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PROCEEDI NGS
MR SELI GVAN: Wl come to the 42nd Annual Year -

End Review and Forecast Luncheon for AlA My nane is
Scott Seligman. |'"'m director of public relations for
United Technologies and | <chair the Al A Conmunications
Council this year. It's great to see so nmany guests. I

think we're up at about 300 peopl e today.

As we begin, I'd like to ask everyone to please rise
and remain standing for the Joint Arnmed Forces Col or Cuard
from the Mlitary D strict of Washington for the
presentation of the colors.

(Col ors presentation.)

MR SELI GVAN: Pl ease be seated.

| want to extend ny thanks first to the nenbers
of the color guard for joining us today. As we all enjoy
the holiday season at hone, | know that those of wus in
this roomwith many ties to the mlitary have thoughts of
our troops in lraq and Afghani stan and around the worl d.

If I can have your attention, please. This is a
hard crowd. Let nme begin today by introducing the folks
who are at the head table. W have, going, let's see

cl ockwi se fromright next to John Douglass: FEric Sterner,
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Chief of Strategic Communications at NASA, we have Lon
Rains, Editor of Space News; Kinberly Kasitz, Public
Rel ati ons Manager of GCeneral Atom cs Aeronautical Systens
and al so a nenber of our Communi cations Council .

We have Dave North, who is former Editor of Aviation
Week and Space Technology and the President of Aerospace
Consul tants, and the winner of this year's Lyman Award,
about which you'll hear nore in just a nonent.

(Appl ause.)

To Dave's left is Acting Assistant Adm nistrator
for Public Affairs at the Federal Aviation Adm nistration,
Laura Brown; Kevin Wnsing, the Special Assistant for
Public Affairs to the Deputy Secretary of Defense. W
have Alexis Allen, who everyone knows, the Assistant Vice
Presi dent of Communi cations for Al A

(Appl ause.)

Everyone knows and | oves.

Mark Rosenker, the Chairman of the Nationa
Transportation Safety Board; and Admral Frank Thorpe,
Deput y Assi st ant Secretary of Def ense for Joi nt

Conmmuni cat i on.

(Appl ause.)
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John Douglass | wll introduce in greater detai
inalittle while.

The first order of business today is the Lynman
Award and the presentation in particular of the 2006
United Technol ogi es Corporation Lynman Award. Let nme tell
you a little bit about what that is. The Lyman Award is
an award that recognizes the person whose long and
di stingui shed career in aviation journalism and-or public
relations best displays the qualities of integrity,
accuracy, and excellence in reporting in the aviation
i ndustry. This is an award that was established in 1972,
and we naned it in nmenory of a man nanmed Lauren Lyman, who
everybody called "Deac" Lyman, who was a Pulitzer Prize-
winning aviation witer and an industry executive who
wor ked eventually for United Technologies, actually for
our predecessor conpany United Aircraft, from 1938 until
he died in 1972.

Through the vyears the award was presented
originally by the Aviation and Space Witers Association
and then by the Society of Aerospace Conmunicators, and
now under the stewardship of AlA It's a peer award.

It's an honor for the Al A Conmmunications Council, it's an
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honor for UTC, and its an honor for ne personally to be
associated wth this award Dbecause it recogni zes
excel lence in aviation journalismand public relations.

Can | ask for alittle nore quiet, please?

| want to acknow edge the nenbers of the
selection commttee who are here. This is a peer award
and they're primarily journalists. W also have forner
Lyman Award w nners, public relations people as well.
Several of them are wth us today and 1'd like to
recogni ze them Carol Shifrin -- where's Carol? -- is
here. Carol is the 1999 Lynman Award w nner.

(Appl ause.)

W have Kelly Mirphy, who's forner President of
the Society of Aerospace Communicators. Were's Kelly?
There sonepl ace. There she is, back there.

(Appl ause.)

Kelly kept this award alive for many years.

Doug Kennett of Boeing, who | know is here
because | saw hi m bef ore.

(Appl ause.)
And Alexis Allen fromthe Al A

(Appl ause.)
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Now, on to this year's winner. You know, we all
have elevator speeches about our conpanies that are
designed to kind of telegraph to the world what the
conpanies do in just a few words. At UTC that's never a
problem for us when we're tal king about Pratt and Whitney
or we're talking about Sikorski. But when we're talking
about Hamlton Sunstrand we get a little bit nore
creative, because people don't have a sharp focus.

This is a conmpany that nakes everything from
heat exchangers to the space suit. So over the years |'ve
kind of developed an elevator speech about Hamlton
Sunstrand and | kind of say that, well, Hamlton
Sunstrand's a conpany that you can find nore or |ess on
everything that flies.

