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Spruce Point Charity Donations

Spruce Point’s mission has always been to provide differentiated and unique research that 
challenges the conventional “Buy” recommendations that are effectively paid for by public 
companies, and promoted by the established investment banks and brokerages. 

We realize these are challenging times as we are all asked to make sacrifices while battling the 
global pandemic of COVID-19. The rift between the haves and have nots has grown even wider 
as the Federal Reserve and central banks have endorsed ultra accommodative monetary 
policies to ensure ample liquidity in the system. Accommodative monetary policies alone cannot 
quickly resolve the pandemic or the growing social divides plaguing world economies. We all 
must play an active role in giving back through charitable endeavors. 

Let’s come together to solve world problems rather than divide. Spruce Point will pledge 
a portion of any profits derived from this report to the following charities. 

www.redcross.org
“Prevents and alleviates human 

suffering in the face of 
emergencies by mobilizing the 

power of volunteers ”

https://www.unicefusa.org/
“Savings Lives And Building Futures 

For Children”

www.unitedway.org
“Improves lives by mobilizing the caring 
power of communities around the world 
to advance the common good”

http://www.redcross.org/
https://www.unicefusa.org/
https://www.unitedway.org/
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Full Legal Disclaimer

This research presentation expresses our research opinions.  You should assume that as of the publication date of any presentation, report or letter, Spruce Point Capital 
Management LLC (“SPCM”) (possibly along with or through our members, partners, affiliates, employees, and/or consultants) along with our subscribers and clients has a 
short position in all stocks (and are long/short combinations of puts and calls on the stock) covered herein, including without limitation Leidos Holdings, Inc (“LDOS”), and 
therefore stand to realize significant gains in the event that the price of its stock declines. We are long CACI International (CACI) and stand to realize gains in the event its 
share price rises. Following publication of any presentation, report or letter, we intend to continue transacting in the securities covered therein, and we may be long, short, 
or neutral at any time hereafter regardless of our initial recommendation.  All expressions of opinion are subject to change without notice, and Spruce Point Capital 
Management does not undertake to update this report or any information contained herein.  Spruce Point Capital Management, subscribers and/or consultants shall have no 
obligation to inform any investor or viewer of this report about their historical, current, and future trading activities.

This research presentation expresses our research opinions, which we have based upon interpretation of certain facts and observations, all of which are based upon publicly 
available information, and all of which are set out in this research presentation.  Any investment involves substantial risks, including complete loss of capital. There can be no 
assurance that any statement, information, projection, estimate, or assumption made reference to directly or indirectly in this presentation will be realized or accurate. Any 
forecasts, estimates, and examples are for illustrative purposes only and should not be taken as limitations of the minimum or maximum possible loss, gain, or outcome. Any 
information contained in this report may include forward looking statements, expectations, pro forma analyses, estimates, and projections. You should assume these types of 
statements, expectations, pro forma analyses, estimates, and projections may turn out to be incorrect for reasons beyond Spruce Point Capital Management LLC’s control. 
This is not investment or accounting advice nor should it be construed as such. Use of Spruce Point Capital Management LLC’s research is at your own risk. You should do 
your own research and due diligence, with assistance from professional financial, legal and tax experts, before making any investment decision with respect to securities 
covered herein. All figures assumed to be in US Dollars, unless specified otherwise.

To the best of our ability and belief, as of the date hereof, all information contained herein is accurate and reliable and does not omit to state material facts necessary to 
make the statements herein not misleading, and all information has been obtained from public sources we believe to be accurate and reliable, and who are not insiders or 
connected persons of the stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer, or to any other person or entity that was 
breached by the transmission of information to Spruce Point Capital Management LLC. However, Spruce Point Capital Management LLC recognizes that there may be non-
public information in the possession of LDOS or other insiders of LDOS that has not been publicly disclosed by LDOS. Therefore, such information contained herein is 
presented “as is,” without warranty of any kind – whether express or implied. Spruce Point Capital Management LLC makes no other representations, express or implied, as 
to the accuracy, timeliness, or completeness of any such information or with regard to the results to be obtained from its use. 

This report’s estimated fundamental value only represents a best efforts estimate of the potential fundamental valuation of a specific security, and is not expressed as, or 
implied as, assessments of the quality of a security, a summary of past performance, or an actionable investment strategy for an investor. This is not an offer to sell or a 
solicitation of an offer to buy any security, nor shall any security be offered or sold to any person, in any jurisdiction in which such offer would be unlawful under the 
securities laws of such jurisdiction.  Spruce Point Capital Management LLC is registered with the SEC as an investment advisor. However,  you should not assume that any 
discussion or information contained in this presentation serves as the receipt of personalized investment advice from Spruce Point Capital Management LLC. Spruce Point 
Capital Management LLC is not registered as a broker/dealer or accounting firm.

All rights reserved. This document may not be reproduced or disseminated in whole or in part without the prior written consent of Spruce Point Capital Management LLC.
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Spruce Point’s Successful Forensic Accounting 
Warnings In Government Service Providers Before 
Major Share Price Revisions

Early indicators of sales and earnings revisions can be identified with a careful forensic review. We believe Leidos (NYSE: 
LDOS) is at high risk of major disappointment given business and accounting strains we will highlight. 

Company: 
Maxar Technologies (Formerly MacDonald Dettwiller) Mercury Systems Forescout Technologies

Exchange: Ticker NYSE and TSX: MAXR Nasdaq: MRCY Nasdaq: FSCT

Report Date Aug 7, 2018 April 18, 2018 May 13, 2020

Spruce Point’s 
Criticisms

• MDA’s acquisition of DigitalGlobe driven 
by the need to cover problems in its 
satellite business, including a forthcoming 
decline in the geostationary satellite 
industry

• Brazen accounting scheme including 
inflation of intangible assets to overstated 
Non-IFRS EPS

• Dangerously levered at 5.8x when taking 
into account off-balance sheet liabilities 
make Maxar’s dividend at high risk of 
being cut or eliminated

• Analyst estimates are too high, and 
goodwill and asset impairment looms

• A roll-up of aerospace and defense 
systems and solutions, we observed 
growing strains in the company’s 
financials including a widening divergence 
between Adj. EBITDA and Free Cash Flow

• Mercury’s current inventory and planned 
inventory purchase obligations relative to 
its next 12 months of backlog were 
elevated above historical norms, while it 
was slowly walking back gross margins 
expectations of 50%

• Recent Chief Accounting Officer 
resignation suspicious in timing

• High risk of financial disappointment 50%-
85% downside risk ($7 - $23/sh)

• Forescout is an IT solution provider for 
device visibility and controls solutions 

• Forescout agreed to be acquired by 
Advent Int’l for $33/share in a $1.8bn deal

• After a forensic review of the proxy 
statement and channel checks, Spruce 
Point believed that Forescout’s financial 
projections were overly optimistic

• We wrote a letter to Advent, arguing it 
had grounds to revise its offer price or 
terminate the transaction

• We argued FSCT shares should be valued 
between $17- $22 regardless

Successful 
Outcome

• Maxar twice attempted to “refute” our 
conclusions, yet its share price collapsed 
90% following our report

• Maxar took a $386m asset write-down 
and impairment loss (source)

• Multiple resignations including CEO and 
Chief Accounting Officer

• Dividend cut to one penny (source)

• Share collapsed by 35% to a low of $30.11 
after the following earnings report, which 
significantly disappointed estimates

• Shares were downgraded by BofA/ML
• Legal investigations commenced following 

our report and MRCY’s serious 
disappointment

• On May 18, 2020 Forescout provided an 
update that on May 15th Advent would not 
proceed to complete the deal 

• On May 20th, Forescout commenced 
litigation against Advent and shares hit a 
low of $18.10

• On July 15th, the parties agree on a revised 
$29/share price, or 12.1% below the initial 
deal price

The recommendations shown above are not intended to be exhaustive. A full list of all recommendations made over the past twelve months can be found on our website

https://www.sprucepointcap.com/maxar-technologies-ltd/
https://www.sprucepointcap.com/mercury-systems-inc/
https://www.sprucepointcap.com/forescout-technologies-inc/
http://investor.maxar.com/investor-news/press-release-details/2018/Maxar-Technologies-reports-third-quarter-2018-results-declares-quarterly-dividend/default.aspx
http://investor.maxar.com/investor-news/press-release-details/2019/Maxar-Technologies-Announces-CEO-Transition/default.aspx
https://www.sec.gov/Archives/edgar/data/1121142/000155837019002322/f8-k.htm
https://www.sec.gov/Archives/edgar/data/1121142/000155837019001325/ex-99d1.htm
https://www.businesswire.com/news/home/20180726005856/en/Glancy-Prongay-Murray-LLP-Announces-Investigation-on-Behalf-of-Mercury-Systems-Inc.-Investors-MRCY
https://www.globenewswire.com/news-release/2020/05/18/2034910/0/en/Forescout-Provides-Update-Regarding-Pending-Acquisition-by-Advent-International.html
https://www.forescout.com/company/news/press-releases/forescout-commences-litigation-against-advent-international/
https://www.globenewswire.com/news-release/2020/07/15/2062619/0/en/Forescout-and-Advent-International-Reach-Amended-Merger-Agreement.html
http://www.sprucepointcap.com/research/
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Leidos – Another S&P 500 Company Where  
Spruce Point Has Success Shorting

Index S&P 500 S&P 500 S&P 500 S&P 500

Report NYSE: CHD | 9/5/19 NYSE: AME | 11/14/14 NYSE: MTD | 7/24/19 NYSE: AOS| 5/16/19

Market Cap $22.7 billion $12.3 billion $21.8 billion $6.1 billion

Company 
Promotion

Best of breed roll-up acquiror of personal 
care and consumer products with the core 
Arm & Hammer brand providing a stable 
backbone to diversify into other products

Best of breed roll-up in the test and 
measurement equipment space 

with world class EBITDA margins and 
an ability to never miss Wall St 

estimates through any 
economic cycle

Best of breed weights, test and 
measurement equipment company 

with superior margins and an ability to 
never miss Wall St. EPS targets

Leading maker of water heaters and 
treatment products, boilers, and air 

purifiers. Fast and sustainable 
growth in China, allowing for 

corporate gross margins in excess of 
industry peers

Our Criticism New management is more aggressive, using 
financial and accounting tactics to inflate the 

share price. The recent acquisition of 
FLAWLESS hair care was expensive and will 

disappoint investors. Governance lapses 
have allowed management to reap unjust 

bonuses based on non-cash gains. Shares at 
$80 trade 8% above analyst targets

AMETEK isn’t creating any value by 
delivering zero organic growth and 

that its financial statements showed 
signs of strain with aggressive 
accounting. We believed its 

premium valuation multiple could 
not be sustained as the quality of its 

acquisitions deteriorated

Excessive cost capitalization from a 
12 year “Blue Ocean” ERP 

implementation. Unusual corporate 
structure that omits product level 

margin discussion. Closeness of mgmt 
with PwC its auditor. Financial strains 

being signaled and anomalies in 
China. Extreme valuation with price 

14% over avg analyst price target

China capital expenditure 
anomalies, notably consistent mis-

forecasting. Capex issues often 
linked to gross margin inflation. 

Excessive spending on a protracted 
ERP implementation also often 

linked to accounting and 
financial issues 

Successful 
Outcome

Within the first quarter after our report, CHD 
reported disappointing Q3 sales results, cut 

its full year revenue guidance, and issued Q4 
earnings at $0.54, well below the $0.62 

expected. Management blamed higher sales 
and marketing expenses on FLAWLESS. 

CHD’s new 10-K added risk factors around 
financial controls and it Chief Accounting 

Officer is “retiring”

By early 2016, AMETEK began 
guiding down sales and earnings 

expectations for multiple quarters. 
Its CEO and CFO abruptly retired. Its 
share price fell nearly 20% from our 

initial report date

Q2 2019 missed sales estimates by the 
widest margin in years, and initial 
2020 guidance issued in Q3 2019, 

missed estimates with lower sales and 
earnings growth. Management failed 
to address any of the issues identified 

by Spruce Point. The share price 
corrected by 22%

AOS admitted an undisclosed 
material supply chain partner 

following a report by firm J Capital. 
In Q2 2018, AOS substantially 

revised guidance, showing 
weakness in China with sales 

projected down 16-17%. AOS fired 
its head of China after an 

investigation

“Being an S&P 500 company is a validation of absolutely nothing, and can be a wasteland of corporate mediocrity. 
It affords investors zero protections against companies and their ability to scheme investors. Buyer beware!”

Quote From 
Ben Axler

The recommendations shown above are not intended to be exhaustive. A full list of all recommendations made over the past twelve months can be found on our website

https://www.sprucepointcap.com/church-dwight-co-inc/
http://www.sprucepointcap.com/ametek-inc/
https://www.sprucepointcap.com/mettler-toledo-international-inc/
https://sumzero.com/pro/research/ideas/17287
https://finance.yahoo.com/news/factors-know-ahead-church-dwights-150803337.html
https://www.sec.gov/ix?doc=/Archives/edgar/data/313927/000119312520046450/d845490d8k.htm
http://www.ametek.com/pressreleases/news/2016/may/ametekannouncesexecutive
http://www.ametek.com/pressreleases/news/2016/january/ametek-chief-financial-officer-robert-r-mandos-jr-to-retire
https://seekingalpha.com/news/3485754-mettler-toledo-eps-beats-0_08-misses-on-revenue
https://finance.yahoo.com/news/mettler-toledo-international-inc-reports-211000076.html
https://www.sec.gov/Archives/edgar/data/91142/000119312519163453/d753067d8k.htm
https://www.sec.gov/Archives/edgar/data/91142/000119312519206137/d782672dex991.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/91142/000119312520046708/d847225d8k.htm
http://www.sprucepointcap.com/research/
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The origin of the assets come from L3 Communications, whose original CFO/Founder was charged by the SEC in 2020 with 
revenue accounting fraud at Revolution Lighting (Nasdaq: RVLT). Today, we are unable to reconcile at least 20% of the 
$500m deal’s estimated sales contribution. We have grave concerns about its international sales. Leidos said the deal would 
increase int’l sales from 10% to 13%, implying $355 - $367m of int’l contribution. Experts, including a former Leidos C-Suite 
executive, told us the majority of the legacy L3Harris Security Detection business is to the TSA, a U.S. domestic agency. 

Spruce Point Estimates 35% - 60% Downside 
Risk ($43 - $70/share) For Leidos (LDOS)

Leidos Holdings, Inc (NYSE: LDOS) was formed in 2013, after splitting from SAIC, a troubled government service provider that admitted to perpetrating a 
massive $500m fraud against New York City in 2012. In 2014, Leidos merged with Lockheed Martin’s Information Systems & Global Solutions services 

business and became the largest pure play government IT service provider under CEO Roger Krone. Mr. Krone joined Leidos as CEO in July 2014, after 
spending 5 years as subordinate to Boeing CEO Dennis Muilenburg, who later fell from grace during the 737 MAX scandal. A congressional report dubbed 
Boeing under Mr. Muilenburg as having a “culture of concealment” and putting corporate goals and profits ahead of safety. In early 2020, Leidos acquired 
L3Harris’s Security Detection & Automation (SD&A) for $1.0 billion, leveraging its balance sheet to border, port, and airport threat and explosive detection 

equipment.  While Leidos claims the deal would add $500m in revenues growing double digit, boost int’l sales by 3%, and that the deal is progressing 
ahead of its milestones, Spruce Point believes the deal has been an abysmal failure, either through Leidos’ inept due diligence or being duped by 

L3Harris. We believe Leidos is potentially covering up at least $100m of fictitious sales, mischaracterizing $355 - $367m of international revenue, and 
concealing defective L3Harris products that jeopardize the safety of people globally. Leidos is showing classic signs of cash flow struggles. We believe at 

least four factors are temporarily inflating Operating Cash Flow by an estimated 67%-78% in YTD’20. We see numerous errors and inconsistencies with 
management’s figures (including organic sales growth). We believe at best these are sloppy errors, and at worst case, are intentional acts by Leidos to 

obscure its strains from investors. We find it alarming that Leidos former Chief Accounting Officer left in March 2020, and removed his title from his new 
biography. Spruce Point is calling for an immediate Board investigation into the SD&A transaction and the dismissal of CEO Krone and CFO Reagan. 

Bullish analysts see 8% upside, yet when we value Leidos on a discounted multiple of normalized cash flow we arrive at $43 – $70 (35%-60% downside).

Spruce Point has sourced import records showing defective equipment from its key products such as ClearScanTM and 
MV3DTM being returned from a customer in Japan. Based on an industry expert interview, we learned that L3Harris has been 
losing market share in baggage detection systems. In particular, it once had a near monopoly on millimeter wave body scan 
systems, but is losing share to a German company called Rohde & Schwarz, which has been investing in higher reliability 
products being sold at an 8-10% price discount to peers. Furthermore, a recent U.S. GAO document explains why the TSA 
recently chose Smiths’ Detection over L3Harris, citing greater reliability and a 30% lower price. 

We Believe 
Leidos Blew 

$1bn On Weak 
Assets With A 

History of 
Disappointment

Fraud 
Allegations 

From A 
Distributor

Recent Import 
Records And 

Expert Interviews 
Corroborate 

Defective Product 
and Reliability  

Concerns

Shortly after the deal was announced in Feb 2020, a foreign distributor in the Mideast filed a lawsuit in New York claiming a
multiyear period of fraud at L3Harris, including misrepresentation and inducement related to its CX Mobile units – a port and 
border screening product that the distributor claims was defective and not capable of performing as represented by L3 
management. While the lawsuit was withdrawn without reason, the timing of it should have been a warning sign to Leidos.

