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GeoEye Takes on Equity Investor for
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A U.S. government decision to
take a harder line in negotiations
on a multiyear contract to pur-
chase high-resolution commercial
satellite imagery has forced bidder
GeoFEye Inc. into the arms of pri-
vate-equity investor Cerebrus Cap-
ital Management, which is likely to
become a major GeoEye investor
even if the company does not win

Eye recently raised $400 million in
a bond offering and had $209 mil-
lion in cash on hand as of Dec. 31,
providing the cash needed for the
letter of credit would have been a
stretch.

On March 4, GeoEye signed a
binding commitment with New
York-based Cerebrus under which
Cerebrus will purchase $115 mil-
lion in preferred stock in GeoEye,
with a guaranteed 5 percent annu-
al interest rate, providing the com-
pany with a net of §112 million af
In addition, Cerebrus will make
available to GeoEye up to $100
million in debt financing.

This commitment enabled
GeoEye to respond to the NGA's
EnhancedView bid request by the
March 8 deadline.

In the event that NGA removes
the letter-of-credit requirement,
Cerebrus retains the right to pur-
chase up to $78 million in GeoEye

stock.

In a March 11 conference call
with investors, GeoEye Chief Exec-
utive Matthew O’Connell said the
NGA move appears to be part of a
U.S. government policy to limit
taxpayer cash exposure in con-
tracts like EnhancedView.

It was not the case in 2004,
when both GeoEye and
DigitalGlobe were able to secure
the equivalent of nearly 50 percent
of the cost of their new satellites
from NGA in advance as part of a
multiyear imagery-purchasing
contract called NextView.

GeoEye and DigitalGlobe are
both operating under NextView
contracts that pay them each $12.5
million per month, with premi-
ums for special imagery requests

and penalties for underperfor-
mance. |
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the government contract, GeoEye
officials said March 11.

In what GeoEye said was a sur-
prise last-minute change to a re-
quest for proposals on the multi-
year EnhancedView
image ing contract, the
U.S. National Geospatial-Intelli-
gence Agency (NGA) said itwould
not be cofinancing the manufac-
turing of the necessary satellites.
The NGA has co-financed com-

mercial imaging satellites in the
past, and this type of arrangement
was key to GeoEye's Enhanced-
View bid.

Instead, however, NGA asked
bidders to provide a letter of cred-
it matching the cost-sharing
amount they would like the U.S.
government to provide. The letter
of credit could be cashed by NGA
at its discretion at any time during
the building of a future satellite,

NGA Contract Bid

and up to three years after the

“satellite is in orbitand operational,

according to GeoEye.
GeoEye rival DigitalGlobe of
Colo., also is compet-
ing for an EnhancedView con-
tract.

In the stricter loan environ-
ment since the financial crisis that
started in 2008, banks demand
that companies deposit cash equal
to the amount of a letter of credit.

O'Connell said the change in
the NGA to Enhanced-
View will mean NGA ultimately
will be paying more for its imagery
than it would have if the agency
had co-financed the capital cost of
the GeoEye-2 satellite.

O'Connell did not give an esti-
mated cost for GeoEye-2, on which
the company has already spent $66
million for early work on the pri-
mary imaging camera. GeoEye re-
cently signed an agreement with
Lockheed Martin Space Systems
of Sunnyvale, Calif., to provide the
GeoEye-2 platform and other
components, and to launchit, with
a full contract to be signed once
the EnhancedView contract with
NGA is confirmed.

“I'm not sure the benefit [of re-
fusing to share in satellite produc-
tion costs] will outweigh the costs
to NGA,” O’Connell said. “Taking
the cost-share does reduce our
cost of capital and therefore we
can produce imagery for the NGA
at a better cost for them. Putting
up the [letter-of-credit require-
ment] — if that’s what they want,
that's what they get.”

GeoFEye and DigitalGlobe both
have said they expect an En-

hancedView contract decision

midyear.

/O’ Connell said if GeoEye is
selected for an EnhancedView
award, it will immediately final-

NGA. Total GeoEye revenu
for the year was $271.1 million
-up 85 percent from 2008
EBITDA, or earnings befor
interest, taxes, depreciatior
and amortization, was 49 per
cent of revenue.

. 'NGA accounted for 58 per
cent of the company’s revenne
When other agencies art
added into the customer mix
the U.S. government repre
sented 67 percent of GeoEye'
2009 revenue.

GeokEye Chief Financial Of
ficer Joseph F. Greeves said the
company lost §6 million it
business in the fourth quarte
'of 2009 due to a defect in the
GeoEye-1 antenna that down
links imagery to certail
ground stations. The anomaly
which GeoEye now says will re
duce 2010 sales by much les
than the 10 percent it original
ly feared, forced a five-day shu
down of GeoEye-1 as grount
teams studied the problem.

ize its contract with Lockheed

‘Martin and p for a Geo-

‘Eye-2 launch in late 2012,
~ Without EnhancedView, Geo-

Eye will slow the construction
for alaunch in 2017 to replace
GeoEye-1, which became oper-
. During the conference call,
GeokEye officials said Lockheed
‘Martin, which built GeoEye's
Ikonos satellite launched in
1999, had recently reviewed
Ikonos' health and concluded
it could continue to operate
for another two years, and per-
haps longer.

With GeoEye-1 operational
for most of the year, the com-
pany was able to generate
more NextView revenue from