As | was comng over here today, it occurred to
me that the sanme thing really could be said about Dave
Nort h. He was the first westerner to fly the Soviet
Sukhoi -27 and the MG29 fighter. He was the first
journalist to pilot the B-2, nore recently one of the
first journalists to fly the Airbus A-380. In total he's
flowmn nore than 140 kinds of aircraft and that's just so

far. | think it's not an overstatenent to say that if
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it flies Dave has probably not only flown it, but also
witten a pilot report about it or at very least edited
somet hi ng sonebody el se wote about it.

Now, you can read his biography in the press
kit, so I won't recite it all here today. But it's fair
to say that this is a man who exenplifies the finest
tradition of pilot journalists in our industry. Before he
joined Av Wek, which was in 1976, he was a Navy attack
pil ot. He has 107 conbat mssions in Vietnam under his
belt, and he worked for a decade as a pilot and a flight
engi neer at Pan Am

At Av Wek he was variously transport editor,
senior business flying editor, senior mlitary editor,
Washi ngton bureau chief, nmanaging editor, before serving
as editor in chief from1995 to 2004.

Now, that's the resune. Let nme tell vyou a
little bit about the man. This is a man that his
col | eagues describe as unflappable, and | think the exact
remark from Dave Hughes when | was talking to him was that
you could set off a bonb under that guy's chair and the
magazi ne would still get out on schedule. That's a trait

that was responsible for putting Av Wek on a solid run
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from an era that under Dave's stewardship stretched from
the end of the Cold War through 9-11

He was interested in the people who worked for
hi m He had a knack for putting the right people in the
right jobs to let them shine. 1In short, he was not only a
fine pilot and a fine journalist, but he was a damn good
boss.

This year's W nner truly exenplifies the
standards and skills by which Deac Lyman |ived and worked.
The only thing that Deac did that Dave hasn't done was
public relations for United Technol ogies, and naybe the
ship hasn't sailed on that one yet. | don't know. But
for outstanding achievenent in our industry, it is ny
pl easure to present the 2006 Lyman Award to Dave Nort h.

(Standi ng ovation.)

MR NORTH. \Well, Alexis Allen told ne | had to
cut down ny speech from last night from 15 mnutes to 3
m nutes, so here it is.

31 years ago today, | was a forner Navy pilot
and an about-to-be-furloughed Pan Am pilot, flight
engi neer. I was in New York City and I was |looking for a

] ob. | had three kids and | didn't want to fly for Iran
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Ar. So I went to the MGaw H Il Building on 49th
Street, 48th Street, walked up to the elevator, took it up
to the 42nd floor, and there was nobody at the reception
desk.

| wal ked through the area. | found an art
departnent, | found a production departnent, | found a | ot

of spaces, but nobody there. There was one person sitting

in one office with a w ndow | wal ked in, introduced
nysel f, and said: I'"'m Dave North, | want to fly for you
and | want to work for you, | want to wite for you.

The person, the person whose nane was Harry
Hol conbe, who was the nmanaging editor at the tine, he
ended up hiring ne 8 nonths later, and the reason | got --
| still claiml got nmy job at McGaw H Il at Aviation Wek
was they had one of their first Christnmas parties they'd

ever had at MG aw H Il and everybody was at the Christnmas

party.

That started 28 years ago and | joined the best
weekly magazine in the business. It led ne to do many
things to do. | got over that period of tinme to fly
different airplanes. |"ve flown the Gippin and the

Viggin with the Swedish A r Force. By the way, the
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Viggin, if you don't know the airplane, is the biggest
converter of gas to noise that |'ve ever flown. That's
t he Swedes for you, you know.

|"'ve flowmn the U2, B-2, B-1 with the US Ar
For ce. |"ve flowm the Rafael wth the French, 1've flown
the Super Hornet and the regular Hornet with the Navy.
|'ve had sone great flying stories, which | can't go into
NOW.

But that was not ny real |ob. My real job was
being a journalist. As you know, or sone of you at | east
know, journalists are a special breed. You can't manage
journalists. The only way you can nanage journalists is
to lead them and then get out of their way.

| also learned that Aviation Wek highly val ued
accuracy, relevance, and integrity. Those are the gods of
the magazine; that credibility was sonething you earned
and you did not |ose. | also l|earned the proper
separation between church and state, marketing and
editorial . That practice is still very sacred with the
magazi ne and Tony Vel occi is carrying on the banner.

It's difficult to conprehend the awesone

responsibility of the editor in chief of Aviation Wek. |
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held it for 9 years. Every Thursday norning the editor in
chief, managing editor, production, art departnment in New
York, and European editors all get together and decide
what's going into nagazine. So you actually decide

Thursday norning what's going to nagazine that day and

Friday norning you see the nmmgazine. If that isn't
instant gratification, | don't know what is. It was very
fulfilling.