Foreign UAE 
Financial 

Statements 
Suggests Possible 

Foul Play

In late Jan 2021, Spruce Point uncovered a foreign filing for MacDonald Humfrey’s UAE operation, which managed the Abu 
Dhabi Airport. This forms part of the acquired automation business. The filing discloses that 2018 sales and net income were 
overstated by 68% and 98%, respectively. Yet, the prior year audit opinion had no warning. In our opinion, a restatement of 
this magnitude could suggest more than a casual error, and be a worst case indicator that foul play is involved.  

Key slides
12, 13, 14, 15

27, 28 

Key slide
24

Key slides
16 , 30 - 31, 

34 -35
Key slide
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We believe there are multiple signs that Leidos is mitigating Operating Cash Flow (OCF) pressures. “Adjusted” 
metrics have recently become divorced from underlying OCF. We identify four factors that are temporarily 
inflating OCF by an estimated 67%-78% in YTD’20. We also find numerous errors and inconsistencies with the 
financials and disclosures. We believe at best these are just sloppy errors, but in a worst case, could be 
intentional acts by management to obscure its strains from investors. After a close look at its Thailand distributor, 
we find evidence of potential channel stuffing in 2019, and now have U.S. import records showing product being 
returned. There is also evidence the distributor may have influenced an imprisoned Thai politician

Leidos has often had inconsistent organic sales growth, but management is touting 2021 goals of 10%-12%. We find 
evidence that Leidos has manipulated organic growth figures to its benefit in the past. Specifically, in 2019 it initially 
failed to account for the IMX Medical acquisition in the Health segment. Subsequently in 2020, it backdated the 
inclusion of IMX and then reversed revenue figures in the first and second quarters after the acquisition. Now revenue 
disclosures don’t match between its investor presentation and SEC filings. Something is terribly wrong. Leidos’ C-Suite 
Health Group President departed in March 2020. Spruce Point interviewed a former C-Suite executive and asked what 
is the biggest risk to the growth story? The answer surprised us since its 10-K omitted this as a “Risk Factor”. We 
learned that the executive was worried about Amazon and Microsoft doing direct deals with Federal agencies, instead 
of being subcontractors. Leidos’ competitor Booz Allen has acknowledged the Amazon risk, and employment data in 
Fairfax, Virginia indicates Amazon is growing rapidly in the region and now the 7th largest employer

Numerous 
Signs of 

Cash Flow 
Struggles –
Evidence of 
Distributor 
Stuffing In 
Thailand

Key slides
37 - 38 and

45

Evidence That 
Organic 

Growth Can’t 
Be Trusted

-
Management 

Appears To Be 
Concealing 

Amazon As A 
Disruptive Risk

Key slides
57 - 58

CEO Krone came from Boeing, and was a subordinate to disgraced Boeing CEO Dennis Muilenburg known for 
fostering a “culture of concealment” and putting profits ahead of safety. In the context of our findings that CEO 
Krone is touting great things about the SD&A business in the face of hard evidence it’s suffering from defective 
products, it’s very concerning that Leidos may also be concealing serious issues. Leidos former Chief 
Accounting Officer (CAO) Ranjit Chadha worked at CSC in accounting roles during a period the SEC charged its 
executives with accounting fraud and noted unusual unbilled receivables. Curiously, we find Leidos unbilled 
receivables also rising, and Leidos isn’t giving a clear explanation. Chadha became Leidos’ SVP Corporate 
Financial Planning and Analysis in June 2019, but recently departed in March 2020. In his new role, he removed 
from his biography his CAO role at Leidos. The current CAO, Christopher Cage, is a long-time SAIC employee, 
and has a legacy criminal record in California for driving while intoxicated and injuring a female passenger

CEO and Two 
Chief 

Accounting 
Officers With 
Worrisome 

Pasts

Key slides
11,  66 - 69

Key slide
60 - 62

Spruce Point Estimates 35% - 60% Downside Risk 
($43 - $70/share) For Leidos (LDOS)

We believe Leidos’ shares represent an incredibly poor risk / reward. The current sell-side consensus price is 
$116.36 which is ~8% above the current price. Yet, there is no evidence that the sell-side understands the 
magnitude and gravity of the problems faced by the Security Detection & Automation business. Furthermore, we 
believe the market miscalculates Leidos’s cash figure. By valuing Leidos at a multiple of our adjusted 2021 cash 
flow, a discount to peers, we arrive at a price target of $43 – $70/sh (35% – 60% downside)

Poor Risk / 
Reward With 

35% – 60% 
Downside

Key slides
72, 74, 77
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Leidos CEO Roger Krone joined the Company in 2014 after a long career with Boeing, primarily in its Network and 
Space Systems business. For approximately 5 years, he was a subordinate to Dennis Muilenburg, who eventually 
rose to CEO, and was later ousted following the Boeing 737 MAX scandal. Federal reports detailed a “culture of 

concealment” at Boeing fostered under Muilenberg’s leadership and that “the desire to meet goals and 
expectations jeopardized the safety of the flying public”.(1) These insights are particularly troubling as Spruce Point 

has identified evidence that under Mr. Krone’s leadership, Leidos is concealing numerous product defects from 
investors, notably explosive detection systems at airports and borders. Product failures such as these could expose 

the public to needless harm, and could present a Material Adverse Effect with tail-risk liabilities to Leidos.(2)

Leidos CEO A Direct Subordinate of Disgraced Boeing 
CEO Dennis Muilenburg, Noted For Profits Over Safety 
And A Culture of Concealment 

Boeing
Chairman and CEO

June 2015 –
Dec 2019

Executive Vice 
President,

President and Chief 
Executive Officer,
Boeing Defense, 
Space & Security

2010

Boeing
President and CEO
Integrated Defense 

Systems

2009

Boeing
President Network and 

Space Systems
Boeing Defense, Space & Security

2010 - 2014

Boeing
Vice President 

and COO

Dec 2013

Boeing
President, Network 

and Space Systems, 
Boeing Integrated 
Defense Systems

2006-2010

Current 
Leidos CEO

Roger
Krone

Former 
Boeing CEO 

Dennis 
Muilenburg

1) ”House report on 737 Max crashes faults Boeing’s ‘culture of concealment’ and labels FAA ‘grossly insufficient’”, Washington Post, March 6, 2020
2) The SAFETY Act affords Leidos some liability protections in the United States, though it is likely to require Leidos to carry additional insurance. However, 

there may be no such legal acts in foreign jurisdictions limiting Leidos’ exposures

Leidos CEO

July 2014 -
Present

https://www.washingtonpost.com/local/trafficandcommuting/house-report-on-737-max-crashes-faults-boeings-culture-of-concealment-and-labels-faa-grossly-insufficient/2020/03/06/9e336b9e-5fce-11ea-b014-4fafa866bb81_story.html
https://www.safetyact.gov/lit/h/p
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We will provide evidence that Leidos’ $1.0 billion levered acquisition of L3Harris’ Security Detection and 
Automation business (SD&A) is experiencing significant problems, including product defects, that increase the 

likelihood of a Material Adverse Effect. We believe Leidos should write down the value of the business as impaired, 
and the Board should immediately terminate CEO Krone and CFO Reagan for abysmal due diligence failures, and 

misrepresenting the financial outlook of the business to investors. 

Leidos Heavily Promotes The $1.0 Billion 
Acquisition of L3Harris SD&A Business

Leidos Promotional Case:
We got a great deal! It’s accretive, growing double digits, 

providing us diversification, and has cost synergies

Spruce Point Reality Case:
An Abysmal Failure In the Hall of Fame of Pitiful 

Acquisitions

Source: Leidos Deal Presentation, Feb 4, 2020

 Leidos purchased a business highly levered to airport and 
global travel and logistics at the worst possible time in early 
February before the pandemic. We believe new product sales 
of baggage screening equipment and servicing revenues 
down materially

 2020E $500m of sales trending down 40%. Paid close to 3.4x 
sales, not 2.1x sales. Precedent deals average 2.5x

 “Projected 3yr revenue CAGR in the teens” – we believe this 
appears to be a complete fantasy

 Positive $75m of EBITDA could actually be negative. SD&A 
Equipment is dated and some equipment has major problems 
costing $10M per year according to a source

 L3Harris has been losing market share in airport security to 
competitors with lower price and more reliable service

 Fraud charges by a distributor claiming defective products 
and failure to deliver on promises have surfaced

 Strong evidence of defective products being sent back by 
international customers with shipping records

 International revenue figures not adding up in the deal
 The business is likely impaired; goodwill and intangible 

assets should be evaluated for write-down
 “Material Adverse Effect” to Leidos likely as confidence in its 

product to accurately detect threats and protect the public 
now in question 

https://www.sec.gov/Archives/edgar/data/1336920/000133692020000011/ex992investorpresentatio.htm
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Reality: Both SAIC/Leidos And L3 Have Historically 
Overpromised, Underdelivered In Their Security 
Detection And Automation Businesses

Aug 2017
L3 Hypes $1bn 

Potential of 
Security & 
Detection 
Business

“Security & Detection Systems business will generate more than $500 million in sales this year (Note: 2017 Sales fell well short at 
$432m) and the company is “aspirationally” targeting $1 billion in sales for the business within a few years, company officials say. 
Ralph D’Ambrosio, L3’s chief financial officer, tells investors that this year sales of ClearScan and a more mature aviation security 
product, the high-speed MV3D EDS for checked baggage screening, will do a combined $45 million in sales worldwide, up 50 percent
from 2016.  “Those sales could easily double, triple, if not more than that over the next couple of years as TSA and other airport 
authorities around the world begin to introduce new, more capable security equipment,” D’Ambrosio said.” 

Nov 2016
L3 Acquires 

MacDonald Humfrey 
Automation for $280m 
with Est. $135m Sales

“MacDonald Humfrey is a globally recognized leader in the deployment of operationally effective and efficient aviation checkpoint
security solutions, as well as in the development of state-of-the-art process automation and collaborative robotic capabilities 
supporting aviation and other adjacent market.”  (Note: By 2019, MacDonald’s Sales were $105m)

L3 Security 
Aviation

Detection Origins
Pre-1998, Hyping 
Big Sales in 2003

Aug 2010
SAIC Buys Reveal 

Imaging 
Technologies

For $218m With 
$100m of Est Sales

“Reveal will join SAIC's Security and Transportation Technology Business Unit, part of SAIC's Infrastructure, Energy, Health and
Product Solutions Group led by Joe Craver. The acquisition will enhance SAIC's homeland security solutions portfolio, adding TSA
approved, EDS baggage screening systems to the highly successful VACIS®  passenger and cargo inspection systems used by customs,
military and other security organizations worldwide to detect illicit items hidden inside vehicles and cargo containers.” 

“We took a $30 million impairment charge on the Reveal Imaging acquisition, reducing the overall margins by 1.2%. While Reveal 
and the engineering products business are our most profitable, we did not ship nor expect to ship enough units near term of Reveal 
units to produce the financial results necessary to support the purchase valuation a couple of years ago.” 

Sept 2013
SAIC (Now Leidos) 
Later Impairs The 

Asset

Source: SAIC to Acquire Reveal Imaging Technologies, Inc.

Source: SAIC Q2’2014 conference call

Source: Defense Daily,  Aug 2017

“L-3's technology, developed over two years, turned out to be just what airports needed after Sept. 11, 2001. The government required 
airports to install electronic detection systems to bolster security, and the company, based in New York, landed a contract to supply the 
Transportation Security Administration with 425 bomb detection machines. The contract contributed more than $320 million of L-3's 
$4 billion in revenue for 2002….Mr. Lanza says he expects annual revenue for his domestic security business to reach $700 million to 
$800 million within a few years, accounting for nearly 20 percent of sales” Source: NYTimes, Sept 14, 2003 

Source: L-3 Acquires MacDonald Humfrey (Automation) Ltd

May 2020
Leidos Acquires 

L3Harris Security, 
Detection & 

Automation For 
$1.0bn

Leidos promotes $400m of expected sales for L3Harris (well short of the $1.0bn it claimed it could achieve alone in 2017 and 
$700m it claimed in 2003. Note: $400m = $500m ex: Automation of $100m) and $250m of sales of its own legacy business, or pro 

forma combined sales of $750m.  Leidos projects “teens” sales growth, cost synergies and immediate accretion. In Q3’2020, Leidos
reported $74m quarterly sales contribution from SD&A, implying $297m run rate implied annual revenues, or 59% below plan. 

https://www.prnewswire.com/news-releases/saic-to-acquire-reveal-imaging-technologies-inc-99748249.html
https://seekingalpha.com/article/1672822-saic-management-discusses-q2-2014-results-earnings-call-transcript
https://www.defensedaily.com/l3-looks-double-security-detection-business-within-five-years/uncategorized/
https://www.nytimes.com/2003/09/14/business/business-a-tech-company-wins-big-in-the-war-on-terror.html
https://www.businesswire.com/news/home/20161122006081/en/L-3-Acquires-MacDonald-Humfrey-Automation-Ltd
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The Track Record of The Executives Behind The 
L3 Security Assets

Spruce 
Point 

Warning 
on L3 

Comm.

The origins of the L3 security and detection assets obtained by Leidos started as an investment made by its founding 
executives CEO Frank Lanza and CFO Robert V. LaPenta in 1998. Mr. LaPenta would go on to serve on the Board of Leap 
Wireless (NYSE: LEAP). which settled a securities fraud class action lawsuit, and had two financial restatements during Mr. 
LaPenta’s time on the Audit Committee. Yet, even more concerning, Mr. LaPenta would later become CEO of Revolution 
Lighting (Nasdaq: RVLT) where he was charged with revenue accounting fraud by the SEC. L3’s original VP of Finance and 
Controller would later become its Chairman and CEO. Under his tenure, L3 faced an accounting scandal in 2014 exposing 
errors back to 2004. This fact pattern is concerning in the context of revenue issues we illustrate with the current assets.

Source: L3 S-1 IPO 1998

L3 Executive Scandal 1 Scandal 2

Robert V. LaPenta
CFO

CEO of Revolution Lighting
Fraud (2014-2018) Charged with Fraud by the SEC as CEO of 
Revolution Lighting (RVLT) for revenue recognition issues

Board Member (Audit): 
Leap Wireless (LEAP) from 2005-2013

Restatement (2004-2007): Revenue errors
Restatement (2011-2013) Capex errors

Settled a securities lawsuit

Michael Strianese
VP Finance and Controller 

and later CFO, then 
Chairman and CEO

Scandal (2014) and SEC Order (2017): As Chairman and CEO of L3, the 
firm was rocked by a scandal in 2014. L-3 learned from a whistleblower 
that a group of former employees misstated revenue and costs linked to 

a U.S. Army contract that started in 2010. The revelation on Jul. 31 
wiped more than $1 billion from its market value and led to an initial 

charge of $84 million, later growing to a $169m charge. Separate 
revisions to an unrelated contract dating back to 2004 revealed a pretax 
gain of $28 million, and the net impact of the announced changes was to 
reduce pretax profits for the affected periods by $140 million and sales 

by $73 million, according to the filing. 

--

L3’s First 
Three 
Executives

https://www.sec.gov/Archives/edgar/data/1056239/0000950136-98-000394.txt
https://www.sec.gov/litigation/litreleases/2020/lr24915.htm#:%7E:text=The%20Securities%20and%20Exchange%20Commission,over%20a%20four%2Dyear%20period.&text=The%20company%20then%20allegedly%20recognized%20revenue%20from%20the%20uncompleted%20sales.
https://www.sec.gov/Archives/edgar/data/1065049/000093639207000861/a35589exv99w1.htm
https://www.sec.gov/Archives/edgar/data/1065049/000119312513405280/d614999d8k.htm
http://securities.stanford.edu/filings-case.html?id=103889
https://www.wsj.com/articles/l-3-reveals-subpoenas-impact-from-accounting-review-1412970952
https://www.sec.gov/litigation/admin/2017/34-79772.pdf
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Fiction: Management Has Been Telling Potentially Misleading 
Information About The SD&A Business, Claiming Everything Is 
Ahead of Plan And On Target

Credit Suisse Conf
CEO 

Roger Krone

Dec 2, 2020

“And the -- both Dynetics and security detection and automation businesses, they're doing really quite well. I 
mean we're ahead of our milestones. We're getting systems converted, people converted to our employee 
system. And so that's going really, really well.” 

“And look, we have parts of our business where we make things where our margins are easily into the mid-teens. 
We believe that -- well, I can tell you that parts of the Dynetics business where you're actually manufacturing 
things, once you're at scale, you're manufacturing things in margins that are well north of the margins that you 
see in our services business. And the security products business also, our target margins there are into the 
teens.” 

Q3 2020 Conf Call
Analyst Seifman

Nov 2, 2020
“And then slight sequential stepdown in airport security products and kind of how things are shaping up there, 
given what's happening in the air travel environment.” 

Q3 2020 Conf Call
CEO 

Roger Krone
Nov 2, 2020

CS Analyst Spingarn
Dec 2, 2020

“Is there any reason -- or is it maybe a bad comparison to think about the hardware primes and that their EBITDA 
margins can sometimes get into the mid-teens? Is it just a different business.” 

“Where we see upward pressure in margins is that the acquired businesses have profiles that -- and the security 
detection and automation businesses, think of low to mid-teens in terms of EBITDA margins there.” 

