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Investment summary: Poised to strike 
L-3’s Q3 results signalled that despite all the headwinds and uncertainty, 

performance has been solid, with sales effectively flat at $3.3bn in Q3. Diluted EPS 

was down just 2% at $1.98/share, demonstrating the agility and adaptability of the 

group, allowing it to meet or exceed expectations. This was achieved despite lower 

operating margins, supported by the reduced share count as part of a $875m share 

repurchase programme. While the current environment is challenging, it is also seen 

as manageable through a solid financial performance driven by market share gains, 

balanced capital allocation and intelligent portfolio reshaping. As budget cuts 

become clearer, L-3 is poised to take advantage of increased M&A activity.  

Q3 results – solid delivery, efficiency and market share gains  

L-3 reported Q3 sales of $3.3bn, diluted EPS of $1.98 and order intake of $3.2bn. 

Importantly, funded backlog was $11bn, up 11% from the beginning of the year. 

The group used a portion of the $395m cash distribution from the Engility spin-off 

for debt reduction ($250m) and will use the remainder for ongoing share buyback 

activity. Growth increased across three of the divisions, offset by a substantial 16% 

decline in NSS. Guidance for FY12 was tightened and L-3 provided preliminary 

guidance for FY13 for a sales decline of 3% due to Afghanistan drawdown, margins 

maintained at 10% and EPS up 2-4%, with ongoing healthy FCF at >$1bn.  

Agility and evolution key to future alignment 

L-3’s strategy is to provide an agile business through balanced cash deployment 

and a clear focus on M&A, particularly during defence downturns. L-3’s acquisition 

of Thales’ civil simulation business is a clear example of this approach, providing 

both new exposure in civil simulation as well as a full flight simulator capability. As 

defence cuts become clearer, management anticipates more M&A opportunities 

and has the firepower to remain agile to respond and gain market share.  

Valuation: What’s in the rating 

L-3’s rating has been hit by the uncertainty regarding sequestration, sitting at 9.1x 

CY13 EPS. L-3 does operate with an agile approach and is ready to accelerate its 

proven M&A activity as soon as budget clarity arrives, providing upside potential. 

Price US$73.94 
Market cap US$7.1bn 
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Share details  

Code LLL 

Listing NYSE 

Sector Aerospace & 
defence 

Shares in issue 96.55m 

  

Business 
L-3 Communications is a prime contractor, 
designer and manufacturer of electronic 
systems used in military and commercial 
platforms. The group is split in four 
divisions: C3ISR (27% 2012 sales 
guidance); AM&M (19%); NSS (10%); and 
Electronic Systems (44%). 

Bull  

• Positioned in long-term demand areas. 

• Firepower to deliver targeted M&A. 

• International growth opportunities. 

  

Bear  
• Short-term uncertainty surrounding 

sequestration in US. 
• Reductions from Afghanistan 

drawdown. 
• Questions regarding balance of 

dividend versus share buybacks. 
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Consensus estimates 
Year 
End 

Revenue 
($m) 

PBT 
($m) 

EPS 
($) 

DPS 
($) 

P/E 
(x) 

Yield 
(%) 

12/10 15,680 1,484 8.25 1.60 9.0 2.2 

12/11 15,169 1,385 8.77 1.80 8.4 2.4 

12/12e 13,043 1,169 7.82 1.99 9.5 2.7 

12/13e 12,750 1,145 8.13 2.16 9.1 2.9 
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EDISON INVESTMENT RESEARCH LIMITED 
Edison Investment Research Limited (Edison) is a leading international investment research company. Edison and its subsidiaries (Edison Group) have won industry recognition, with 
awards both in Europe and internationally. The team of 95 includes over 60 analysts supported by a department of supervisory analysts, editors and assistants. Edison writes on 
more than 400 companies across every sector and works directly with corporates, fund managers, investment banks, brokers and other advisers. Edison’s research is read by 
institutional investors, alternative funds and wealth managers in more than 100 countries. Edison, founded in 2003, has offices in London, New York, Sydney and Wellington. Edison 
is authorised and regulated by the United Kingdom’s Financial Services Authority (www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584). Edison Investment Research (NZ) 
Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is 
registered to provide wholesale and/or generic financial adviser services only. 
DISCLAIMER 
Copyright 2012 Edison Investment Research Limited. All rights reserved. This report has been prepared and issued by Edison for publication globally. All information used in the 
publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this 
report. Opinions contained in this report represent those of the research department of Edison at the time of publication. The research in this document is intended for New Zealand 
resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the purpose of the 
Financial Advisers Act 2008 (FAA) (as described in sections 5(c)(1)(a), (b) and (c) of the FAA). It is not intended for retail clients. This is not a solicitation or inducement to buy, sell, 
subscribe, or underwrite securities. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment. Edison has a 
restrictive policy relating to personal dealing. Edison Group does not conduct an investment business and, accordingly, does not hold any positions in the securities mentioned in this 
report. However, their respective directors, officers, employees and contractors may have a position in any or related securities mentioned in this report. Edison or its affiliates may 
perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large 
and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is 
not necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, 
estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or 
achievements of their subject matter to be materially different from current expectations.  For the purpose of the FAA, the content of this report is of a general nature, is intended as a 
source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining from acquiring or disposing) 
of securities.  The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class service” provided by 
Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an 
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