But it's the editor in chief, he gets good
counsel, but he's the ultinmate one who decides what story
goes into the magazi ne, what gets cut, what gets changed,
and for heaven's sake maybe not even kill ed.

| was fortunate, as 1is Tony, to have an
exceptionally professional and highly notivated staff.

Part of ny job as editor in chief was to wite editorials,

which | really enjoyed. | wote -- | don't know how many
times | wote that NASA  ought to renenber that
"Aeronautics" is part of NASA and they still haven't. I

said the Airbus approach to envelope protection was a
better way in sonme conditions than nmaybe Boeing's
approach, and | don't know how many letters | got from

Boeing on that one and fromny test pilot friends.
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| even told John Douglass one tinme that another
presidential panel on the problens wthin aerospace was
not going to go anywhere unless they had good support for
t he panel . And | give them credit. Actual ly that panel
had further legs than | thought and it did well in
comerci al, space, and people, and in space itself.

Through ny 28 years wth the nagazine ny
approach was that | call them with enthusiasm and | never
| ooked back.

| thank you very nmuch for this prestigious
awar d. It reinforces the decision | nade 31 years ago to
enter journalism Thank you for your attention and tine.

(Standi ng ovation.)

MR, SELI GVAN. Thank you. Thank you, Dave

Enjoy your lunch. W w il be back up after the
meal with the rest of the program

(Recess from12:39 p.m to 1:18 p.m)

MR SELI GVAN: Could | have vyour attention,
pl ease. Thank you.

Vell, as you know, today's the day that AlA
reviews the aerospace industry's performance for the past

year and gives its forecast for the comng year. For that



we're going to turn to John Dougl ass. Most of you know
John. He joined AlIA in 1998 as President and CEQO A
nationally recognized expert in systens acquisition and
former Assistant Secretary of the Navy for Research,
Devel opnent, and Acquisition, and John had 28 years wth
the Air Force when he cane to work for AIA. He worked for
Senator Sam Nunn, was Director of National Security
Prograns for the Wite House, and then he was President
Reagan's representative to the Blue Ri bbon Comm ssion on
Def ense Managenent.

John is going to share his thoughts with us on
the state of the aerospace industry, and there will be an
opportunity to ask questions at the end.

For those of you who nmay be new here, the
journalists who haven't covered this before, | want to
give you a word of advice. Don't worry about witing the
nunbers down. They're all in the press kit. You can sit
back in your chair and enjoy it. Lean forward and grab
your pen if John starts a sentence with "Alexis is going
to kill me for saying this, but."

John.
(Appl ause.)
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MR DOUG.ASS: Well, good afternoon, everybody.
It's that tinme of year again. Scott, thank you for the

nice interview That's true, she does kill nme sonetines
when | have these nmonents of inspiration wth the press.

Dave, | want to say a few words about you. I
want to just thank you for everything that you' ve done for
our industry, Dbless your heart. You're a wonderfu
exanple of what a free, responsible press could be. You
know, folks, I tell nmy staff all the tine, | used to tel
the Navy -- Frank and | were talking about when | was
Assistant Secretary of the Navy sonme of the interplay that
| had with the press. But very early in ny career it
dawned on ne that the United States of Anerica is specia
in a lot of ways, and it's very hard to replicate how we
do governance in this country in other countries. W' ve
tried to take the Anerican nodel and put it overseas nany
times, and sonetines it works and sonetimes it doesn't
wor K.

But one of the things that is at the very
foundation of our denocracy is our free press. You can
think of anything, any part of governnent, whether it's

defense or transportation or space or whatever it is. | f
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we don't have a press that can be free to tell the
American people how they really think things are going
things get off track, because no matter how well intended
governnents are, the tenptation to spin things in a way
that begins to ever and ever deviate from reality is
t here. So for all of you that are nenbers of this free
press, | think it's a wonderful thing that you do; and
Dave, for you to receive that award | think is terrific.

(Appl ause.)

This is nmy ninth year of doing this. Somebody
said, | started back in 1998, but we actually started
doing this in 1964. Wen you think about it, | don't know
where those of you that are here today were in 1964. I
was a second lieutenant out in San Bernadino, California,
working on the Titan Il comunications system at Davis
Mont ham which incidentally couldn't conmunicate to any
other part of the Titan Il system | think our industry
has cone a heck of a long way since 1964, a |lot of ups and
downs.

But | was just curious as | started this. How
many of you, especially you reporters, or industry folks,

how many of you have been comng to this for, let's say,



nore than 10 years? Raise your hand.

(A show of hands.)

Look at that. That's amazi ng.

How about 20 years?

(A show of hands.)

Ww. So sone of you, sonme of you renenber Carl
Harr, right, in the old days?

Vel |, probably not -- anybody over 20? Anybody
who's been doing this for 30 years?

(A show of hands.)

Real ly? Several. Well, can you renenber all
the way back to what the sales were in 19647?

VO CE:  (inaudible).