Morgan Stanley Conf
James Regan

CFO
Sept 16, 2020

Q2 2020 Conf Call
Analyst Peter Arment

Aug 4, 2020

“Hey, Roger, just -- maybe just without getting into maybe specific dollar numbers, but when we think about the 
security detection and automation kind of revenue profile, now that you've kind of been deeper into this business and 
seeing the impacts of COVID or seen -- had conversations with customers. How do we think about this business as we 
go into '21? Is it a business that's growing or maybe just give us some color around the health of business.” 

“Well, I -- I'd love to. By the way, they are ahead of our plan. So we had an internal plan that we put together for 
the combined business, which included the Tewkesbury business and the business in the U.K that makes the trade 
return systems. And they had a quarter that exceeded our expectations and we expect that to continue.” 

Q2 2020 Conf Call
CEO 

Roger Krone
Aug 4, 2020
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Reality: Spruce Point Interview With Security 
and Explosive Detection Industry Expert

“Leidos has been losing market share to Smiths Detection in the U.S. baggage detection market for some time. In checked baggage 
Smiths has about 60%, and L3Harris/Leidos about 40%. The TSA has been buying more from Smiths and L3Harris/Leidos market 
share has been coming down.” 

“L3Harris/Leidos has really fallen behind in the millimeter wave scanners whole-body imaging segment. They had an exclusive 
qualification with the TSA for this market giving them the entire market share. But I believe they decided not to invest in 
continuing to develop and further the next generation technology. They are slowly losing that market to a German company 
called Rohde & Schwarz. I believe they are delivering a competing product with higher reliability at 8-10% lower price. 
Moreover, Rhode & Schwarz has to service this equipment. Before they could go to Leidos’ service organization for help. But 
now, they would view it as a competitive conflict to use L3Harris/Leidos and instead go to someone else for the servicing.” 

“In my opinion, a big mistake that L3Harris made was to outsource their production, I believe to a Pacific Rim company and 
also a location in Alabama. Therefore, the TSA no longer viewed them as a purely U.S. manufacturer.” 

“Reputations are based on ability to deliver on time, quality, have installations ready, so-on and so-forth…it’s a very complex 
process. You get measured on your performance. CPARS (Contractor Performance Assessment Reporting System) is a tool the 
U.S. Government uses to measure contractors, and report back to the provider. You get measured on many areas, budgetary, 
program performance, etc. CPARS are used as tool to evaluate new proposals, so if your historical CPARS evaluation is 
good/bad it can affect future contract award determination. TSA is now issuing a new proposal tender as it’s changing out 
older equipment to the latest CT technology for midsized systems. Qualified bidders such as Analogic, Smiths, IDSS, Leidos, etc 
should participate. When you win/lose a tender you get to see how TSA rated you relative to peers. We would get A/B/A 
grades, Leidos A/B/A and L3 would B/B/B. L3Harris has struggled with their service performance in checked baggage and 
millimeter wave. This is what you hear from talking to people in the industry.” 

“The US gov’t takes some of the risk, but there is a significant risk an OEM like Leidos bares. All I can say is that it’s a big liability 
risk. Smaller companies trying to get into the space, like Analogic, it becomes a deterrent to show customers like the TSA how 
they’d handle a crisis. But if you notice, the best thing that happened to Analogic, was it was acquired by a private equity 
owner – Altaris Capital – helped them get even stronger, and the TSA more comfort in giving them business.”

Topic: 
Market Share 
US Baggage

Topic: 
Where Is 

L3Harris/Leidos 
Really Hurting?

Topic: 
L3Harris/Leidos

Reputation

Topic: 
Other 

Mistakes 
Made

Topic: 
Tail-Risk 

Liability For 
Allowing 

Explosives To 
Get Through 
Undetected

Spruce Point interviewed an industry expert who worked for an L3Harris/Leidos competitor. He shared his views on key topics.

Note: Interview paraphrased for brevity purposes but not to change intended meaning

https://www.rohde-schwarz.com/us/solutions/aerospace-defense-security/aerospace/airport-security/security-scanner/security-scanners-theme_233304.html
https://www.analogic.com/press-release/analogic-to-be-acquired-by-an-affiliate-of-altaris-capital-partners-for-84-00-per-share-or-1-1-billion-in-cash/
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Reality: Spruce Point Interview With Security and 
Explosive Detection Industry Expert (Cont’d)

“The largest piece of business was domestic and the largest customer was TSA. It’s the biggest piece of what’s there. 
Canada is second, not a lot but enough. The rest of international is relatively small.” 

Spruce Point “What percentage of L3Harris do you estimate was domestic revenue and what percentage of that was TSA?” 

Industry Expert

“Yes, that’s correct, it would be false to assume that.”

Spruce Point “Would it be wrong or false to assume 90% of L3Harris Security, Detection and Automation business was international.” 

Industry Expert

Spruce Point “Leidos claimed $500m of revenues coming  from L3Harris Security Detection & Automation. What do you think of that?” 

“It can’t be doing $500m. Take the MacDonald Humfrey out which is approximately $100m. The core L3Harris business is no 
more than $300m, service included.”

Industry Expert

Spruce Point “How did they get away then telling investors that the business would do $500m of revenues?” 

“Good question? To pay $1 billion for this is insane.”Industry Expert

Spruce Point “Leidos is claiming this business can grow low to mid teens per annum over the next several years. Do you agree?” 

“They will be extremely challenged in baggage and body detection in the airport segment. Where there is opportunity is with 
Leidos ports and borders business, and MacDonald Humfrey’s automated lane system. But do these have a chance to be big? No.”Industry Expert

Spruce Point interviewed an industry expert who worked many years for an L3Harris/Leidos competitor. He agreed with us that 
$500m of revenues from SD&A was difficult to reconcile. He also believes L3Harris Security and Detection was mostly U.S. 

Note: Interview paraphrased for brevity purposes but not to change intended meaning
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TSA Data Points To Underlying Weakness

TSA produces data on the number of travelers going through checkpoints. Leidos has a significant service component 
for its airport security business. Fewer travelers through TSA checkpoints suggests less wear and tear on its equipment, 
and thus lower servicing requirements. The data recently has turned bearish and has never recovered from March 2020. 

Source: TSA website

Notice the TSA data has recently 
been in decline after a brief uptick

“The combined portfolio also reflects a revenue mix that is roughly 60% product, 40% service. As you can see, however, 
there are differences in the proportion of services and product revenues between our distinct businesses. Leidos has a 
highly efficient proprietary service model that drives an inverse in the revenue -- in the product revenue mix that is 
40% product, 60% service. We intend to apply our model to these two new businesses in order to grow a longer tail of 
service revenue streams for the product lines that we're acquiring.” 

L3Harris / 
Leidos Deal 
Conference 

Call

https://www.tsa.gov/coronavirus/passenger-throughput
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Spruce Point has assembled a preponderance of evidence to suggest that Leidos management is concealing significant problems with the 
$1.0bn levered SD&A acquisition. While touting everything is going according to plan, the hard evidence suggests the business is

impaired and will not meet management’s optimistic $500m revenue bogey, double digit revenue growth or 15% EBITDA margin target 

Overwhelming Evidence of Problems At 
Leidos’ Security, Detection & Automation

Evidence of Problems Explanation

Anonymous Tipster Spruce Point received a tip claiming Leidos’ $1.0bn acquisition of L3Harris’ Security, Detection & Automation (“SD&A) business is 
struggling with “projections that are way off” and “dated equipment having major problems costing $10m/year”

GAO filing
Spruce Point found a recent filing whereby L3 Security Detection lost an appeal with the Government Accountability Office (GAO) 
for a contract that went to Smiths Detection. The document cited L3’s higher cost and concerns about management’s ability to 
deliver on stated timelines

Distributor Fraud Claim
After Leidos announced its acquisition in Feb 2020, L3’s Oman distributor filed a lawsuit alleging fraud, defective border security 
products, and an inability of the Company to remedy the problem. The timing of the lawsuit, which was ultimately withdrawn, may 
have been used as leverage to get L3 to settle

Management Evasiveness Based on a forensic linguistic analysis of Leidos’ CEO at the recent Morgan Stanley Conference in Sept 2020, we believe he tried to 
avoid direct comments on the SD&A acquisition, until finally claiming it’s performing well

International Revenue Issues

Statements made by Leidos imply 90% of SD&A’s revenues are international. Management stated it expected 13% of Leidos’s 
revenue to be international, yet are just 8% as of Q3’2020. We can’t account for $355 - $367m of int’l sales.  A former C-Suite Leidos 
executive familiar with the business told us a majority of the L3Harris business came from the U.S. TSA. In addition, and industry 
consultant who worked for a competitor confirmed this view

Foreign Filings: McDonald Humfrey A recent filing made Dec 2020 in the UK illustrates the state of the Humfrey’s Automation business. For FY ended Dec 2019, sales
and operating profit were trending down by -10% and -60%, respectively – and this was before COVID-19 hit

UAE Statements: Potential Fraud
On Jan 20, 2021 financial statements for the UAE business were filed for 2019 which show a massive financial restatement in 2018. 
Revenues and Net Income were overstated by 68% and 98%, respectively. This appears to us to be more than a casual error. Leidos 
claims $75m of EBITDA from SD&A, yet $4.2m of historical Net Income disappeared from a financial restatement

Import Records of Defective Products We provide irrefutable evidence from U.S. import records with containers of Leidos’ products being marked “defective” 
encompassing ClearScan and MV3D

Import Records from Thailand
At Leidos’ Thailand distributor M.I.T Solutions, we see that in 2019 gross margins materially contracted, and receivables and
inventory outpaced sales by 2x. We also have import records showing 16 shipments commencing post deal close back to the US 
from the distributor. A local news agency linked a former M.I.T director to a public corruption case of the Thai Transport minister

First Quarterly Revenue Report / 
Disclosure Changes

Leidos’ Q3 2020 full quarter revenue contribution of $74m implies a run-rate $297m of sales, well below management’s 2020E of 
$500m. Leidos is making inconsistent disclosures about rising unbilled receivables, now claiming the deal is part of the reason for 
the growth. Rising unbilled receivables have in the past been associated with financial scandals

L3Harris Recent Disclosure In Q3 2020, L3Harris added language in its SEC filing that it “recognized a pre-tax loss of $26 million during the quarter ended July 3, 
2020” related to the SD&A sale to Leidos
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Date 
Completed Acquiror Seller Business Enterprise 

Value
Recent 
Sales

Next Year 
Projected 

Sales
EBIT(DA)

Next Yr 
Projected 

EBITDA

EBIT(DA)
Margin

EV / Current 
Year Sales

EV/ Current 
Year

EBIT(DA)

12/6/2004 General 
Electric

InVision 
Technologies -- $900 $310 -- $54.3

(EBITDA) -- 17% 2.7x 16.6x

4/24/2009 Safran General 
Electric

81% of GE 
Homeland 
Protection

$716 $260 -- -- -- -- 2.7x --

8/13/2010 SAIC (2) Reveal 
Imaging Tech.

Threat 
detection 
products

$218 ~$100 (3) -- -- -- -- 2.2x --

9/9/2016 OSI Systems
American 
Science & 

Engineering

Detection 
Solutions $266 $100 $117 $3.9

(EBITDA) $15.2 3.9% 2.7x 25.6x

4/7/2017 Smiths 
Group Safran Morpho 

Detection $710 $320 -- $57.6 
(EBIT) 18% 2.2x 12.3x

5/4/2020 Leidos L3Harris

Security 
Detection 

and 
Automation 

Business

$1,035 $500 $562 $75
(EBITDA)

$105
(EBITDA) 15% 2.1x 13.8x

Current Reality of Leidos Paying For L3Harris:(1) $297 ? ? ? ? 3.4x ?

While forking over $1bn in cash, Leidos confidently claimed on its deal conference call that the Security 
Detection and Automation Business is growing in the low to mid teens, and that EBITDA will grow from $75m in 
2020 to $105m in 2021, or +40% YoY. This allowed it to claim a low multiple paid for the business. Spruce Point 

believes this is disingenuous. Based on current implied run rate revenues of $297m, we estimate Leidos has paid 
3.4x sales, or a substantial premium to benchmark deals in the airport security and detection industry.(1)

Benchmark Industry Deals In Airport Baggage Security and Threat Detection Deals

Source: Company press releases, Spruce Point analysis
1) Leidos EV of $1,035m as per Note 4 of the recent 10-Q. If we exclude ~$100m of automation revenues from MacDonald Humfrey, Leidos paid a staggering 5.3x sales for security and detection 
2) SAIC, predecessor to Leidos, impaired Reveal in Q2’2014 by taking a $30m charge and admitting they overpaid
3) Per the founder’s biography

We Believe Management Vastly Overpaid 
For A Crumbling Business

https://www.bizjournals.com/sanjose/stories/2004/12/06/daily4.html
https://www.safran-group.com/media/20090424_safran-acquires-majority-stake-ge-homeland-protection-bolstering-ties-general-electric#:%7E:text=SAFRAN%20is%20acquiring%20an%2081,Government%2C%20military%20and%20commercial%20customers.
https://www.sec.gov/Archives/edgar/data/1336920/000119312510276912/d10q.htm
https://investors.osi-systems.com/news-releases/news-release-details/osi-systems-completes-acquisition-american-science-and
https://www.smithsdetection.com/press-releases/smiths-group-announces-completion-acquisition-morpho-detection/
https://www.leidos.com/insights/leidos-completes-acquisition-l3harris-technologies-security-detection-and-automation
https://www.sec.gov/ix?doc=/Archives/edgar/data/1336920/000133692020000083/ldos-20201002.htm
https://seekingalpha.com/article/1672822-saic-management-discusses-q2-2014-results-earnings-call-transcript
https://www.northeastern.edu/rise/judge/michael-ellenbogen/
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Leidos warns as a risk factor it could incur significant liabilities and suffer negative publicity if its inspection or 
detection systems fail to detect bombs, explosives, weapons, contraband or other threats. 

We will provide evidence that Leidos’ $1.0 billion levered acquisition of L3Harris’ Security Detection and 
Automation business (SD&A) is experiencing significant problems, including product defects, that increase the 

likelihood of a Material Adverse Effect. 

We Believe A Leidos Risk Factor Is 
Currently Being Actualized

Source:  2019 10-K p.21

https://www.sec.gov/ix?doc=/Archives/edgar/data/1336920/000133692020000023/ldos01032020form10-k.htm#s4C0B0ECD5B7A55F4B3563DE777A00169
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Tipster

Source: Anonymous Email

 Leidos made two significant acquisitions in the middle of Covid. 

 Projections are way off and on if the acquisitions is losing money and market 
share. 

 SD&A Equipment is dated and some equipment has major problems costing 
$10M per year. 

 Furthermore all the SD&A profit is made on the government and likely is 
defective pricing. 

 Fired all management that new the business who went to the competitors.

Spruce Point received a short, yet impactful anonymous email warning about Leidos, notably issues at its recently 
acquired Security, Detection and Automation business. This triggered our intensive forensic investigation, which we 

believe supports some, if not all, of these claims. 
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Anecdotal evidence of L3/Leidos SD&A’s U.S. market share loss can be seen through a recent government filing. L3 disputed a 
lost contract from the Dept of Homeland Security and the TSA which was awarded to Smiths Detection for advanced 

technology/computed tomography systems to conduct checkpoint screening of carry-on bags at U.S. airports. L3’s protest was 
denied. The decision document highlighted Smith’s superior cost proposition and outstanding production and deployment. 
The protest also brought to light the government’s concerns about L3/Leidos SD&A’s ability to deliver in a timely manner.

Evidence L3/Leidos SD&A Losing 
U.S. Market Share

Source: Government Accountability Officer, In the Matter of L3 Security and Detection Systems, Inc – July 8, 2019

https://www.gao.gov/assets/710/700382.pdf
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Spruce Point finds it concerning that a little more than a month after Leidos announced its intention to acquire 
L3/Harris Security Detection Systems on Feb 4, 2020, its Oman distributor Dahra Engineering filed a legal complaint 
outlining its multi-year struggles with the Company. The legal documents allege fraudulent misrepresentation and 

inducement related to its CX Mobile units – a port and border screening product that Dahra claims was defective and 
not capable of performing as represented.  

L3 Security & Detection Charged With Fraud 
And Defective Products By Oman Distributor

Source: Complaint: Dahra Engineering & Security Services LLC v. L3 Security & Detection Systems. Dahra dismissed the case voluntarily without prejudice in August 2020
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Forensic Linguistic Analysis: 
Management Evading SD&A Discussion

Based on a forensic linguistic analysis of LDOS’s CEO at the recent Morgan Stanley Conference in Sept 2020, we believe 
he tried avoid direct comments on SD&A acquisition until finally claiming it’s performing well.

Analyst 
Sharpe

Asks Again 
About 
SD&A!

