouver and Sydney projects as we were
producing a significant amount of the hardware for the systems, while this year we are in the latter stages of delivery for these systems. During
the quarter and nine months ended June 30, 2013, sales decreased on system development contracts in the U.K. The average exchange rates
between the prevailing currency in our foreign operations and the U.S. dollar resulted in a decrease in sales of $3.2 million for the third quarter
and a decrease of $2.1 million for the nine-month period compared to the same periods last year.

CTS operating income decreased 5% in the third quarter to $18.2 million compared to $19.2 million last year, while operating income increased
5% for the nine-month period to $63.6 million from $60.5 million last year. During the quarter and nine months ended June 30, 2013, operating
margins declined due to a decrease in work on U.K. development contracts, and because of an increase in estimated costs to complete and
implement a system on our contract in Sydney, Australia. These decreases in operating income were partially offset for the quarter and were
more than offset during the nine month period by higher operating income on increased work on contracts in the U.S. described above as well as
the sales recorded in the third quarter related to the European service contract claim settlement described above. In addition, operating income
for the nine month period improved in the second quarter of fiscal 2013 due to higher annual system usage incentives on a U.K. service contract.
The operating loss from NextBus was $0.2 million for the quarter and $0.5 million for the nine-month period ended June 30, 2013, including
acquisition-related costs of $0.2 million. The average exchange rates between the prevailing currency in our foreign operations and the U.S.
dollar resulted in a decrease in operating income of $0.6 million for the third quarter and a decrease of $0.5 million for the nine-month period
compared to the same periods last year.

Mission Support Services Segment (MSS)

Nine Months Ended Three Months Ended
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June 30, June 30,
2013 2012 2013 2012

(in millions)
Mission Support Services Segment Sales $ 359.4 $ 356.8 $ 123.8 $ 122.4

Mission Support Services Segment Operating
Income $ 11.4 $ 15.0 $ 3.6 $ 5.9

MSS sales increased 1% in the third quarter to $123.8 million compared to $122.4 million last year, and increased 1% for the nine-month period
to $359.4 million from $356.8 million last year. Sales in the quarter and nine-month period were lower on certain contracts due to a decrease in
activity, including a contract to provide deployment/redeployment services and from training contracts for the U.S. military.  The decrease in
sales was also caused by the loss of contracts due to lower bids by competitors. These decreases in sales were more than offset for the quarter
and nine-month periods by sales generated by NEK, a Special Operation Forces training business acquired in December 2012 that added sales of
$11.4 million and $21.1 million in the three- and nine-month periods ended June 30, 2013, respectively.
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MSS operating income decreased 39% in the third quarter to $3.6 million compared to $5.9 million last year, and decreased 24% for the
nine-month period to $11.4 million from $15.0 million last year. The decreased operating income for the quarter resulted from the sales
decreases described above and from an operating loss at NEK. For the nine month period, the decrease resulted from increased personnel costs
on a flight simulator training contract, an operating loss at NEK and the sales decreases described above. The NEK operating loss was $0.7
million for the quarter and $1.2 million for the nine-month period ended June 30, 2013, including acquisition-related costs of $0.6 million.

Defense Systems Segment (CDS)

Nine Months Ended Three Months Ended
June 30, June 30,

2013 2012 2013 2012
(in millions)

Defense Systems Segment Sales
Training systems $ 222.6 $ 243.1 $ 69.4 $ 108.1
Secure communications 44.6 37.8 13.4 8.8

$ 267.2 $ 280.9 $ 82.8 $ 116.9

Defense Systems Segment Operating Income
Training systems $ 17.7 $ 31.4 $ 8.8 $ 19.1
Secure communications (3.0) (4.7) (1.7) (4.5)
Restructuring costs (6.2) � (0.1) �

$ 8.5 $ 26.7 $ 7.0 $ 14.6

Training Systems

Training systems sales decreased 36% in the third quarter to $69.4 million compared to $108.1 million last year, and decreased 8% for the
nine-month period to $222.6 million from $243.1 million last year. Sales were lower for the quarter and the nine month period for ground
combat training systems in the U.S., U.K., and the Far East as well as for sales of virtual small-arms training systems. These decreases in sales
were partially offset by increased shipments of MILES (Multiple Integrated Laser Engagement Simulation) equipment to the U.S. government.
Higher sales of air combat training systems also partially offset the overall decrease in Training System sales for the quarter and particularly for
the nine-month period.

Operating income decreased 54% in the third quarter to $8.8 million compared to $19.1 million last year, and decreased 44% for the nine-month
period to $17.7 million from $31.4 million last year. The decrease in operating income for the third quarter and first nine months of 2013
resulted primarily from a change in estimate that had occurred during the third quarter of 2012 related to a ground combat training range
contract. Prior to the third quarter of 2012 we had been working for more than a year under an arrangement without a firm contract price or
scope of work and had been recognizing sales equal to costs. We reached agreement with the customer on a price and scope of work in the third
quarter of 2012, resulting in higher sales and operating income of $12.5 million for the quarter and nine-month periods because of this favorable
change in estimate in the third quarter of 2012. Operating margins also decreased in 2013 on the lower sales of ground combat training systems
described above, particularly due to decreases in sales to customers in the Far East. In addition, although sales of air combat training systems
increased for the quarter and nine-month period, the operating margin percentage for air combat training systems for the nine month period this
year was lower than last year due to a decrease in sales of higher margin air combat training systems to a customer in the Far East.
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Secure Communications

Certain CDS product lines that were previously classified in an �Other� category have been reclassified into the �Secure Communications� category.
Prior year amounts have been reclassified to conform to the current year presentation.

Secure communications sales increased 52% in the third quarter to $13.4 million compared to $8.8 million last year, and increased 18% for the
nine-month period to $44.6 million from $37.8 million last year. Operating losses decreased to $1.7 million in the third quarter from $4.5 million
last year, and decreased from $4.7 million to $3.0 million for the nine-month period.

Sales were higher from personnel locater systems for the quarter and nine-month period but were lower from power amplifier products. Sales of
data link products increased for the quarter, but were lower for the nine-month period ended June 30, 2013.
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