MR.  DOUGLASS: Just to tell you, folks, they
were way below $50 billion a year, and when you see the
nunbers that |1'm going to be showing you today it'll give
you sone idea of how far this industry has cone as an
engine of the Anerican econony and a foundation of our
nati onal security.

So with that, let's do the nunbers and | ook at
t he sal es.

(Slide.)
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The first thing to note is that when | was here
|ast year | told you that |I thought 2006 was going to be a
great year. | predicted that we were going to be at
around $180 billion maybe a little higher than that, and
our best estimate now is we're going to be at $184
billion, which is a record year for us. It's the third
record year in arow |It's 8.4 percent above 2005.

The good news is that next year we know that
we're going to grow sonewhere between 11 and probably $15
billion next vyear. If you renmenber back, a few years
before that | told you that | thought by the end of the
decade we would be at $200 billion as an industry, and
there were a lot of skeptics at that tinme, especially back
there when the curve was kind of flat. So you can see
that if we make the $195 billion next year in 2007, we'll
go well beyond that to $200 billion by the tinme of the
election in 2008, and that nmeans that we're hitting our
nunbers as an industry over two years in advance.

These nunbers are driven, if | could have the
next chart --

(Slide.)

-- by a real boom in civil aviation. You can
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see the nunbers up there on the chart. All of the
categories that we use to explain the aerospace budget are
up, but the one that 1is really, really growng is
comercial aviation, and it grew by $8.3 billion. W' re
going to see this grow another 7 or $8 billion next year.
I'"'m going to show you sone backlog charts in just a
mnute, and we've had the nost extraordinary growh in
backl og over the last two years that the industry ever
had.

There's sonething very interesting about these
figures and that is, that we don't normally talk about
here, and that is that we all know how well the 787
program is doing at Boeing and they are selling their --
even their new 747 is selling well and all of their other
airplanes are selling well. But if Airbus had not
stunbled a bit on the A-380 or delayed the A-350, these
nunbers woul d have been even bigger because we of course
produce a | ot of conponents for those two airplanes.

Ri ght now today, there are hundreds of mllions
of dollars that should have been delivered this year and
early next year for the A-380 program that won't get

delivered for a couple of years because of the delay in
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t hat program So even with those problens in our big
conpetitor in Europe, the industry is doing terrific.

If I could have the next chart --

(Slide.)

-- 1 want to have you just look at that green
line. It's alnost straight up. That's $100 billion added
to our backlog in the last two years, and this -- we
expect that this is going to continue to grow at a very
robust rate. Remenber, all of those 787s that Boeing is
selling, they don't show up on the deliveries unti
they're actually delivered to the airlines, and that's
going to start out in 2008 and 2009, and once the European
prograns begin to hit their stride it's going to add nore
to the chart. And then on top of that, you all have read
about the airline consolidations. Mst of these airplanes
that we're selling or delivering right now have been to
foreign airlines, and so you're going to see sone terrific
nunbers on our bal ance of trade, but the American airlines
here in the United States are going to start buying these
airplanes and getting them delivered. There's pent-up
demand there and as soon as these industries get into the

profitable range and they begin consolidating, which is
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what they're starting to do now, this is going to grow
even further.

Anot her thing that is very helpful to us is that
we are now seeing on the defense side the Joint Strike
Fighter programreally beginning to hit its stride. Just
this week, for exanple, it was announced that the United
Ki ngdom Canada, Netherlands, and Australia have all
signed MOUs with our country to go on to the next phase of
the program and we expect that Denmark, Italy, Norway,
and Turkey will follow suit in the days and weeks ahead.

So both in new airplanes on the commercial side
and new airplanes on the mlitary side, we see solid
growh into the future.

Next .

(Slide.)

Now, this next chart is kind of interesting.
Dd we get the -- this is the new one, yes. W just got
the figures on this yesterday, just to show you how cl ose
our deadline is to this luncheon today. If you look in
your book you're going to see a chart that shows our
profits in 2006 being a little lower than what's on this

chart that |I'm showing you up there, and the reason for
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that is we had to print the charts before we got all the
dat a. This has first, second, and third quarter profits
factored into it, wth sone estimates for fourth quarter.

So what you see is that our profits for the
industry are at an all-tinme high and the percentage of
profits on sales have actually increased just a little
bit. Now, we don't expect that these are going to go
through the ceiling because everyone knows that it's a
m xture of the profits that we make on our defense
contracts, on our comercial sales, and on our space
contracts, and that market, the comrercial market, is
enornously conpetitive. The space and defense narket, the
profit levels are suppressed by the system that we have,
our | egal system

But these are good for our industry. They're
not as high as they are in other parts of manufacturing
industry, but they're a heck of a lot better than the
trough that you see on that chart, and they are hel ping
our conpanies to be econom cally healthy.

(Slide.)