CEO Dodges 
The 

Discussion 
on SD&A, 
Instead 

Focuses on 
Dynetics

“Sure. Well, in Dynetics, when we acquired that business, we were really excited about what it did for the part of our business that we consider 
really more high-end, R&D focused, use of higher-end science and technologies to drive growth, particularly in, again, areas where we can expect 
higher returns. The business has been performing really, really well, and one of the things that I think that we underestimated at the outset with that 
is some of the revenue synergy opportunities. And while there's a piece of that business that's more commercially focused that has been seeing some 
COVID headwinds, that's been more than offset with a revenue synergy opportunity that came to fruition shortly after the deal closed, and that was 
the NASA lunar-lander, the human lander system project. And that's a $253 million first-phase contract that we acquired in April. It's a pretty fast-
running program that should run through the first quarter of next year. And if we continue to prosecute that work successfully, it will come to fruition 
at a date what we're calling a second phase that is the actual construction of the human lander system. The initial contract has been awarded to 3 
companies, ourselves and 2 competitors, and they're going to announce elects to 2. Right now, we're really optimistic about where we stand on it, but 
it's kind of one of those binary things. It's on or off, and we're not including it in any of our forecast for next year's growth. But it certainly would be a 
game changer should we -- as we hope, get chosen to be 1 of the 2 down-selected companies for what could be a $4 billion to $5 billion opportunity to 
build a system that puts the first woman and the next man on the moon.”

“So why don't we just stick with that for a moment here, Dynetics in the LHX security and detection assets? Maybe you can provide us with an 
update as to how they've been performing since you closed the deals, what you've learned as you've sort of gotten under the hood, so to speak, and 
poked around further now that the transactions are done with, right? We've seen some really high-profile wins at Dynetics that I think were 
impressive and surprised some investors. And then on the other hand, the security and detection businesses are probably seeing some interesting 
opportunities bubble up here as the commercial air traffic market evolves fairly rapidly. So maybe just starting there with some updates.”

Analyst 
Sharpe

Asks About 
Recent 

Acquisitions

“Fantastic. And then maybe just your thoughts here on the security and detection assets. I mean, on one hand, you're dealing with a challenging 
backdrop and that air travel has dropped off somewhat. But on the other hand, there seems to be some white space there where you have an 
opportunity here to sort of evolve the product set and make something interesting that can solve some of the challenges around air traffic right now.”

LDOS CEO 
Makes Long 

Winded 
Comments 

Before 
Claiming Its 
Performing 

Well

“Sure. And the obvious one is that there's a desire at most airports to get increasingly touchless in the experience from when you have your passport or 
your ID checks, going into the security area to when your baggage comes out on the other end, and you're putting your shoes and belts back on. And 
so we do have some modifications to the tray-return system that exposes those trays to ultraviolet light to provide a higher level of sanitation, and 
we've designed and we're selling trays as part of the automated tray-return system that have a Microban treatment on them. And those are things 
that customers want to expect. Those aren't really big drivers of revenue and margin. Perhaps most importantly, it's that there's an increasing desire 
in a lot of places for increased fidelity in imaging, whether you're at a venue that needs security like a stadium or you're in an airport, government 
facilities. And of course, there's a pretty big market in ports and borders for the things that have the SD&A products we offer and the legacy Leidos 
family of products that include the backup system. So then getting to the business that we acquired from LHX, that's performing well….”
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International Revenue Claims Appear 
Dubious 

Spruce Point has significant concerns that SD&A’s revenues collapsed post acquisition. The Company stated that 
pro forma international revenues would be ~13% post closure, but international revenues now stand at just 8%. 

“Second, our goal has been to diversify our revenue outside of the United States and this acquisition increases our international
revenue for this business by a factor of 6 and expands customer penetration into 75 additional countries. At the consolidated 
level, the acquisition adds an additional three points of international revenue bringing our total for the company to 
approximately 13% international revenues.” 

CEO 
M&A Call
Feb 2020

Segment US vs. International FY 2019 Q1 2020 Q2 2020 Q3 2020

Defense
United States $4,995.0 $1,513.0 $1,560.0 $1,731.0 
International $371.0 $192.0 $196.0 $220.0 

Total $5,366.0 $1,705.0 $1,756.0 $1,951.0 

Civil
United States $3,131.0 $619.0 $691.0 $708.0 
International $505.0 $13.0 $48.0 $39.0 

Total $3,636.0 $632.0 $739.0 $747.0 

Health
United States $1,974.0 $527.0 $397.0 $520.0 
International $0.0 $0.0 $0.0 $0.0 

Total $1,974.0 $527.0 $397.0 $520.0 

Total

Grand Total $10,976.0 $2,864.0 $2,892.0 $3,218.0 

United States $10,100.0 $2,659.0 $2,648.0 $2,959.0 
International $876.0 $205.0 $244.0 $259.0 

% US 92.0% 92.8% 91.6% 92.0%
% International 8.0% 7.2% 8.4% 8.0%

$ in mm

Source: Leidos SEC Filings, Note 2 – Disaggregation of Revenues
and Spruce Point analysis

Deal Closed Included 
In Civil 5/4/2020

What happened to the pro forma business being ~13% international?

“Sales to customers in international markets represented approximately 8% of total revenues for the three and nine months 
ended October 2, 2020. Our international customers include foreign governments and their agencies. Our international business 
increases our exposure to international markets and the associated international regulatory and geopolitical risks.” 

Oct 2, 2020
Q3 2020

10-Q p. 33
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International Revenue Claims Appear 
Dubious (Cont’d)

From Leidos’ disclosures, Spruce Point estimates that approximately 90% of SD&A’s revenues are claimed to be international. Yet,
when it was under L3’s control through early 2019, they emphasized that the U.S. TSA, CBP and others were notable customers. 

Our industry expert and a former Leidos executive both agreed that ex: MacDonald Humfrey (“MH”), a majority of L3Harris Security 
and Detection business was U.S. domestic. Furthermore, we estimate approximately 84% (or $88m) of MH’s revenues came from 

non-North/South American sources.(1) Where is the rest of the $355 - $367m international revenue coming from?

“Second, our goal has been to diversify our revenue outside of the United States and this acquisition increases our 
international revenue for this business by a factor of 6 and expands customer penetration into 75 additional countries. 
At the consolidated level, the acquisition adds an additional three points of international revenue bringing our total 
for the company to approximately 13% international revenues.” 

CEO 
M&A Call
Feb 2020

$ in mm

FY 2020E
(Guidance Given Inclusive Dynetics 

but excludes SD&A)
On Feb 18, 2020

(A)

L3Harris SD&A
Acquired Revenues

(Deal Announcement Feb 4, 2020)
(B)

Pro Forma LDOS 
With SD&A

(A + B)

Revenue $12,600 - $13,000 $500 $13,100 - $13,500

% of Total 10% 89% – 91% 13%

Implied International 
Revenues

(C= Sales Range x 10%)
$1,260 - $1,300

Implied International Revenue 
Contribution from SD&A (D-C)(1)

$443 - $455

(D= Sales Range x 13%)
$1,703 - $1,755

L3 Technologies
Discloses 
Customers 
(FYE 2018)

“Security & Detection Systems (SDS) is a leading provider of integrated security solutions for airports, ports, border 
crossings and other critical infrastructure. Offerings include airport security screening solutions, explosive detection 
systems and whole body scanning systems as well as non-intrusive systems for threat and contraband detection. In 
addition, SDS provides automation and integration services for airports, automotive manufacturing and other 
industries. Key customers include the U.S. Transportation Security Administration, domestic and international 
airports, the U.S. Customs and Border Protection agency and international equivalents, automotive manufacturers 
and domestic and international port operators.” 

Spruce Point’s Estimated International Revenue Contribution from SD&A

Source: Deal presentation,  Slide 7, “Leidos International Revenue Mix will increase to 13% from 10%, Feb 3, 2020
1) Of this implied revenue, MacDonald Humfrey (UK-based) would contribute ~$105m of revenues, but ~84% were reported from UK, Europe and ROW. (Source: Company Number 02263923)

Source

https://seekingalpha.com/article/4324996-leidos-holdings-inc-ldos-ceo-roger-krone-on-q4-2019-results-earnings-call-transcript
https://www.sec.gov/Archives/edgar/data/1336920/000133692020000011/ex992investorpresentatio.htm
https://www.sec.gov/Archives/edgar/data/1336920/000133692020000011/ex992investorpresentatio.htm
https://find-and-update.company-information.service.gov.uk/
https://www.sec.gov/Archives/edgar/data/1039101/000103910119000005/lll-123118x10k.htm
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International Revenue Claims Appear 
Dubious (Cont’d)

Spruce Point had a conversation with a former senior Leidos C-suite executive familiar with its cargo, baggage and 
explosive detection systems business. When we asked about the L3Harris deal, it was revealed that a majority of the 

business was believed to come the Transportation Security Administration (TSA), a U.S. government agency. Yet again, 
this data point calls into question why Leidos implied that  ~90% of the deal revenue would be international.

“I can’t imagine how hard that business has been hit. One of the reasons we wanted the L3 business is 
because they had a lot more products with TSA in all the airports. I’m sure now the new products aren’t 
being bought, and less maintenance services on existing products because they’re not being used. I’m certain 
this has had a big impact on their business. I don’t know this for certain, but hopefully, they’re making a shift 
to do more security at buildings and events, as opposed to airports.” 

Senior Leidos 
Executive Familiar 

With 
L3Harris/Leidos 

Security Detection
Business

“Do you think a preponderance of the business came from the TSA airport and border security?”
Spruce Point 

Question

“Oh yeah, I’m sure a majority of it came from TSA.”

Senior Leidos 
Executive Familiar 

With 
L3Harris/Leidos 

Security Detection
Business

“We notice the SD&A revenues are down a lot. Do you think they bought the business at the wrong time 
because of COVID-19 and the slow down in travel?”

Spruce Point 
Question
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$ in mm

L3 Communications (LLL) L3Harris Tech
(LHX)

Leidos
(LDOS)

2017 2018 Q1 2019 June 29, 2019 Deal Announce
Feb 4, 2020

Deal Close
May 4, 2020

Q2 2020
April 4 –

July 3, 2020

Q3 2020
July 4, 2020 –
Oct 2, 2020

Electronic Systems $3,024 $2,744 -- -- -- -- --
% Security & 
Detection Systems 14% 18% -- -- -- -- --

Total Security & 
Detection Systems 
Revenues

$423.4(1) $493.9 No Disclosure No Disclosure We expect 2020E 
Revenues of $500m

$80m Quarterly 
Contribution

($480m run rate 
implied annual 

revenues)

$74 Quarterly 
Contribution

($297m run rate 
implied annual 

revenues)

Key Management 
Commentary

“And within 
security detection 

systems or 
aviation security, 
we definitely have 
lower order flow in 
2017, and we see 

the orders 
improving this 
year in 2018”

“(Q4) Electronics 
margin declined 
20 basis points 
to 13.6 due to 

lower 
profitability at 

Security & 
Detection 
Systems, 

primarily related 
to sales mix”

“In our Electronic 
Systems segment, 
we combined our 

Security & 
Detection business 
into Commercial 
Aviation and are 

evaluating steps to 
rationalize further 

our facilities 
footprint”

No Disclosure

“The transaction is 
also expected to be 

immediately 
accretive to revenue 

growth, EBITDA 
margins, and non-

GAAP
earnings per share. 

We've also 
identified cost and 
revenue synergy 
opportunities”

“By the way, they 
(Security Detection 
& Automation) are 
ahead of our plan“

“Both Dynetics and 
security detection 
and automation 

businesses, they're 
doing really quite 
well. I mean we're 

ahead of our 
milestones. We're 
getting systems 

converted, people 
converted to our 

employee system. 
And so that's going 
really, really well” 

With Q3 2020 run rate revenues at Security Detection & Automation (SD&A) running 41% below plan, how are 
management’s claims credible that they are “ahead of milestones” and things are “going really, really well”?

Management Spins Questionable Story As 
Security Detection & Automation Crumbles

1) L3 once boasted the business could do $1bn in a few years, DefenseDaily.com, Aug 8, 2017

https://www.sec.gov/Archives/edgar/data/1039101/000114036118009565/h10050817x1_10k.htm
https://www.sec.gov/Archives/edgar/data/1039101/000103910119000005/lll-123118x10k.htm
https://seekingalpha.com/article/4258914-l3-technologies-lll-ceo-christopher-kubasik-on-q1-2019-results-earnings-call-transcript
https://www.sec.gov/Archives/edgar/data/1336920/000133692020000011/ex992investorpresentatio.htm
https://www.sec.gov/Archives/edgar/data/1336920/000133692020000011/ex992investorpresentatio.htm
https://www.sec.gov/Archives/edgar/data/1336920/000133692020000029/guardianclosepressrelease_.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/1336920/000133692020000069/ldos-20200703.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/1336920/000133692020000083/ldos-20201002.htm
https://seekingalpha.com/article/4140303-l3-technologies-lll-ceo-christopher-kubasik-on-q4-2017-results-earnings-call-transcript
https://seekingalpha.com/article/4236486-l3-technologies-lll-ceo-chris-kubasik-on-q4-2018-results-earnings-call-transcript
https://seekingalpha.com/article/4258914-l3-technologies-lll-ceo-christopher-kubasik-on-q1-2019-results-earnings-call-transcript
https://s22.q4cdn.com/107245822/files/doc_presentations/2020/02/Project-Guardian-Investor-Presentation.pdf
https://s22.q4cdn.com/107245822/files/doc_presentations/2020/02/Project-Guardian-Investor-Presentation.pdf
https://seekingalpha.com/article/4364228-leidos-holdings-inc-ldos-ceo-roger-krone-on-q2-2020-results-earnings-call-transcript
https://seekingalpha.com/article/4384096-leidos-holdings-inc-ldos-ceo-roger-krone-on-q3-2020-results-earnings-call-transcript
https://www.defensedaily.com/l3-looks-double-security-detection-business-within-five-years/uncategorized/
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Irrefutable Evidence of Defective Product 
Claims At Critical Leidos Products

Based on public import records, we find irrefutable evidence that international customers have been returning 
“defective parts” related to Leidos SD&A X-Ray systems for MV3DTM and ClearScanTM. 

Destination Arrival Date Bill of Lading # Master Bill Quantity / 
Weight (kg) Description Shipper

Leidos Security Detection 
& Automation Jan 11, 2021 TSJLTCLJ0053164 ONEYTY9MA207570 4 Cas / 485kg DEFECTIVE PARTS FOR X-

RAY INSPECTION DEVICE
Japan Aerospace 

Corp

Leidos Security Detection 
& Automation Nov 24, 2020 FSYT220110000172 YMLUE450303583 17 PCS / 

1,162kg

6 PALLETS STC 17 PCS OF 
L3 DEFECTIVE SPARE 

PARTS HS CODE 90229000 
84718000 84717000

Jas Business Systems 
W L L
(UAE)

Leidos Security Detection 
& Automation Nov 21, 2020 BANQFUK0002165 ONEYTY9MA2693600 4 Cas / 400kg DEFECTIVE PARTS FOR 

MV3D
Japan Aerospace 

Corp

Leidos Security Detection 
& Automation Aug 13, 2020 TSJLTCLJ0043815 YMLUE272003505 24 PCS / 

1,610kg
DEFECTIVE PARTS FOR 

CLEARSCAN

Japan Aerospace 
Corp

Source: Panjiva.com 

http://www.panjiva.com/
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Overview of Defective Products

It appears that the products being marked as defective are core to Leidos’ offering and critical to detecting explosives 
in airport baggage systems. 

Source: Leidos and AeroExpo

Leidos MV3DTM

Explosive Detection System

“Designed to meet the highest
level of detection performance without

the use of a rotating gantry”

Leidos ClearScanTM

“A Cabin Baggage Explosive Detection System
Allows for liquids and electronics to be kept in cabin 

baggage”

Source: Leidos and Passenger Terminal Today

“ClearScan is the first checkpoint CT solution to receive both Transportation 
Security Administration (TSA) Tier II and European Civil Aviation Conference 
(ECAC) C3 certifications. Its multiple detection algorithms and auxiliary 
hardware have scanned more than 10 million bags at major airports in 
the U.S., the Netherlands, Singapore, the U.K., Germany, Japan, 
Switzerland, Turkey and South Africa.“  Source: L3Harris, May 30, 2019

https://www.leidos.com/sites/g/files/zoouby166/files/2020-07/PDF-MV3D-Fact-Sheet.pdf
https://www.aeroexpo.online/prod/l-3-security-detection-systems/product-168784-1895.html
https://www.leidos.com/sites/g/files/zoouby166/files/2020-11/PDF-FS-Leidos-ClearScan-HS-Digital-207101.pdf
https://www.passengerterminaltoday.com/news/expo/passenger-terminal-expo-see-the-latest-security-innovations.html
https://www.l3harris.com/newsroom/press-release/2019/05/l3-opens-passenger-screening-experience-center-us
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Who Was In Charge of L3’s Security & 
Detection Systems Accounting? 

L3Harris’ SD&A executive in charge of its accounting prior to acquisition was VP And Principal Accounting Officer Todd 
Allen Taylor.(1) According to his biography, Mr. Taylor previously worked at Molex as Corporate Controller, and eventually 

Chief Accounting Officer. We find that during his tenure, Molex restated financials not only for tax-related accounting 
errors, but also for deficient controls that led to an employee misappropriating funds in Japan from at least 1988 – 2010. 
Accumulated net losses totaled $201.9m from unauthorized activities. Perhaps a pure coincidence that we find product 

defect and business issues at Leidos Security and Detection emanating from Japan?