Anot her piece of great news is on this chart

that you see up there, and this is our export balance.
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Exports soared to $82 billion, and | said before if it
wasn't for the slowdown of sone of the European prograns
this would probably be significantly higher. Inports were
pretty much flat. So now we've gone from a balance, a
positive balance of trade in the high 30s all the way up
to $52 billion.

If we could fix our export control |aws and nove
those laws forward into the gl obal econony today, instead
of dealing with the kind of laws that were witten for the
Cold War when there was this big conpetition between the
United States and the former Soviet Union, we could
pr obabl y nove t hat positive gr ade sur pl us up
significantly.

Any tinme that you have an econony that runs a
$300 or $400 billion trade deficit, which our econony
does, despite the fact that we put $52 billion on the
other side of the ledger, this is an inportant thing for
us as a nation. This trade surplus is a good exanple of
the fact that over 40 percent of everything that is
produced in the aerospace and defense industry here in the
United States is exported outside the United States. So

you can look at our jobs, 650,000 workers, high-paid
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wor kers, and take 40 percent of that and you can see how
many Anericans depend on us being able to sell these
products into the global econony. So this is good news.

(Slide.)

Turning to our enploynent, again it's good news.
The jobs are up. Wat's interesting and doesn't show up
on this chart, if you were to divide these jobs into what
mght be called overhead jobs and on the line jobs or
production jobs, production jobs have actually gone up
over 60,000 jobs this year. So what has happened is the
overhead jobs have gone down by about 40, 000. So the
industry is getting |eaner, nore productive, nore able to
conpete on the global econony, and that tells you that
this strong growh that you see in our industry is likely
to continue well into the beginning of the next decade.

(Slide.)

Movi ng on, what does that all nmean? W're in a

period of the highest aerospace sales in history, fueled

by the civil aviation boom Profits are up. H ghly
skilled work force, but 1it's still aging and it's
something that we're very nuch concerned about. A large

percent age, sonewhere 40, 50 percent of those 620,000
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people, could retire.

One of the reasons why this is working is
because we have one of the best research and devel opnent
systens in the world. Americans invest nore than any
other nation in the world in mlitary research and
devel opnent . But one of the structural problens that we
have is that on the commercial side research and
devel opnent I nvest nent by our gover nnent has been
col | apsi ng. The NASA aeronautics budget has gone from
$1.5 billion down to $500 or $600 million a year, and the
$500 or $600 nillion that they're spending has becone in
nmost industry eyes largely irrelevant to what's going on.

So we have a serious concern about the aeronautics
budget .

But we also have big concerns about what does
this nmean to the developnent of the next generation air
traffic control system because every day nore and nore
Anmericans want to fly sonewhere. The nunbers are going up
exponential | y. This was one of the things that was
pointed out by the Commssion on the Future of the
Aerospace Industry back in 2003, and the admnistration

responded by devel oping the Next Gen program and the Joint
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Pl anning and Devel opnent O fice, but that office has got
to be funded and one of the sources is NASA and that
noney is not there right now

W're also worried about the long-term funding
for the space program Everybody knows that it's the
vision of the future when you go out and talk to the
Anerican public, and AIA has just recently done sone
polling about this. The approval for our space programis
way up there in the 80 percentiles. Anericans do not want
to see the United States of Anerica retreat from a
| eadership position in the exploration of space, but we
don't see that our country is investing in that program at
anywhere near the percentages of G\P that were there for
t he Apol |l o program and so on

Then finally, one of the things that we have to
worry about is what is our defense program going to | ook
like long term

(Slide.)

So let's ook at 2007 and beyond. There's lots
of questions. You can see what they are: How long is the
civil aviation boom going to last? What about civil

mlitary integration? Qur biggest issue that we struggled
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with last year in the Congress was trying to fix the Barry
anendnent forced us to have unique production lines for
mlitary equipnent and we couldn't use perfectly good
commercial equipnment in our mlitary systens because they
contain non-Anerican snelted specialty netals, specialty
titani um

So we had situations where we had a bearing -- |
r emenber seeing this one exanple of a bearing,
commercially it was selling for about ten dollars. The
mlitary had to pay sonething like $400 for that sanme
bearing and the commercial bearing |asted |onger than the
one the mlitary was buying, and it all had to do with the
Barry anendnent.

So what about that? Are we going to be able to
fix that? |If we're going to have a |ong-term comerci al
boom here where our commercial systens are going to sell
globally, this is a way to help us bring down the cost of
defense, and as Anmericans we need to work on that. One of
the big questions is, everybody, the buzz around town is
how is the new Congress going to affect things? For us in
industry, what does this nean in terns of |long-term

def ense strategy?
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Renenber that the CEGCs of ny association have
about 5 or $6 billion of their noney that is generated
from their profits, of that 13 that you saw, that they
invest for the products that are going to be put on the
market 5, 10, 5 years from now. And if you're worried
about how vyou're going to build a product for the
Departnment of Defense, you have to think for a few m nutes
about what's our national security strategy going to be
10, 15 years from now? It's very, very difficult to
predict as we | ook at the uncertain world that we live in.

What we believe, though, is | don't think there
is a single candidate on either side of the aisle that's
going to try to go to the Anerican people and say: Here's
my platform The world's getting really, really dangerous
out there, so |I've got this great idea; let's cut defense
spending and reduce the size of our mlitary services.
That is not going to happen between now and 2008.

So what is the strategy going to be as those
candidates begin to energe? It's sonmething our industry
has to pay attention to.

What's going to happen in global trade? W I
the Boeing-Airbus WO thing get resolved? That ' | |
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certainly affect us.

Wl space and aeronautics remain as underfunded
as it is today? WII this new Congress take another | ook
at this? Sooner or later we're going to get to the point
where this reaches a crisis and sonething has to be done
about it.

And what about honeland security? Sonrebody
mentioned to ne comng in about the problens they were
having in the Coast Quard' s Deepwater project. Wen | was
Assistant Secretary of the Navy that was sonething | took
special interest in and wanted the Navy to be as
supportive as possible for the Coast Quard' s Deepwater
project, because if we could build a frigate-sized ship to
repl ace the Coast @uard's aging ships here in this country
we could sell them like crazy around the world. And what
would that do? That would nmake the cost of Anmerican
shi pbuilding for the Navy go down. W would like to in
industry see nore of that happen, and we think the Coast
Guard's financial issues need to be paid sone attention.

Then the issue for us, is any of this going to
be relevant in 2008? |Is all of these structural problens

sonmet hing that the candi dates want to tal k about ?
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So I"'mgoing to wap this up with just the next
chart --

(Slide.)

-- which | think are the issues that you as
reporters are going to be interested and witing about in
2007. The first thing on the list is ethics. | think the
new Congress is going to look at ethics, they're going to
ook at their own ethics, they're going to look at the
ethics of the bureaucracy. They' re probably going to do
some | ooking at ethics of industry.

Let me tell you, we in industry are like the
coaches, the leaders of industry that I work with, we're
i ke the coaches of an NFL football team Wen we see an
ethical |apse happen in our country or one of our
conmpanies, it's about like the way a coach feels when his
quarterback's thrown a 60 yard touchdown pass and it's
cal l ed back for hol ding.

Good ethics nmakes for good business, just |ike
in the NFL, if your players are taught to block and tackle
strongly and play by the rules, that makes for w nning
football. W know that. W do everything we possibly can

to push that down into every enployee in our conpanies
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and we're trying to spread this around the world. AlIA has
been leading an international ethics initiative with the
Canadi ans and the Brazilians and the Europeans and the
Japanese to try to create an international ethics code
W think that's probably going to be sonething that the
press will be interested in.

Air traffic control nodernization, it has got to
happen. It's not one of these things that is a
di scretionary thing for our government. 15 percent of the
gross donestic product of this country is tied up in air
travel. W cannot ignore it. It's got to get fixed, and
if there is a shortfall at NASA or the FAA or wherever it
i's sonebody's going to have to conme up with the noney.

Wien you |look at the anopunt of the noney, $300
mllion to fully fund this effort is trivial conpared to
some of the other things in the budget.

I nternational conpetitiveness. W' re doing,
Amrerican industry in our part of the manufacturing sector,
is doing well right now A few years ago ny col | eagues at
Aviation Wek were witing editorials about Boeing
couldn't manage its way out of a paper bag and Airbus

could wal k on water and yadda-yadda-yadda. | wused to cal
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up Dave and tell him he's full of you know what and that
we were going to come through this crisis and Anerica
would be sailing high in a few years, and the's where we
are, because we do have great nanagers and we have great
workers with a great work ethic in this country.

But there are sone issues that our governnent
needs to deal wth. Export control is one. The | evel
playing field of the WO and sone of these wacky buy-
Anerica rules that allow us to have that $50 billion
positive trade surplus. W are not exporting massive
Anerican jobs overseas today through the aerospace
i ndustry. W are creating jobs here, and any tine -- ny
hardest thing that | sonetines have to get across to
people is that if we allow, say, 50 jobs to go overseas so
we can sell an airplane that creates 400 or 500 jobs here
in the United States, we're ahead of the gane, and we need

to nmake sure we stay on that.

W're all sort of worried about where DOD
budgeting is going to go next year. W know that the
services need nore people. There was just an article

today in the Wshington Post, the Arny wants two nore

divisions, the Marine Corps another brigade. That's an
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inmportant thing, and if that's what our country needs then
the aerospace industry of the United States wants to see
t hat happen.