Source: Molex 2013 10-Q

Source: LinkedIn Source: Molex 2010 10-K
1) This can be seen from various state filings such as RI and FL

https://www.sec.gov/Archives/edgar/data/67472/000006747213000010/molx-20130930x10q.htm
https://www.linkedin.com/in/todd-taylor-3b67196/
https://www.sec.gov/Archives/edgar/data/67472/000095012310071804/c59474e10vk.htm
http://business.sos.ri.gov/CorpWeb/CorpSearch/CorpSearchViewPDF.aspx
http://search.sunbiz.org/Inquiry/CorporationSearch/GetDocument?aggregateId=forp-f04000006927-929ed781-8084-4c4a-ae7b-19bc4705ec23&transactionId=f04000006927-b88f8370-ba2b-444a-a417-dee99406165f&formatType=PDF
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L3Harris Automation Business In Trouble
Selling To Leidos At A Loss...Even Before Things 
Got Really Bad…

It wasn’t until three quarterly filings after L3Harris (LHX) announced the sale to Leidos that it reported selling the assets at a 
loss. So how great a business could it be if the prior owner couldn’t realize a profit on selling it? Spruce Point has unearthed 

recently filed statements in Dec 2019 for the MacDonald Humfrey Automation part of the transaction, representing 
approximately $105m of the $500m estimated revenues Leidos acquired. When L3 acquired the business it reported £108m 

($135m) of 2017E revenues (2019 revenues were £82.4m or down -24% in 2 years).(1) We see that in the year leading up to the 
acquisition, the business was under significant stress, with sales and operating profit down -10% and -66%, respectively. 

This was before COVID-19, which the Company warns has delayed major project completions. 

“Airport security and automation business. On May 4, 2020, we completed the divestiture of the Security & Detection 
Systems and MacDonald Humfrey Automation solutions business (“airport security and automation business”) to Leidos, 
Inc. for $ 1 billion (net cash proceeds of $ 950 million after selling costs and estimated purchase price adjustments), subject 
to final customary purchase price adjustments as set forth in the definitive sale agreement, and recognized a pre-tax loss of 
$26 million during the quarter ended July 3, 2020.”

L3 Harris 
Selling Gold 
At A Loss?

Source: L3Harris Q1 2020 10-Q

1) L-3 Acquires MacDonald Humfrey (Automation) Ltd

Source: Company Number 02263923

https://www.sec.gov/ix?doc=/Archives/edgar/data/202058/000020205820000063/hrs-20201002.htm
https://www.businesswire.com/news/home/20161122006081/en/L-3-Acquires-MacDonald-Humfrey-Automation-Ltd
https://find-and-update.company-information.service.gov.uk/
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Leidos Security & Automation Ltd 
Financial Statements Are Likely Incorrect

Spruce Point will illustrate why we believe an extreme financial restatement in 2018 at Leidos Security Detection & 
Automation LLC in the UAE renders its parent’s financial statement susceptible to restatement risk too. 

Source: Company Number 02263923

https://find-and-update.company-information.service.gov.uk/
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Is This Fraud At L3Harris UAE Business?

Spruce Point uncovered financial statements filed recently on Jan 20, 2021 for Leidos Security Detection & Automation LLC. This 
represents its business with the UAE, specifically a project tied to the Abu Dhabi Int’l Airport started in 2016. It appears to be more 
than a casual mistake that Revenues and Net Income were overstated by 68% and 98%, respectively in 2018. Leidos management 

would not have seen this prior to announcing the SD&A acquisition from L3Harris for $1.0bn in Feb 2020. 
Leidos claims the total acquisition does $500m of Revenues and $75m of EBITDA, yet we find concrete evidence that Revenues and 

Net Income, for a portion of the overall deal, were overstated by $5.5m and $4.2m, respectively.(1)

Source: Company Number: FC034649
1) (AED 30.8 – 15.5) / 3.67 UAE Dirham per US$. The parent company owns 49% of these profits

Revenues 
overstated by 

68%

Net Income 
overstated by 

98%

New provision for 
contract loss

Bad Debts Now 
Being 

Recognized

Prior year audit 
recognized no 

problems!

https://find-and-update.company-information.service.gov.uk/company/FC034649/filing-history


Strong Evidence To Suggest Leidos Is 
Obfuscating Its Cash Flow Struggles
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A Classic Warning Sign…

Spruce Point has consistently warned to be careful when cash flow starts to diverge from “Adjusted” metrics such as 
EPS and EBITDA. In the case of Leidos, on the left chart we observe its double digit “organic” revenue growth and rising 

Adj. EBITDA. Yet, cash flow from operations (CFO) is now projected to decline. In the bottom right hand chart, we see  
that for a period of CFO per share outpacing EPS is now starting to reverse. This suggests that management may have 

pulled forward cash flow, and there are signs pointing to a large reversal coming. 
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Factor Affecting 
Cash Flow Concern

Accounts Receivable 
Factoring

LDOS started an AR factoring program, to 
allow accelerated collection. It is now 
claiming investors should ignore it. Yet, we 
believe there are mathematical errors and 
inconsistencies in its accounting

Deferred Revenue

LDOS experienced a large and unexplained 
increase in Deferred Revenues in Q3’2020, 
but gave no explanation –a departure from 
previous disclosure practices. This suggests 
a large customer pre-payment or cash flow 
pull-forward

VirnetX Award

LDOS called out the $85m cash flow benefit 
in Q2, but didn’t highlight the tax 
implications. Later, management revealed 
$75m of tax consequences associated with 
the legal win

Tax Deferral

LDOS has made use of the CARES Act to 
defer employer required Social Security 
taxes. Again, we find inconsistent 
disclosures suggesting either $98m or 
$140m of YTD deferrals. It also received a 
$10m ETC credit. We show both cases to 
arrive at our low and high scenarios

Spruce Point believes there are multiple signs that Leidos is trying to mitigate operating cash flow (OCF) pressures. 
We identify at least four factors that are temporarily inflating OCF by an estimated 67%-78%. We also point out 

numerous errors and inconsistencies with management’s figures. We believe at best, these are just sloppy errors, 
and at worst case these are intentional acts by management to obscure its strains from investors. We observe 

that Free Cash Flow (OCF – Capex) was recently added as a new factor influencing management short term annual 
incentive bonus. We believe this provides greater incentive to manipulate results

We Believe Operating Cash Flow Is Inflated By 
Multiple Factors That Will Be Headwinds

$1,386

$102-$150
$75

$177 $204

$780

FY 2020 Cash From Operations Bridge: 
Leidos Report vs. Spruce Point Adjusted

Source: Leidos SEC filings and Spruce Point Analysis
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We observe that Free Cash Flow (Operating Cash Flow – Capex) was recently added as a new factor influencing 
management short term annual incentive bonus. We believe this provides greater incentive to manipulate results. 

In the first year the metric was added, management vastly exceeded its target, while other metrics modestly 
exceeded targets 

Free Cash Flow Now More Critical To 
Management’s Short-Term Bonus

Source: Leidos Proxy Statement 

https://www.sec.gov/Archives/edgar/data/1336920/000119312520079546/d869408ddef14a.htm
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$ in mm Q1 2019 Q2 2019 Q3 2019 Q4 2019 Q1 2020 Q2 2020 Q3 2020

$ Funded Backlog $6,107 $6,268 $5,658 $5,413 $6,207 $7,044 $6,844 

$ Negotiated Unfunded $15,373 $15,428 $18,274 $18,677 $22,096 $23,617 $24,875 

% Funded Backlog 28.4% 28.9% 23.6% 22.5% 21.9% 23.0% 21.6%

% Negotiated Unfunded 71.6% 71.1% 76.4% 77.5% 78.1% 77.0% 78.4%

Spruce Point sees growing risks in Leidos’ business. Notably, backlog is becoming increasingly “negotiated 
unfunded” vs. “funded”. Also, while contract mix becomes more firm-fixed-price, this introduces greater business 

risk due to cost overruns. In addition, Leidos’ auditor has cited the accounting around (FFP) as “critical” as it 
contains a number of assumptions management can play with to recognize revenues and costs. 

Business Quality Deteriorating 

Increasing Negotiated Unfunded Backlog Is Weaker Than Funded Backlog 

$ in mm Q1 2019 Q2 2019 Q3 2019 Q4 2019 Q1 2020 Q2 2020 Q3 2020

Cost-reimbursement and 
fixed price incentive 56% 53% 54% 53% 53% 52% 50%

Firm-fixed-price 30% 33% 32% 35% 34% 34% 38%

Time and Materials and 
Fixed Price Level of Effort 14% 14% 13% 12% 13% 14% 12%

Total 100% 100% 100% 100% 100% 100% 100%

Firm-Fixed Price Contracts Increasing And Are The Most Risky And Subject To Cost Overruns

“Critical” Audit Matter Specifically Citing 
Firm-Fixed Price Contract Accounting 

Source: 2019 10-K, pp 47-48
Source: Leidos SEC filings and Spruce Point Analysis

https://www.sec.gov/ix?doc=/Archives/edgar/data/1336920/000133692020000023/ldos01032020form10-k.htm
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$ in mm Q2 2019 Q3 2019 YE 2019 Q1 2020 Q2 2020 Q3 2020

Deals Closed In Period IMX Med 8/15/19 Dynetics 1/31/20 SD&A 5/4/20

Unbilled Receivables (a) $737 $756 $735 $718 $803 $829 

Total Receivables, Net $1,842 $1,775 $1,734 $1,793 $1,789 $1,872 
Unbilled Receivables as a % of 
Total Receivables 40.0% 42.6% 42.4% 40.0% 44.9% 44.3%

(a) Billable Amounts Excluded $467 $460 $572 $572 Stopped 
Disclosing

Stopped 
Disclosing

Current Deferred Revenues $338 $444 $400 $420 $401 $578 
Accounts Payable and Accrued 
Liabilities  (AP&AL) $1,710 $2,004 $1,837 $1,966 $2,034 $2,279 

Current Deferred Revenues 
As % of AP&AL 19.8% 22.2% 21.8% 21.4% 19.7% 25.4%

Footnote Explanation

The decrease in unbilled 
receivables was 

primarily due to the 
timing of revenue 

recognized on certain 
contracts. The increase 

in deferred revenue was 
primarily due to the 
timing of advance 

payments from 
customers offset by 
revenue recognized 
during the period.

The decrease in unbilled 
receivables was 

primarily due to the 
timing of revenue 

recognized on certain 
contracts. The increase 

in deferred revenue was 
primarily due to the 
timing of advance 

payments from 
customers offset by 
revenue recognized 
during the period.

The decrease in unbilled 
receivables was 

primarily due to the 
timing of billings and 

revenue recognized on 
certain contracts. The 
increase in deferred 

revenue was primarily 
due to the timing of 

advance payments from 
customers partially 
offset by revenue 

recognized during the 
period

The decrease in unbilled 
receivables was 

primarily due to the 
timing of revenue 

recognized on certain 
contracts. The increase 

in deferred revenue was 
primarily due to the 
timing of advance 

payments from 
customers offset by 
revenue recognized 
during the period.

The increase in unbilled 
receivables was 

primarily due to the 
timing of revenue 

recognized on certain 
contracts.

The increase in unbilled 
receivables was 

primarily due the 
acquisitions of L3Harris 

Technologies' 
("L3Harris") security 

detection and 
automation businesses 

(the "SD&A 
Businesses") and 

Dynetics, Inc 
("Dynetics").

Pay very close attention to the rapid increase of unbilled receivables and current deferred revenues deep in the footnotes of
Leidos’ financial statements. Leidos ceased explaining what drove the increase in deferred revenues in the past two 10-Qs, 

and changed its explanation for the increase in unbilled receivables. Unbilled receivables point to revenue recognized in 
advance of payment, while increases in deferred revenue point to aggressive customer pre-payments.  A recent academic 

research study into unbilled receivables concluded, “Preceding studies have shown that unbilled receivables may lead either to 
earnings management or accounting fraud and issued warnings for stakeholders to carefully observe unbilled receivables.”(1)

Warning: Inconsistent + Unexplained Unbilled 
Receivables And Deferred Revenue Increases

Notice Big 
Increase in 
Deferred 
Revenue 
With No 

Explanation 
For 2 

Quarters

Notice 
Change In 

Explanation 
For Unbilled 
Receivables 

Growing 
From Timing 
of Revenue 
Recognition 
of Contracts 

To Two 
Deals 

Closing

Source: Leidos SEC filings, Note 6 – Contract Assets and Liabilities. Note: Leidos reports Unbilled Receivables in Total Receivables, Net and Current Deferred Revenues in AP&AL
1) “Unbilled Receivables, Loss Allowances and Earnings Management”, Academy of Accounting and Financial Studies Journal, 2019

https://www.abacademies.org/articles/unbilled-receivables-loss-allowances-and-earnings-management-8013.html
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A/R Factoring Not Adding Up, Calling Into 
Question True Cash Flow

Paying close attention to management’s statements, we find noticeable inconsistencies and omissions.

Q2 2020
Conf Call 

Aug 2020

“Operating cash flows of $422 million reflects a onetime VirnetX litigation payment of $85 million (Note: he fails to say this is really a 
pre-tax $85m, later at MS Conference in September he references the tax impact), the incremental accounts receivable 
monetization of $74 million and lower tax payments. Finally, we expect cash from operations to be at least $1.2 billion for the year, 
up from the prior guide of $1.0 billion, reflecting the proceeds from the VirnetX litigation and an anticipated $100 million increase in 
the net receipts from the accounts receivable monetization facility.”

“We expect operating cash flow of at least $1 billion. This includes a minor contribution from the Dynetics acquisition as the 
earnings benefit in the first year will be partially offset by transaction and integration costs. These costs, which we disclosed 
previously, are expected to be approximately $40 million in 2020. As I indicated earlier, operating cash flow for 2020 reflects the 
impact of an approximately $100 million reversal of advanced payments received in 2019. We've also implemented an accounts 
receivable monetization program for approximately $200 million of our receivables. This further progresses our balance sheet 
optimization goals. We remain committed to operating with a lean balance sheet, and where appropriate, monetizing 
underperforming assets.”

Q4 2019
Conf Call

Feb 2020

Q3 2020
Conf Call

Nov 2, 2020

“Record-high operating cash flows of $592 million for the quarter were driven by strong operational performance across the 
enterprise, higher customer advance payments and favorable timing of vendor disbursements. The AR monetization facility 
contributed only $7 million during the quarter. So for the full year, the impact of our AR monetization facility is going to be 0. 
Previously, we had included in our guidance a $300 million add that shows up in operating cash flow. That is, in effect, the sale of 
our receivables at a very, very low cost of capital. And we don't need to do that now to maintain the level of liquidity that we want. 
We've got ample liquidity, so we don't need that anymore. So you can think about the $1.2 billion guide that we have today as 
being a $300 million improvement from a performance standpoint versus where we were last quarter.”

“Operating cash flows of $372 million were above seasonal norms and reflect the continued diligent management of our working 
capital as well as the implementation of the accounts receivable monetization facility, which we discussed previously, which 
contributed nearly $140 million in the quarter.”

Q1 2020
Conf Call 

May 2020

Q3 2020
10-Q

Nov 2, 2020

“Net cash provided by operating activities increased $563 million for the nine months ended October 2, 2020, when compared to
the prior year. The increase was primarily due to the timing of payroll payments, $204 million from the sale of accounts receivable 
in the last month of the quarter and the receipt of $85 million of proceeds related to the VirnetX legal matter.”

Nonsense! 
Make No Sense
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Clues of Cash Flow Misstatement

Spruce Point is concerned that Leidos’ cash flow problems are worse than advertised. We find irreconcilable 
disclosures and commentary about the usage of the facility. For the CEO to reverse course on the Q3 2020 conference 

call and claim zero impact and underlying cash flow improvement is highly dubious. 

$ in mm

2020

Q1 Q2 Q3 YTD=
Q1 + Q2 + Q3

Sales of Accounts Receivables (A) $564 $549 $753 $1,866

Proceeds received by LDOS $563 $549 $752 $1,864
Less: Cash Collected and Remitted to Financial 
Institution (B) ($367) ($521) ($746) ($1,634)

Outstanding Balance Sold To Financial Institution   
(A+B)=C $197.0 $28.0 $7.0 $232.0

Less: Cash collected but not yet remitted (D) ($60.0) $46.0 ($14.0) ($28.0)

Sold receivables due from customers C+D $137.0 $74.0 ($7.0) $204.0

Conference Call Commentary “nearly $140 million 
in the quarter”

“incremental accounts 
receivable 

monetization of 
$74 million”

“The AR monetization 
facility contributed 

only $7 million during 
the quarter”

10-Q Discussion in Liquidity and Capital 
Resources Section About Cash From Operations -- --

$204 million from the 
sale of accounts 

receivable in the last 
month of the quarter

Source: Leidos SEC filings, Note 13 Supplemental Cash Flow Information, and quarterly conference calls
Last month of quarter or 

over past 9 months?

-$7m implied from 
SEC disclosure the 
opposite of +$7m 

commentary
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Temporary Cash Flow Creation Obscured By, At 
Best Case Errors, At Worst Case Intentional 
Management Cover-Up

Spruce Point believes Leidos has not been particularly transparent about what is driving its cash flow, notably its 2020 target 
increase in Q2 from $1.0 to $1.2bn. In particular, it has deferred between $92 - $140m of social security tax payments (notice its own 

inconsistent disclosures on the same day in Q3 between the PR and 10Q). Also, it attributed a cash flow increase to a one-time 
litigation payment from VirnetX, without also revealing it would have to pay substantial taxes on the payment!  