But we worry that it mght cone out of
noder ni zat i on. | personally think that's a worry, but
it's not sonmething | think is going to happen because of
what | said before. | think the political ethic today is
about making Anerica secure in a very dangerous world, and
| think people worry about |obs. But they do want to
know, where are we going, what is the strategy going to be
beyond Iraq and Af ghani stan?

Then of course there's a big issue about, wll
t hese people that are beginning to run for the presidency
on the Republican side and on the Denocratic side -- do
they see our vision for going back to the noon and on as a
national vision that they're going to adopt or do they see
it as a Bush vision? W think it's a national vision and
we want to see that continue.

That |eads you into all of these issues about
NASA fundi ng. I"'m natural gas going to beat them up any
nmore. My tablemate today was telling nme he's got sone big

| ashes on his back about that. But sooner or later that
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does have to be fixed.

By the way, folks, there are sone in this town
that would argue that the first "A" in "NASA" has been so
abdi cated by the |eadership of NASA that it should be put
i n anot her agency. | don't agree with that and | don't
think the CEGs of ny industry agree with it. W believe
in NASA as an institution. W just want to see it get on
and fund itself properly.

Then finally, what is going to happen after
| rag? Sooner or later we're going to cone hone. W don't
get into that argunment of when it should be or whatever
That's for our national security |eaders. But we are
vitally interested in the dial ogue about what's next, what
kind of a mlitary do we want to have in a very dangerous
wor | d? M/ guess is it's going to be a mlitary that
requires air superiority, so we've got to have nost of our
Air Force prograns; it's going to require a force that can
go anywhere in the world and deliver an expeditionary
expedition. That neans we've got to control the seas. So
we're going to continue to see a robust Ar Force and
Navy.

The issues |I think that are really going to be
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at the cusp of this is how many soldiers do we have in the
Arny and the Marine Corps, what kind of equipnment do they
have, and what is their relationship to the Guard and the
Reserve? Al of you know we can't keep calling up the
Guard and the Reserve every six nonths.

I'm a Cvil War reenactor, many of you know,
about 30 troops in ny Cvil War artillery battery. | have
one guy in there who is 52 years old. He just got a call
from his unit: Wuld he be willing to sign back on, go
back to Ilrag for the third time? \Wien you get down to
that, sonething's wong with the force structure, and
we' ve got to get that fixed.

So those are the issues that we see com ng.
It's a great year for us. W see solid growh right on
through the end of the decade and into the next decade,
clearly into the next admnistration. But we see sone
structural problens that we have to pay attention to.

|'"d be glad to take any questions that you may
have. We'll| start right here.

VR VEENSI NG Regar di ng et hics on t he
international side, trying to -- | know you' re working

some deals. How do you export the ethics around the
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wor | d?

MR DOUGLASS: Well, you know all the countries,
maj or aerospace countries of the world, have |aws that
generally outline what their ethics are, just as we do.
And nost of them have signed the OECD agreenent on bribery
and that sort of thing. So what we're trying to do is
take the procedures that we have here in the United States
for pushing this down to your enployees and the concept
that good ethics makes good business, that it doesn't pay
to go outside certain bounds, whether it's mlitary or
commerci al business, and try to get that nore ingrained in
t he gl obal aerospace econony.

But we're not trying to say to countries in
other parts of the world that they need a Sarbanes- Oxl ey
law or they need to have laws exactly like the United
St at es. W think there is enough of a structure there
that if we could all agree on certain basic principles
like no bribery and things like that, that we could nove
the ball forward significantly, because the truth of it is
that in sonme cultures they |l ook at these kind of things a
little different than we do here in the United States.

But it sonetinmes takes a Ilittle explaining,
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because many countries in the world believe when an
Anmerican stands up and says "Follow ne" that we're tal king
about taking our laws, our nores, and shoving it down
their throat. And part of ny job is to convince themthat
we're not, but we do have sone standards.

It's amazing, not many people have tried to work
this in the past. W' ve made sone pretty good progress
and |'m pleased with what's happened so far.

O her questions? There's one in the back, back

t here.
QUESTI ON: John, you have a lot of contacts on
the HIl. You re going to | ose sone of them (inaudible).
MR DOUGLASS: "1l repeat the question for
those of you over here that mght not have heard it. He

said that some of the people that have put in buy-Anmerica
suggestions that the industry has opposed in recent years
were Republicans, particularly in the House, and that
they're now not commttee chairnen, and would this nean
that the Denocrats in the House in particular would
probably not push on this as mnuch.

| think our conclusion is that we think that the

Denocratic |eadership in the House is going to be nore



© 00 N o o s~ w N Pk

T T T = e =
N~ o o A WWN B O

18
19
20
21
22

bal anced on this issue, because the debate -- part of the
problem with the debate in the last couple of years was
that those that were pushing those ideas in the House
really weren't in a dialogue with us. W could never get
into a dialogue wth them This was one of those
iconoclastic things, that's how they thought, and they
didn't want to hear any discussion of it. So we had to go
to the people who believe that trade is good for America
and carry our case there, and we've been fortunate that
we've had a broad-m nded |eadership, especially in the
Republ i can Party, in the Senate.