Q3 2020
Press 

Release

Nov 2, 2020

“The Coronavirus Aid, Relief and Economic Security Act, which is effective until December 11, 2020, enabled us to defer our federal 
and some state income tax payments from the second quarter of fiscal year 2020 to the third quarter of fiscal year 2020 and also to 
defer payment of the employer portion of social security taxes for the balance of fiscal year 2020. For the quarter we deferred $92 
million of employer social security tax payments and received $10 million from the Employee Retention Credit.”

“The CARES Act also enabled us to defer our federal and some state income tax payments from the second quarter of fiscal 2020 to
the third quarter of fiscal 2020 and also to defer payment of the employer portion of social security taxes for the balance of fiscal 
2020. For the three and six months ended July 3, 2020, we deferred $48 million of employer social security tax payments and 
received $10 million from the Employee Retention Credit.”

Q2 2020

Press 
Release And 

10-Q

Q3 2020
10-Q

Nov 2, 2020

“The CARES Act also enabled us to defer our federal and some state income tax payments from the second quarter of fiscal 2020 to
the third quarter of fiscal 2020 and also to defer payment of the employer portion of social security taxes for the balance of fiscal 
2020. For the three and nine months ended October 2, 2020, we deferred $92 million of employer social security tax payments 
and received $10 million from the Employee Retention Credit.”

“Operating cash flows of $422 million reflects a onetime VirnetX litigation payment of $85 million, the incremental accounts 
receivable monetization of $74 million and lower tax payments.”

“Finally, we expect cash from operations to be at least $1.2 billion for the year, up from the prior guide of $1.0 billion, reflecting 
the proceeds from the VirnetX litigation and an anticipated $100 million increase in the net receipts from the accounts 
receivable monetization facility.”

Q2 2020
Conference 

Call 

Aug 4, 2020

MS Laguna
Conf

Sept 16, 2020

“And in fact, with VirnetX, we're going to have to pay some of those cash taxes back. You can think about paying back about $75 
million worth of the tax deferrals.”

Source

Source

??

Source

Source and Source

https://www.sec.gov/Archives/edgar/data/1336920/000133692020000081/ldos100220q3pressrelea.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/1336920/000133692020000083/ldos-20201002.htm
https://seekingalpha.com/article/4364228-leidos-holdings-inc-ldos-ceo-roger-krone-on-q2-2020-results-earnings-call-transcript
https://www.sec.gov/ix?doc=/Archives/edgar/data/1336920/000133692020000069/ldos-20200703.htm
https://www.sec.gov/Archives/edgar/data/1336920/000133692020000066/ldos070320q2pressrelea.htm


A Close Look At Leidos’ Thailand Distributor: 
Evidence Suggests Channel Stuffing And 
Foreign Corruption Ties
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A Close Look At Leidos Thailand 
Distributor: M.I.T Solutions

We believe Leidos’ Thailand distributor M.I.T Solutions is an unusual entity that sells both Security and Planetarium 
products. A close look at its planetarium partner Sky-Skan reveals that its President and leader is currently in bankruptcy 

proceedings. Its European entity, 51% owned by the U.S. parent has negligible profits, and is thinly capitalized. 
Sky-Skan has made no public news or Twitter comments in almost a year.(1)

Source: M.I.T Solutions

Based on records in New Hampshire, 
Sky-Skan’s President is in bankruptcy 
proceedings and lists Sky-Skan as a 

creditor(2)

1) Sky-Skan Twitter and News
2) U.S. Bankruptcy Court District of New Hampshire (Concord) Bankruptcy Petition #: 17-11760-BAH

Source: German Registry Sky-Skan Europe GmBh

Sky-Skan Europe Had 
Immaterial Profits in 

2019 and a loss in 2018

Leidos “Security” 
Distributor Also Sells 

Planetarium Products

http://mitsolution.co.th/planetarium.html
https://twitter.com/SkySkan
https://skyskan.com/news/
https://ecf.nhb.uscourts.gov/
https://www.unternehmensregister.de/ureg/index.html?dest=ureg&language=en
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Potential Corrupt Dealings At Leidos 
Thailand 

There appears to be clear evidence linking L3/Leidos’ Thailand distributor, M.I.T Solutions, to an individual named 
Mr. Anek Jongsathien and the companies of MMP Corp. Local investigators noted Mr. Anek financially influenced 

Mr. Suphot Saplom, Secretary of the Ministry of Transportation, through gifts to his wife. Mr. Saplom was later sentenced 
to jail for 10 months for “amassing unusual and undeclared wealth”. 

Office Address Company Past or Current Director Shareholder Sources
3069/1 Sukhumvit Road, Bang Chak 
Subdistrict, Phra Khanong District, 

Bangkok.

M.I.T Solutions
Distributor of L3/Leidos Products

Mr. Chidchanok Pumkacha

Mr. Anek Jongsathien

1) Jan 17, 2018, Isranews.org
2) Jan 13, 2018, Isranews.org
3) Jan 12, 2018 Isranews.org
4) Feb 18, 2015 Isranews.org

3075 / 1-2 Sukhumvit Road, 
Bangchak Subdistrict, Phrakhanong 
District, Bangkok 10260, Thailand, 

Thailand

MMP Corporation Company 
Limited Mr. Anek Jongsathien

Ms. Kamonchanok Jongsathien, 
daughter of Mr. Anek 

Jongsathien, holds a majority 
share

3075 / 1-2 Sukhumvit Road, Bang 
Chak Subdistrict, Phra Khanong 

District, Bangkok.

KPI 1389 International Company 
Limited, a subsidiary of MMP 

Corporation Company Limited.

Mr. Chidchanok Pumkacha

Mr. Anek Jongsathien
Mr. Anek Jongsathien

3069/1 Sukhumvit Road, Bang Chak 
Subdistrict, Phra Khanong District, 

Bangkok

MWrap Building of MMP 
Corporation Company Ltd

“The Thailand National Anti-Corruption Commission (NCCC) has 
investigated the case of the unusual wealth of Mr. Suphot Saplom, 
the former Permanent Secretary of the Ministry of Transportation and 
found that his wife Mrs. Narumol Sublom was given cash by 
Mr. Anek Jongsathien, used to purchase automobiles

At the same time, Mr. Anek may be liable to act as a supporter 
of corrupt government officials or bribing a government official in any 
case. If the board NACC examines that Mr. Supot is fraudulent in 
procurement of government agency projects. Perform or refrain from 
performing duties Under the Criminal Code, Section 149, and Mr. 
Anek was involved.”

Source: “Mr Anek, the businessman behind Suphot Sublom?”, Isranews.org, June 7, 2012
Note: Google and Spruce Point translation from Thai 

“Supoj (Suphot) Saplom, former permanent secretary of transport, is 
finally being punished for amassing unusual wealth.

The Supreme Court's Criminal Division for Holders of Political 
Positions handed Supoj a 10-month jail term for failing to declare his 
assets, 17.5 million baht in cash, 10-baht weight of gold and a 
vehicle, which were seized together with other properties that the 
authorities found later in extended investigation. Freed on 2-million-
baht bail, Supoj, 64, intends appealing against the verdict.
The assets saga emerged after burglars broke into Supoj's house in 
Wang Thong Lang district on the night of Nov 12, 2011, while he was 
at his daughter's wedding reception”

Source: “Graft saga left undone” Bangkok Post, Sept 29, 2017
Note: Google and Spruce Point translation from Thai 

http://mitsolution.co.th/
https://www.isranews.org/investigative/investigate-procure/62782-inves-62782.html
https://www.isranews.org/isranews/62712-inves-62712.html
https://www.isranews.org/isranews/62678-inves001.html
https://www.isranews.org/isranews-scoop/36607-report_36607.html
https://www.mmpcorp.co.th/
https://www.mmpcorp.co.th/
https://www.isranews.org/main-investigative/7080-2012-06-07-09-08-18.html
https://www.bangkokpost.com/opinion/opinion/1333211/graft-sagas-left-undone
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We Received An Anonymous Tip of “Defective 
Pricing” And We Uncovered These Allegations 
In Thailand

An investigation by a local news source in Thailand calls into question why a mysterious company called M.I.T 
Solutions is capable of striking 5 year lease agreements with the Airports of Thailand (AOT) that allow it to receive 6x 

the amount of money over the lease term of the L3 ProVision equipment vs. an upfront sale. 

Source: “Body scanner costs a US agency THB 5.6m, why 
does Thai Airport rent for THB 38m each?” isranews.org, 
Dec 6, 2017

Source: “Hidden in the Mwrap Building, A body Scan Contract with the 
Thai Airport for THB 1.3bn”, isranews.org, Jan 12, 2018

US GSA listed price for L3 
Provision AT is $171,000 

(or THB 5,643,000) 

Source: “Three body scanners leased by Thai 
Airport in 2016 for THB 1.08bn, paying THB 644,140 
per month per unit” isranews.org,  Nov 30, 2017

At the entrance of the merchandise building of MMP 
Corporation Company Limited, there is a sign with the 

name M I T Solution Company Limited. Issara news 
agency reported that from asking employees in the 

building of the MMP Corporation Company Limited about 
M I T Solution Co., Ltd. was informed that nobody knew 

MIT Solution Company Limited before

The L3 ProVision AT Equipment Procured By The 
Thailand Airport List In The U.S. At $171,000

Six Lease Agreements. AOT Spends About 
$19,520 per month per unit to lease, ($234,000 per 
year) for a 5 Year Lease Agreement. Thus AOT Is 
Spending More Than 6x The Cost of Buying The 

Equipment Upfront

https://www.isranews.org/investigative/investigate-procure/61699-bodyscanner.html
https://www.isranews.org/isranews/62678-inves001.html
https://www.isranews.org/isranews/61602-invesnm-61602.html
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M.I.T Solutions Gross Margins Collapsing

Gross margins materially compressed from the 40% - 50% range to 23% in 2019. The compression was from cost of 
good sold rising much faster than revenues. This could suggest L3Harris pushed high priced product to its distributor. 

Source: DBD DataWarehouse (Thailand)
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Margins 
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Consistent 
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Thai Bhat millions

G
ross M

argins

https://datawarehouse.dbd.go.th/fin/profitloss/5/0105541048213
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M.I.T Solutions Balance Sheet Bloat

The balance sheet shows strong evidence to suggest channel stuffing. Inventories ballooned to a record THB 28.4m 
while receivables growth far outpaced revenues.

Source: DBD DataWarehouse (Thailand)

Thai Bhat in MM 2013 2014 2015 2016 2017 2018 2019 Cumulative 
Growth

Total Sales
% YoY

40.9
--

85.2
108%

105.4
24%

193.2
83%

256.0
33%

272.2
6%

512.6
88% 1,153%

Accounts Receivables
% YoY

% of Sales

6.3
--

15%

43.6
589%
51%

47.2
8%

45%

60.5
28%
31%

42.7
-30%
17%

78.4
84%
29%

190.3
143%
37%

2,904%

Inventory
% YoY

% of Sales

1.0
--

2%

2.0
102%

2%

4.7
130%

4%

0.6
-88%
0%

0.4
-36%
0%

0.4
0%
0%

28.4
7,623%

6%
2,717%

https://datawarehouse.dbd.go.th/fin/profitloss/5/0105541048213
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Import Records Showing Return of Equipment 
Roughly Correspond With Sales Increase

Spruce Point observes that the $7.75m increase in 2019 revenues from Leidos’ Thailand distributor roughly corresponds 
the value of 11 import records of Leidos MV3DTM equipment being returned in 2020, if we assume each shipment is tied 

to one piece of equipment.  

Source: DBD DataWarehouse (Thailand)

Leidos Thailand Distributor 
M.I.T Solutions’ Financial Statements

• From 2018-2019, sales increased by THB 240m 
or $7.75m at the average FX rate of 31 $/THB

• Spruce Point has 11 import records showing 
shipments of MV3DTM equipment being 
returned from M.I.T. Solutions with invoices to 
the U.S. 

• Our channel checks tell us this equipment 
ranges in price from $400,000 to $650,000 per 
machine

• If we assume each shipment corresponds to 
one MV3DTM machine, then estimated sales to 
the distributor are $4.4m - $7.1m,  a range not 
far off from the distributor’s 2019 sales increase

https://datawarehouse.dbd.go.th/fin/profitloss/5/0105541048213
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Return Shipments From Thailand 
Post-Deal Closing

Based on public import records, we find evidence that M.I.T Solutions in Thailand has made 16 shipments referencing 
various invoices of MV3D equipment back to Leidos SD&A in the U.S. The return shipments began on July 1, 2020 after the 
deal closed on May 4, 2020.  Could this be evidence that L3Harris stuffed product sales ahead of the transaction closing? 

Sent From M.I.T Solutions 
(Thailand) To Arrival Date Bill of Lading # Master Bill Quantity / 

Weight (kg) Description

Leidos Security Detection & 
Automation Jan 27, 2021 BANQBKK2688512 ONEYBKKAN9530600 5 Crates and 8 cartons / 

492kg

X-RAY TUBE, VARIAN SAID TO CONTAN 13 
PACKAGES (5 CRATES AND 8 CARTONS) X-

RAY TUBE, VARIAN LD QUAD BOARD 
SYSTIC BOARD PCB, ARRAY, LOW DENSITY 

L-3 MV3D 2U IAC SERVER COMPUTER, 
MV3D, DPP MEM, 16GB, DDR3-1866, 

RDIMM GASKET, SILICONE, 1X3. 776X. 21 
H. S. CODE 9022. 90. 90 INVOICE NO 

MIT_MV3D_2020_016 DATE NOV 23, 
2020 

Leidos Security Detection & 
Automation Jan 16, 2021 BANQBKK2688512 ONEYBKKAN9530600 5 Crates and 8 cartons / 

492kg

X-RAY TUBE, VARIAN SAID TO CONTAN 13 
PACKAGES (5 CRATES AND 8 CARTONS) X-

RAY TUBE, VARIAN LD QUAD BOARD 
SYSTIC BOARD PCB, ARRAY, LOW DENSITY 

L-3 MV3D 2U IAC SERVER COMPUTER, 
MV3D, DPP MEM, 16GB, DDR3-1866, 

RDIMM GASKET, SILICONE, 1X3. 776X. 21 
H. S. CODE 9022. 90. 90 INVOICE NO 

MIT_MV3D_2020_016 DATE NOV 23, 
2020

Leidos Security Detection & 
Automation Dec 1, 2020 BANQBKK2678287 ONEYBKKAG8746900 4 crates and 2 boxes / 

338kg

X-RAY TUBE, VARIAN SAID TO CONTAN; 6 
PACKAGES (4 CRATES AND 2 BOXES) X-

RAY TUBE, VARIAN HD QUAD BOARD LD 
QUAD BOARD H. S. CODE 9022. 90. 90 

INVOICE NO MIT_MV3D_2020_015 DATE 
OCT 7, 2020

Leidos Security Detection & 
Automation Nov 26, 2020 BANQBKK2672989 ONEYBKKAE7271600 5 crates and 9 cartons/ 

461kg

X-RAY TUBE, VARIAN SAID TO CONTAN; 
14 PACKAGES (5 CRATES AND 9 CARTONS) 
X-RAY TUBE, VARIAN HDD, 2TB SATA 6GB 

S, IAC COMPUTER, MV3D, DPP PCB, 
ARRAY, HIGH DENSITY HD QUAD BOARD 

LD QUAD BOARD MEM, 16GB, DDR3-
1866, RDIMM H. S. CODE 9022. 90. 90 

INVOICE NO MIT_MV3D_2020_013 DATE 
SEP 8, 2020 MIT_MV3D_2020_014 DATE 

SEP 11, 2020Source: Panjiva.com 

http://www.panjiva.com/
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Return Shipments From Thailand 
Post-Deal Closing (Cont’d)

Based on public import records, we find irrefutable evidence that M.I.T Solutions, a questionable distributor in Thailand has been 
shipping products back to Leidos SD&A’s US headquarters. A Thai investigative report illustrated a public corruption scheme

Sent From M.I.T Solutions 
(Thailand) To Arrival Date Bill of Lading # Master Bill Quantity / 

Weight (kg) Description

Leidos Security Detection & 
Automation Oct 30, 2020 BANQBKK2672989 ONEYBKKAE7271600 5 crates and 9 cartons / 

461kg

X-RAY TUBE, VARIAN SAID TO CONTAN; 14 
PACKAGES (5 CRATES AND 9 CARTONS) X-
RAY TUBE, VARIAN HDD, 2TB SATA 6GB S, 
IAC COMPUTER, MV3D, DPP PCB, ARRAY, 
HIGH DENSITY HD QUAD BOARD LD QUAD 

BOARD MEM, 16GB, DDR3-1866, RDIMM H. 
S. CODE 9022. 90. 90 INVOICE NO 

MIT_MV3D_2020_013 DATE SEP 8, 2020 
MIT_MV3D_2020_014 DATE SEP 11, 2020

Leidos Security Detection & 
Automation Oct 5, 2020 BANQBKK2669567 ONEYBKKAC7401600 8 packages / 594kg

X-RAY TUBE, VARIAN SAID TO CONTAN; 8 
PACKAGES (6 CRATES AND 2 CARTONS) X-

RAY TUBE, VARIAN HVPS ENCODER HD, 
QUAD BOARD H. S. CODE 9022. 90. 90 

INVOICE NO MIT_MV3D_2020_011 DATE 
AUG 18, 2020

Leidos Security Detection & 
Automation Sep 29, 2020 BANQBKK2667125 ONEYBKKAC7387500 15 packages / 763kg

OPERATIONAL TEST KIT SAID TO CONTAN; 
15 PACKAGES (9 CRATES AND 6 CARTONS) 

OPERATIONAL TEST KIT X-RAY TUBE, 
VARIAN ENCODER HD, QUAD, BOARD LD, 

QUAD, BOARD H. S. CODE 90229090 
INVOICE NO MIT_MV3D_2020_009 DATE 

AUG 03, 2020

Leidos Security Detection & 
Automation Sep 22, 2020 BANQBKK2665753 ONEYBKKAC7376300 19 packages / 416kg

SPARE FORJ ROTOR SAID TO CONTAIN; 5 
CRATES AND 14 CARTONS ON 19 PACKAGES 

-SPARE FORJ ROTOR & STATOR 
ELECTRONICS -SPARE, BD ASSY, ROTOR & 
STATOR, TESTED -SPARE, INVERTER ASSY -

(PER) X-RAY TUBE ASSY LE -SPARE, 
INTEGRATED SOURCE CNTR UNIT 

ANXLOO(ISCU) -X-RAY SOURCE HE -ASSY 
CONVEYOR CONTROL GANTRY ANXL00 
SPARE -SPARE, HE 180KV HVPS -SPARE, 

XDMM ANLOO W ANTI SCATTER -(PER) X-
RAY TUBE ASSY HE -SPARE, UPS 3000VA 

LCD RM 2U 23 -KIT, UPGD MON, OTEK TO 
GVIS, ROW -SWITCH, TX ANTENNA, BCB H. 

S. CODE 90229090 INVOICE NO 
MIT_TBT_2020_001 DATE JUN 24, 2020

Source: Panjiva.com 

http://www.panjiva.com/
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Return Shipments From Thailand 
Post-Deal Closing (Cont’d)

Sent From M.I.T Solutions 
(Thailand) To Arrival Date Bill of Lading # Master Bill Quantity / 

Weight (kg) Description

Leidos Security Detection & Automation July 22, 2020 BANQBKK2660288 OOLU2639436350 15 packages / 1,260kg

X-RAY TUBE, VARIAN SAID TO CONTAN; X-
RAY TUBE, VARIAN HVPS GASKET, 
SILICONE H. S. CODE 90229090, 

85043429, 39269099 INVOICE NO 
MIT_MV3D_2020_008 DATE 

JUN 18, 2020

Leidos Security Detection & Automation Jul 8, 2020 BANQBKK2658494 OOLU2639436310 6 cartons / 492

X-RAY TUBE, VARIAN SAID TO CONTAN; X-
RAY TUBE, VARIAN H. S. CODE 90229090 

INVOICE NO MIT_MV3D_2020_006 DATE 
JUN 02, 2020 

Leidos Security Detection & Automation Jul 1, 2020 BANQBKK2657652 OOLU2639436140 9 packages / 683

X-RAY TUBE, VARIAN SAID TO CONTAN; X-
RAY TUBE, VARIAN H. S. CODE 90229090 

OPERATIONAL TEST KIT H. S. CODE 
90318090 INVOICE NO 

MIT_MV3D_2020_004 DATE MAY 26, 

Source: Panjiva.com 

http://www.panjiva.com/


Concrete Evidence of Revenue 
Misstatement Bolstering Organic 
Growth And Risks Not Being Properly 
Disclosed To the Growth Story



56

Management Promoting Organic 
Growth, But Can It Be Trusted?

Leidos management is keen to promote organic growth, and is now talking about accelerated organic sales growth 
into 2021… but can it be trusted?

“So for example, if you think about it, on contract growth and the growth of kind of the smaller contracts 
that range from $10 million to $500 million, that will give us a core growth rate of 4% to 5% organic. Layer 
on top of that things like the ramp-up of the NGEN program that can yield us between 2 and 3 points. 
There's going to be a couple of points undoubtedly from the carryover of backlog work from COVID-19. That 
can be as much as $250 million, $270 million. And then other new business wins like the STAMP program 
that is still under protest and RHRP and others, that should yield us -- the larger programs, that you yield is 
another 2%. So that racks up to easily a 10% to 12% organic growth for next year.”

CFO Reagan
Credit 
Suisse 

Conference

Dec 2, 2020

“Well, obviously, NGEN is a needle mover for us, right? That's a $400 million a year in revenue. That's -- I was 
talking to some folks in the back, there is a lot to play out on something like that, but that certainly provides 
us kind of step function potential upside. And that is why we think we can take markets that are growing 
at 3% and 4% and produce 5-or-better percent organic growth. So it is things like NASA NEST, also another 
big annual revenue, it is NGEN, it is those kind of big step functions that allow us to really outperform the 
market.”

Roy Stevens 
Investor Day

May 14, 2019
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We Don’t Believe Leidos’ Organic Growth Can 
Be Trusted. Here’s Evidence It’s Overstated 
And Manipulated

Spruce Point takes Leidos’ organic growth calculations with a grain of salt. For 2019, we believe it overstated organic growth by not 
adjusting for the IMX medical acquisition. Now more than a year later, it is revising IMX’s first revenue contribution lower by 50%. 

LDOS Health Group President Pollack, and SVP of Corporate FP&A and former CAO Chadha, both resigned in March 2020.(1)

Source: Q4 2019 Presentation Source: Q1 2020 Presentation

Source: Q3 2020 Presentation

Note in 2019, LDOS 
does not adjust organic 
revenue growth for the 

IMX Medical 
acquisition

In 2020, LDOS is now 
backdating organic growth for 

IMX as follows: 
Q3’19: $12m
Q4’19: $6m
Q1’20: $11m

In Q3’2020, LDOS is now 
revising organic growth for 

IMX as follows: 
Q3’19: $6m

Q4’19: $12m
Q1’20: $11m

1) Pollack 8-K and 
Chadha SVP for Financial Planning 
and former CAO 8-K

https://s22.q4cdn.com/107245822/files/doc_financials/2019/q4/Leidos-4Q19-Earnings-Presentation_FINAL.pdf
https://s22.q4cdn.com/107245822/files/doc_financials/2020/q1/Leidos-1Q20-Earnings-Presentation_FINAL.pdf
https://s22.q4cdn.com/107245822/files/doc_financials/2020/q3/Leidos-3Q20-Earnings-Presentation_V7.pdf
https://www.sec.gov/ix?doc=/Archives/edgar/data/1336920/000162828020002862/a8-kcovermarch42020.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/818479/000081847920000040/xray-20200828.htm
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We Believe Organic Growth Can’t Be 
Trusted (Cont’d)

Here’s more evidence to suggest that Leidos is misstating revenues from IMX. In Q3 2020, it provided conflicting revenue 
disclosure. To illustrate, its investor presentation shows a $29m YTD revenue contribution, whereas the 10-Q describes a 
$23m YTD increase. That’s a $6m unexplained variance and raises the possibility that Leidos has booked fake revenue, 

or is keeping two sets of books.

Source: Q3 2020 Presentation

“The decrease in revenues for the nine months 
ended October 2, 2020, as compared to the nine 
months ended September 27, 2019, was primarily 
attributable to approximately $96 million related to 
timing of program execution due to COVID-19, a 
$73 million impact from the sale of our health staff 
augmentation business in the third quarter of fiscal 
2019 and the completion of certain contracts. This 
was partially offset by a net increase in volumes 
on certain programs, program wins and a $23 
million impact from our acquisition of IMX 
Medical Management Services, Inc. ("IMX") in the 
third quarter of fiscal 2019"

Leidos revenues have increased 
($11+$7+$11) = $29m from the 
IMX acquisition in 2020 not by 
$23m as described in the 10-Q

Source: Q3 2020 10-Q p.34

https://s22.q4cdn.com/107245822/files/doc_financials/2020/q3/Leidos-3Q20-Earnings-Presentation_V7.pdf
https://www.sec.gov/ix?doc=/Archives/edgar/data/1336920/000133692020000083/ldos-20201002.htm
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A Closer Look At Q3’2019

In a period where Leidos’s Defense and Civil operating earnings were all under pressure, the lone segment that beat expectations of 
JPMorgan (also a large shareholder) was the Health segment. By divesting a lower margin business, and over-reporting revenue 

from IMX, we estimate it allowed Leidos to beat expectations for the quarter.

Source: JPMorgan, Leidos Earnings First Look, Oct 29, 2019

1) CFO Reagan: “You're thinking about the Health margins, we are now -- and we continue to believe that the Health margins, which were very strong in the quarter, 
continue to be sustainable.”

2) CEO Krone: “We were able to sell part of the business that really wasn't in our portfolio. Clearly, that would have been lower-margin for us.”

Had Leidos accurately reported the 
$6m sales contribution in Q2’19 vs. 
the $12m inflated sales results, the 

story would look different!

The actual vs. forecast would be 2.9% 
not 4.0% and actual vs. prior 13.1%, 

not 14.4%

Total sales for the quarter vs. forecast 
would fall from 3.4% to 3.2%

Leidos operating earnings were under 
pressure in Q3’19, with Health the 

only segment beating JPM’s forecast 
by just $2.0m. Leidos also sold the 

health augmentation business, which 
on the conference call, the CEO noted 
had lower margins.(1,2) It appears as if 
by inflating higher margin acquisition 
revenue, and divesting lower margin 

business, Leidos was capable of 
barely beating Health operating 

earnings estimates.  

https://seekingalpha.com/article/4299958-leidos-holdings-inc-ldos-ceo-roger-krone-on-q3-2019-results-earnings-call-transcript
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Spruce Point Interview With Former C-Suite 
Executive: Are Material Risks Being Hidden?

Ironically, when Spruce Point asked a former Leidos C-Suite executive about the biggest risk to the growth story, we heard back 
a risk factor that is not in Leidos’ 10-K. The risk has to do with big technology companies like Microsoft and Amazon competing 

directly against federal IT service providers. The CEO’s comments directly contradict what the former executive has said. 
Someone is lying, and we already have precedent examples of the CEO exaggerating the state of the SD&A business.

“One of the reasons I left, and I think is probably the biggest risk to the business is companies like Microsoft and Amazon doing 
more and more business direct with the government, as opposed to through other defense industries. When you look at the 
services business Leidos has won, a lot of revenue is based on labor. Leidos doesn’t have cloud products. Are they going to be 
able to switch to sell solutions, instead of labor. And if they do so, will they be able to grow at the same rate they’ve grown the 
labor base. Their growth has traditionally been from growing heads. This is my biggest worry for Leidos.”

“The Booz Allen’s, Accenture’s, and Deloitte’s seem to be embracing being the service partner to the technology cloud leaders
than the traditional defense companies have been. An example would be the Treasury Dept selecting Accenture. Look at the 
JEDI program, a gigantic $10bn cloud deal with the DoD that went to Microsoft. It makes me wonder how many more of 
those deals will there be. I doubt Microsoft or Amazon are going to be subcontractors if they can do it directly.”

Former 
Leidos 
C-Suite

Business 
Executive

“What is the number one risk to the Leidos growth story?”
Spruce 
Point 

Question

“We tend to utilize the cloud as purchased by our customer. So think of our business as cloud transformation or moving 
applications from legacy to the cloud. And in some contracts, we will contract with AWS, Azure or whomever for cloud services 
as a pass-through, but typically, the actual provisioning of the provider of the cloud is not in our contract. So we tend to do 
the value-added of converting legacy to cloud. And that's true really across the board, whether it be in a DoD or in our Civil or 
Health business. So we call this sort of digital transformation, and it's one of the largest areas of -- in our pipeline. And the 
decision by the Department of Defense to go with Microsoft Azure versus AWS is really immaterial to us. We won't be 
affected by that decision in any way.”

CEO Krone

Q3’2019 
Conference 

Call

“No, I would say it's about the same, but realizing the economy is growing and GNP is growing, and if you have a degree in 
computer science, and you have a security clearance, that's always a challenge. And we've, again, talked about this often. We 
have sort of a strategy to try to move work outside of these high employment areas like the National Capital Region 
with Amazon coming in.”

CEO Krone
On 

Competitive 
Env’t

Cowen Conf
Feb 12, 2020
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Competitor Acknowledges Amazon Risks, 
Why Doesn’t Leidos?

Booz Allen acknowledges the Amazon recruitment threat and has reported recent challenges. Using LinkedIn data we 
see that Leidos new hire growth has been marginally worse than Booz Allen’s.  

“Yes. Look, hiring's tough. Again, this is one of the areas that we view is the thing that keeps our CEO and CFO up at night. 
Amazon coming to the DC area, I think, initially, folks probably overreacted to that. We view it as, look, we're already 
competing for tech talent with big tech players. I wouldn't say the type of work we're going after is the same type of work, if 
Amazon, AWS is going to provide cloud infrastructure. We don't provide cloud infrastructure. We'll do the strategy work in the 
cloud migration work, but they're somewhat clearly-defined swim lanes right now for where the companies play. But when it 
comes to recruiting and getting people in, we very much compete, and we like to think we're holding our own and have been.
So them coming to DC maybe intensifies that competition a little bit, but the idea that we've never seen Amazon before, and 
we've never competed for talent until they announced HQ2 is just not true. So another way to look at that is Amazon is an 
incredibly well-known company. They are going to bring an ecosystem of tech talent with them.”

Former VP
Booz Allen
Response

“Could you sort of give us an overview of how that's going? I think there was a lot made of kind of Amazon moving to the 
capital region. How much competition are you seeing from kind of the tech industry?”

Analyst
Barcap Conf

Feb 2020

“Early indication is that our fourth quarter productivity levels may remain closer to historical norms. Also in the third quarter, the 
combination of lower-than-desired recruiting rates and the strategic divestiture of a small defense contract led to a sequential 
decline in headcount. As productivity declined in the first half, we were comfortable with slower headcount growth. But with the
snap back to normal levels, we need to accelerate recruitment. We have already ramped up and expect to see improvement in 3 
to 6 months.”… “This was critically important because the labor market, as we often appreciate, is very competitive. Pre-
pandemic and in the midst of COVID, it has remained so.”

CFO 
Comments 

Q3 2021

Jan 29, 2021
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Amazon’s Growing Influence Near 
Washington D.C.

In Fairfax County Virginia right outside of Washington D.C. Amazon just cracked the list of top 10 employers in the 
region, leaping to a spot just behind Booz Allen Hamilton. Amazon Web Services has made a substantial 

commitment of resources in the area. 

Source: Fairfax, VA County Annual Financial Report, 2020 Source: “Amazon now a top 10 employer in three N. Va. counties — for three 
different reasons”, Washington Business Journal, Dec 2020

“Sometimes lost in the talk of Amazon’s regional 
growth are the AWS offices near Dulles International 
Airport. AWS named Fairfax County the home of its 
East Coast hub roughly four years and said it would 
add some 1,500 new jobs. Amazon leased some 
400,000 square feet at the time but added another 
275,000 square feet in 2019.

Hoskins said that 2019 office space expansion was 
“extraordinary” considering what AWS locked in 
initially, but he said it also made sense because of 
how much cloud computing companies have 
invested in the region.

“You'll see that this has been a trend for a while that 
has accelerated over the last five years. All of the 
data center infrastructure opens the door for 
companies like AWS to operate," Hoskins said.”

Amazon’s First Appearance on Top Employer List in 2020

https://www.fairfaxcounty.gov/finance/sites/finance/files/assets/documents/pdf/cafr1/fy2020cafr.pdf
https://www.bizjournals.com/washington/news/2020/12/08/amazon-growing-jobs-across-northern-virginia.html
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Growth Angles Likely To Disappoint

Leidos management has emphasized that a cornerstone of its Dynetics acquisition was to leverage itself to 
hypersonics growth. Yet, in less than a year after the acquisition, there is already evidence to suggest investors 

could be set for disappointment. In late Jan 2021, Leidos was removed from hypersonic and ballistic tracking space 
sensor program.   

“That said, if you look back at Joe Biden's history in the Senate, he's been typically, historically a strong 
supporter of the DoD. And what you're hearing out of the transition team is that they're going to continue to 
support modernization initiatives at the DoD, a lot of emphasis on space, a lot of emphasis on things like 
hypersonics, that would help us realize the promise of our investment Dynetics, for example.”

Leidos CFO
Reagan

Credit 
Suisse Conf
Dec 2, 2020

“The Missile Defense Agency has selected Northrop Grumman to join L3Harris Technologies for the next 
phase of the Hypersonic and Ballistic Tracking Space Senor project, a move that bumps Raytheon and 
Leidos from a contest to develop a next-generation, orbiting, infrared system to track ultrafast and 
maneuvering threats from launch to impact.”

Missile 
Defense

Cuts
Leidos

Jan 22, 2021

Source: “MDA selects Northrop to proceed with HBTSS development, booting Raytheon and Leidos”, Inside Defense, Jan 22, 2021

“Dynetics, it's an industry-leading Applied Research and National Solutions company. The high-growth areas 
that we're engaged in, you see over on the right-hand side of this chart, the development and 
manufacture of components for hypersonics and space solutions.”

Leidos CFO
Reagan

Goldman 
Conf

May 12, 2020

“In fact, Dynetics’ technical capabilities address 5 of the 7 technology priorities laid out by the Under
Secretary of Defense for Research and Engineering, specifically, hypersonics, space, directed energy, 
artificial intelligence and machine learning and microelectronics.”

CEO Krone

Deal 
Announcement 

Conf
Dec 17, 2019

https://insidedefense.com/daily-news/mda-selects-northrop-proceed-hbtss-development-booting-raytheon-and-leidos
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Growth Angles Likely To Disappoint 
(Cont’d)

A recent legal protest was filed Jan 15, 2021 for a $1.0 billion contract regarding the Defense Health Agency’s 
Reserve Health Readiness Program awarded to Leidos subsidiary QTC Medical Services. Leidos recently touted this 

award as adding to organic growth. At worst, protests such as this could lead to a dismissal of QTC’s award.