One of the things that | conplained bitterly to
the White House about |ast year in several of the neetings
that | had over there was that the two provisions that our
i ndustry was nost concerned about |ast year, the industry
and the Department of Defense were in conplete agreenent
and the Wiite House was in conplete agreenent with us, but
we had strong conmttee chairnen, Republican commttee
chairmen, who were deviating from what the Wite House and
their own Secretary of Defense wanted to do.

We're hoping that the Denocrats will be a little

nore disciplined and once we work out a position on what's
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good for America we'll see it nove forward w thout the
kind of problens we've had in recent years on buy-Aneri ca.

There's one back there.

QUESTI ON: Not i ceabl y absent from vyour
presentation was any reference to Secretary Gates. What
do you think his nomnation nmeans for the industry?

MR DOUGLASS: Well, you know, we didn't nean to
| eave him out. He's not even sworn in yet. But we sort
of have sone background with him He's going to be, we
think, a breath of fresh air in sonme areas.

The conventi onal | ogi c around t own, not
necessarily unique to our industry, is that he's going to
have his hands full wth the war, and so nost of the
interface that we'll have with the Departnent wll remain
with Gordon England and Ken Krieg and the acquisition
officials in the services. But that remains to be seen.
W're going to invite the new Secretary to cone and speak
to our executive conmttee sone tinme probably in March or
this sumer.

It does give ne the opportunity to say, however,
that we have really felt good about our ability to

communicate with Secretary England and Secretary Krieg.
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Both of them are very open to suggestions. They don't
al ways agree wth us. They don't always do what we
suggest. But they certainly listen.

|"ve probably been in to see the two of them
more in the last couple of years than sonme of the other
people that have held that office before them and we in
i ndustry hold them in high esteem It is no secret that
Runsfeld had a policy of never neeting ever wth any
i ndustry people, and we didn't think that was a w se
policy and we didn't like it. So we're hoping that the
new Secretary will on occasion, when it's sonething really
i nportant, open his door for the |eadership of industry to
come in and talk to him He's worked with industry in the
past and so we're optimstic about that.

Yes, ma' an®?

QUESTI ON: Are you at all hopeful for getting
any nonentum going for export control reform going forward
in the next couple years?

MR. DOUGLASS: The question is are we hopeful on
getting nonmentum going on export control. Yes, we are
hopef ul . You know, sooner or later this has got to

change. | mean, the econony of the United States is
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getting nore and nore linked to the global econony. 40
percent of what we produce is exported outside of the
United States. | could stand up here and give you
exanples of export control horror shows for hours,
bringing in nuts and bolts and screws and things that
we're told we can't export, nobody knows why; when you go
over there and question it, they then give you your
i cense.

The system has just got to change. There's a
ot of study going on. l'"'m on a Defense Science Board
study right now | ooking at the system \What we are trying
to do is inprove the system we have right now until
industry can work wth governnent and with our trading
partners to develop a new system So we are optimstic,
and | think if we don't see sone mmjor change in the next
year or so here this is going to be an election issue,
because it's about jobs.

The industry -- where the industry and the
admnistration and the Congress are all of a single mnd
is we are not advocating the selling of mlitary equi pnent
to any country that could be potentially dangerous to the

United States. W all agree on that. It's the other
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stuff that is widely available all over the world, Iike
tubes and bearings and all kinds of things, that sonehow
gets caught up in the current system

So we are optimstic. There's a certain anount
of battle fatigue when you bring up the term "export
i censing" and people who have run their heads against a
stone wall for a long tinme sort of don't want to do it
agai n. But we're going to keep going and we think there

i's sone hope.

| think I'm getting the hook here. | hope
everybody has a wonderful holiday season. W' Il be back
next year. "1l just |leave you with one thought. " ve
predicted $11 billion in grow h. I think it'll be nore

t han that next year.
| hope you all get a chance to spend sone tine

with the people you love. This is an inportant season for

famlies.

(Appl ause.)

MR SELI GVAN One final piece of Dbusiness
before you all go. This may |ook effortless, but it's
quite an ordeal to put a luncheon on like this. | want to

thank the AlA folks who've nade it happen, if you' d stand
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up when | nane you: Matt Gimson, Kathy Khare, Lauren
Airey, Deborah Col bert, Marianne Samaria, Brenda Magruder,

Lourdes Fernandez, Terry Ruby, and of course Alexis Allen.

(Appl ause.)

Thanks again for comng, and we'll see you next
year.

(Whereupon, at 1:59 p.m, the neeting was

adj our ned.)