Source: Court filing – January 15, 2021

“So when you add those things up, you're at about 10% 
(organic growth), and that's before we get into a new $1 
billion-plus program win, and that's for the Reserve Health 
Readiness Program for the DoD, where that's, again, 
another $1 billion program over 5 years. And that will 
also be a nice effort added to our organic growth.”

CFO Reagan
Morgan Stanley Conference

Sept 16, 2020

“QTC has a substantial interest 
in the subject of this litigation, 

and the resolution of the action 
may impair or impede 

QTC’s interest”



Leidos’ Two Recent Chief Accounting 
Officers Worked At Companies Charged 
With Major Accounting Frauds
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Spruce Point observes Leidos’ financial strains increasing post acquisitions, and after the departure of Mr. Ranjit Chadha, who 
was SVP Controller and Chief Accounting Officer (April 2016-May 2019) and SVP Corporate Financial Planning & Analysis

(June 2019 – March 2020). Looking very carefully, we see that Mr. Chadha has removed his Chief Accounting Officer title 
from his new biography at Dentsply Sirona.

Recent Chief Accounting Officer Appears 
To Be Severing His Connection

Source: Dentsply Sirona 8-K, August 2020Source: Leidos 8-K, June 2019

Mr. Chadha Replaced As CAO At Leidos:  June 2019 Mr. Chadha Removes His CAO Role At Leidos From His New Biography

https://www.sec.gov/ix?doc=/Archives/edgar/data/818479/000081847920000040/xray-20200828.htm
https://www.sec.gov/Archives/edgar/data/1336920/000133692019000032/form8-kitem502june2019.htm
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Spruce Point observes that Mr. Chadha has also removed reference to his role as Leidos’ Chief Accounting Officer from his 
public LinkedIn biography. We observe he served in various accounting and financial reporting roles at Computer Sciences Corp
during a tumultuous period when its executives were charged with accounting fraud and assessed a $190m penalty. Curiously, 

the fraud involved inflating unbilled receivables – the same accounts ballooning at Leidos with inconsistent explanation.

Chadha Worked At CSC During A 
Tumultuous Period of Accounting Fraud

Source: SEC press release

Source: LinkedIn

Public LinkedIn Bio Also Fails To Specify His Role As 
Chief Accounting Officer At Leidos

Chadha’s Prior Experience At Computer Sciences Corp (CSC) During A Period 
Executives Were Charged With Accounting Fraud For Actions Between 2009 - 2011

Source: SEC complaint

Warning: Inflated Unbilled Receivables Were Used To Conceal Customer Problems. 
Leidos Unbilled Receivables Have Recently Ballooned

https://www.sec.gov/news/pressrelease/2015-111.html
https://www.linkedin.com/in/ranjit-chadha/
https://www.sec.gov/litigation/admin/2015/33-9804.pdf
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Leidos current Chief Accounting Officer is Christopher Cage, a long-time SAIC employee, having started at the Company in 1999 
according to an 8-K filing. His public LinkedIn biography does not account for his early years, other than listing his role as a Director 
of Financial Planning & Analysis. SAIC plead guilty to running a major multi-year fraud against NYC dating back to the early 2000s. 
Cage’s 2009-2016 bio obscures the fact that, prior to the formation of the Health & Engineering sector, it also focused on the civil 

and energy sectors. It was the only segment that SAIC described as serving state and local government customers (i.e. NYC) 

Current Chief Accounting Officer Cage, 
A Long-Time SAIC Employee

Cage’s Biography SAIC Ran A Major Fraud, A Catalyst For The Split of Leidos and SAIC

Source: LinkedIn
1) SAIC 2012 10-K Annual Report

Defendants misrepresented and/or failed to disclose the following adverse facts: (a) that the 
Company had overbilled New York City hundreds of millions of dollars on the CityTime Project, 
a project associated with the modernization of New York City's employee payroll system, over 
a multi-year period; (b) that, as a result of the Company's known, but undisclosed, overbilling 
practices, its operating results during the Class Period were materially misstated; (c) that its 

overbilling practices subjected the Company to numerous undisclosed risks, including 
monetary risks and reputational risks, particularly because government agencies are the 

Company's primary customers and any harm to its reputation and/or relationships with such 
agencies would adversely affect its future revenues and growth prospects; (d) that, as a result 

of the foregoing circumstances, the Company violated applicable accounting standards 
associated with the recognition of revenue and the disclosure and accounting for loss 

contingencies; (e) that the Company's financial statements were not fairly presented in 
conformity with generally accepted accounting principles and were materially false and 

misleading; (f) that certifications issued by defendants Kenneth C. Dahlberg and Mark W. Sopp 
associated with the Company's internal and disclosure controls were materially false and 

misleading; and (g) that, based on the foregoing, defendants lacked a reasonable basis for 
their positive statements about the Company and its business and prospects.

SCIENCE APPLICATIONS INTERNATIONAL CORPORATION ENTERS INTO AGREEMENT 
WITH MANHATTAN U.S. ATTORNEY’S OFFICE TO FORFEIT MORE THAN $500 MILLION 
IN CONNECTION WITH CITYTIME PROJECT

Largest Known Single Recovery in a State or Municipal Contract Fraud Case
Source: 
Justice.gov

Source: Securities Lawsuit and SAIC Securities Settlement. Note Mr. Cage was not named in any lawsuits

Health & Engineering formed post 
2013 split of SAIC and Leidos. Prior 
was called “Health, Energy and Civil 

Solutions” with “state and local 
government” customers

https://www.linkedin.com/in/chris-cage-717bbb/
https://www.sec.gov/Archives/edgar/data/353394/000119312512133697/d272046d10k.htm
https://www.justice.gov/archive/usao/nys/pressreleases/March12/saicdpa.html
http://securities.stanford.edu/filings-case.html?id=104866
http://www.saicsecuritiessettlement.com/case-documents.aspx
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We believe Leido’s current Chief Accounting Officer has a pattern of risky behavior that investors should be aware of. 
After conducting a detailed background search, we find that he was charged and pled no contest to an offense of 

driving under the influence of alcohol, which resulted in bodily harm to a female passenger. More recently, Mr. Cage has 
received three speeding tickets between 2015-2018 – two infractions and one misdemeanor.

Current Chief Accounting Officer Has A 
Criminal Record

Source: San Diego Criminal Court
Note: Charge reduced to misdemeanor, no jail time was served

http://courtindex.sdcourt.ca.gov/CISPublic/casedetailr?casenum=CR122496&casesite=SD&applcode=R
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Mr. Cage has received three speeding tickets between 2015-2018 in the state of Virginia
where Leidos is based – two infractions and one misdemeanor – speeding in a residential zone.

Current Chief Accounting Officer Has A 
Criminal Record (Cont’d)

Source: Virginia Case Search

https://eapps.courts.state.va.us/ocis/search


35% – 60% Downside Risk, 
With Unquantifiable Tail-Risk To Zero
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The Bull Case…. Really?

3Q20 Recap: Great Visibility Entering 2021, LDOS Remains Undervalued

After all the evidence we’ve amassed about challenges in Leidos SD&A business here, can this commentary 
from Baird equity research really be true?

Source: Baird Equity Research, Nov 2, 2020

Wait, so selling detection systems to 
airports with air travel declining is a 

source of growth? 
Do you mean negative growth?



73

In Our View: The Bull Case Underlying Street High 
Price Target Completely Misses Major Risks

Source: Credit Suisse 

Ignores Tail Risks 
From Security & 

Detection business 
being impaired, and 

technology 
companies 

disintermediating 
LDOS

What about adding 
to the bear case: 
1) Management is 
covering up a 
defective business 
critical to human 
safety and 2) 
Management 
appears to be 
gaming revenues 
with deals like IMX 
and 3) Cash flow 
will disappoint 
because of 
significant pull-
forward effects 

Credit Suisse’s Street high price target and Top Pick for 2021 misses major risks we believe are being actualized to the 
growth story.
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We Believe The Market Miscalculates 
Cash, Ignores Unusual Disclosure 

Leidos discloses that $166m of its cash is really earmarked for “outstanding payments” and are included within cash and 
cash equivalents. Market data providers use an incorrect and overstated cash amount to derive Leidos’ valuation. 

“Our cash equivalents are primarily comprised of investments in several large institutional money market accounts, with 
original maturity of three months or less. Outstanding payments are included within "Cash and cash equivalents" and 
"Accounts payable and accrued liabilities" correspondingly on the condensed consolidated balance sheets. At October 2, 
2020 and January 3, 2020, $166 million and $169 million, respectively, of outstanding payments were included 
within "Cash and cash equivalents." Source

Q3 2020

10-Q

Source: Yahoo! Finance

Source: Bloomberg

Financial 
Data 

Providers 
Take Cash 

At Face 
Value

Source: Leidos Q3’2020 10-Q

https://www.sec.gov/ix?doc=/Archives/edgar/data/1336920/000133692020000083/ldos-20201002.htm
https://finance.yahoo.com/quote/LDOS/key-statistics?p=LDOS
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Poor Risk / Reward

Analyst Recommendation Current Price Target

Credit Suisse Outperform $137.00 
Jefferies Buy $125.00 
Bofa/ML Buy $120.00

Baird Outperform $120.00 
Cowen Outperform $116.00 

JP Morgan Overweight $115.00 
Stifel Overweight $115.00 

Morgan Stanley Outperform $113.00 
Barclays Overweight $110.00 

Truist Buy $110.00 
Argus Buy $110.00 

Goldman Sachs Neutral $109.00 

Avg Target
% Upside (1)

$116.67
+8.2%

We believe Leidos’ shares represent an incredibly poor risk / reward. The current sell-side consensus price is 
$116.67 which is ~8% above the current price. Yet, there is no evidence that the sell-side understands the magnitude 
and gravity of the problems faced by the Security Detection & Automation business. With irrefutable evidence that 

some of its mission critical explosive and threat detection equipment is defective, national security and citizen 
safety could be compromised. We believe the business is already impaired from overpayment and market share 

loss, and presents tail-risk liability not factored into the current share price. 

Source: Bloomberg 
1) Upside based on $107.85 share price
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Expensive To Peers Especially On Cash 
Flow, Which Is Set To Decline

Despite all of our concerns, including concrete evidence of defective products jeopardizing the safety of citizens across the globe, 
Leidos trades at a premium to peers despite having below average gross, EBITDA and OCF margins. Analysts are enamored with its 

near-term organic sales growth prospects, despite the fact that management has manipulated this figure to its benefit in the past. Yet, 
we have demonstrated strains in Leidos’ financials from a growing rift between “Adjusted” figures and OCF. Two clear areas that 
analysts have failed to adjust their models for is the unexplained increase in deferred revenue in Q3’2020 and the claims on cash. 

When we adjust for these factors, we see that Leidos is trading at 24x 2021E OCF vs. 16x peers.

Source: Company financials, Bloomberg consensus estimates and Spruce Point adjustments

$ in mm, except per share figures

Stock Adj 2021E 2021E 2021E Enterprise Value Net
Price Ent. Gross OCF EBITDA Sales Growth P/E EBITDA Sales OCF Debt Price Div

Name (Ticker) 2/14/2021 Value Margin Margin Margin '20E-'21E '21E-'22E 2021E 2022E 2021E 2022E 2021E 2022E 2021E 21E EBTDA Book Yield

Northrop Grumman (NOC) $297.36 $60,708 20.9% 12.4% 14.2% 4.6% 4.4% 11.8x 10.5x 11.5x 10.9x 1.6x 1.6x 13.2x 2.1x 4.7x 2.0%

General Dynamics (GD) $164.83 $59,231 18.0% 10.9% 13.1% 4.5% 4.1% 13.4x 12.3x 11.1x 10.6x 1.5x 1.4x 13.4x 2.2x 3.0x 2.7%

Cognizant Tech (CTSH) $76.96 $40,153 36.5% 14.8% 19.1% 5.5% 6.5% 17.6x 15.9x 11.2x 10.2x 2.1x 2.0x 14.4x -0.3x 3.8x 1.2%

CGI Inc (GIB) $79.19 $23,104 15.3% 15.5% 20.3% 5.5% 0.6% 17.6x 14.2x 11.4x 11.3x 2.4x 2.4x 15.0x 1.0x 3.8x NA

Jacobs Engineering (J) $114.90 $16,433 20.0% 6.5% 9.1% 2.5% 10.6% 17.3x 15.0x 12.5x 11.1x 1.1x 1.0x 17.7x 1.0x 2.5x 0.7%

Booz Allen (BAH) $82.59 $12,827 24.1% 8.2% 10.5% 6.1% 6.2% 20.0x 18.2x 14.5x 13.6x 1.5x 1.4x 18.7x 1.5x 10.7x 1.8%

Aecom (ACM) $56.02 $10,673 6.4% 4.5% 6.4% 2.0% 5.7% 18.6x 15.1x 12.6x 11.6x 0.8x 0.7x 17.4x 2.3x 2.9x NA

SAIC (SAIC) $96.23 $8,275 11.6% 7.2% 9.1% 7.6% 4.4% 13.0x 11.8x 11.8x 11.1x 1.1x 1.0x 15.0x 3.7x 3.7x 1.5%

CACI Int'l (CACI) $236.73 $7,777 35.9% 8.4% 10.9% 5.2% 4.6% 14.7x 13.6x 11.0x 10.4x 1.2x 1.2x 14.3x 2.5x 2.1x NA

Perspecta (PRSP) $29.04 $7,047 22.4% NA 15.6% -7.4% NA 15.0x NA 10.9x NA 1.7x NA NA 3.6x 3.3x 1.0%

Maximus (MMS) $83.17 $5,236 22.3% 9.6% 11.8% 0.1% NA 21.8x NA 13.4x NA 1.5x NA 15.8x 0.2x 4.0x 1.3%

Parsons Corp (PSN) $39.46 $4,422 22.8% 7.6% 9.2% 5.9% 3.9% 18.0x 15.8x 11.3x 10.2x 1.0x 1.0x 13.8x 0.5x 2.4x NA

Mantech (MANT) $85.06 $3,468 14.8% 7.9% 9.0% 6.2% 4.7% 24.8x 23.5x 14.6x 13.8x 1.3x 1.2x 16.5x 0.1x 2.2x 1.5%

ICF International (ICFI) $82.83 $2,102 36.1% 7.8% 9.5% 6.9% 5.5% 19.1x 16.8x 14.1x 13.0x 1.3x 1.3x 17.1x 3.5x 2.2x 0.7%

Max 36.5% 15.5% 20.3% 7.6% 10.6% 24.8x 23.5x 14.6x 13.8x 2.4x 2.4x 18.7x 3.7x 10.7x 2.7%

Average 21.9% 9.3% 12.0% 4.0% 5.1% 17.3x 15.2x 12.3x 11.5x 1.4x 1.4x 15.6x 1.7x 3.7x 1.4%

Min 6.4% 4.5% 6.4% -7.4% 0.6% 11.8x 10.5x 10.9x 10.2x 0.8x 0.7x 13.2x -0.3x 2.1x 0.7%

Leidos (LDOS) $107.80 $20,095 14.4% 7.7% 10.4% 12.3% 6.7% 16.7x 14.7x 13.8x 12.8x 1.4x 1.3x 18.6x 3.1x 4.2x 1.3%

Leidos (Spruce Point Adj) $21,255 6.5% 23.5x 3.4x
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Spruce Point Estimates 35% – 60% Downside

Valuation Low Price High Price Note

Multiple of 2021E OCF
Spruce Point Projected OCF

Enterprise Value
Plus: Cash and Equivalents (1)

Plus: NCI
Less: Adjusted Debt (2)

Equity Value
Diluted Shares

Price Target
% Downside

13x
$905

$11,765
$131.0

$9
($5,117)
$6,788
144.4

$47.00/sh
-56%

16x
$950

$15,200
$131.0

$9
($5,117)
$10,223

144.4
$70.80/sh

-34%

Leidos trades at a premium to peers on EV / 
OCF, and an even greater premium when 

modifying its EV for cash and debt 
adjustments. This premium is unwarranted for 

a weak management team that we believe 
has grossly misled shareholders. In addition, 

we believe analysts’ fail to call out large 
prepayments in late 2020 from a rise in 

deferred revenue buried within its accounts. 
Peers trade at 16x 2021E OCF which we 

believe should be the upper bound multiple 
on Leidos, and 13x the lower bound 

consistent with the lowest peer multiple. Our 
valuation does not take into account tail-risk 

liability should Leidos be held accountable for 
a catastrophic disaster and loss of life 

stemming from faulty explosive detection 
equipment 

$ in millions, except per share amounts

1) $512m of cash and equivalents adjusted for $166m of outstanding payments and $215m cash payment for 1901 Group Acquisition
2) Pro forma for $549m of operating leases and $42m of MSA litigation liability 
Note: Downside based on $107.85/sh

Given the distortions in Leidos income statement metrics, we believe the best way to value the Company is on its 
operating cash flow (OCF). Given the numerous pull forward effects in 2020, we expect cash flow to decline greater than 

expected, notably from an unaccounted rise in deferred revenue that the Street has failed to model.

https://www.sec.gov/Archives/edgar/data/1336920/000162828020017353/a8-kdec102020ex991.htm
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