Arizona’s December 31
Aerospace &

Defense
Commission

Strategic Plan

The Arizona Aerospace and Defense Commission is the state’s sole coordinator of all aerospace

and defense related commercial partnerships. The Commission was established pursuant to A.R.S.

§§41-1561,41-1562,41-1563 & 41-1564. The Commission is tasked with developing an

aerospace and defense strategic plan that builds synergy between government, industry and A.R.S. §4 1-1564
education. The Commission shall submit a report of its findings to the Governor, the President of

the Senate, the Speaker of the House of Representatives, the Secretary of State and the Director of

the Arizona State Library, Archives and Public Records on or before December 31 of each year.



Arizona Aerospace and Defense Commission Strategic Plan Recommendations
Overview:

In 2008, nine new industry members were elected to serve on the Aerospace and Defense Commission. The Commission
consists of members from both public and private sectors in accordance with A.R.S. §41-1562. Following the
appointments, the Commission held its first meeting on May 9, 2008. One of the first actions of the Commission was the
release of the “Arizona Aerospace, Defense and Avionics Industries Study” developed by the ANGLE Technology Group.
The remainder of 2008 was dedicated to creating a Strategic Plan that addresses Arizona’s research, workforce, economic
development and competitiveness issues.

Commission Process:

After an initial review of existing state and federal studies, the Commission initiated a call to the public to encourage
broader input from industry and community leaders. As a result, seventeen “issue forms” were submitted to the
Commission for consideration. In addition, the Commission dedicated several meetings to presentations focused on
specific aspects within industry. Four key areas were identified by the Commission to serve as the foundation for the 2008
Strategic Plan: business pipeline, research, workforce and business environment. The Commission established sub-
committees to conduct a Strengths, Weaknesses, Opportunities and Threats (SWOT) analysis as well as identify specific
Tasks for each of the strategic areas. These Tasks were then matched to each statutory requirement of the Commission
(A.R.S. §41-1564) to develop a synergistic and comprehensive Strategic Plan that has considered the reports and issue
papers listed in the addendum and found on the Commission’s website (www.azcommerce.com/Councils/ad_reports.htm).
In 2009, the Commission will develop tactics for implementation of the strategies presented herein.

Key Strategies:

In the Aerospace and Defense Industry:
1. Create a Robust Pipeline of Business and Entrepreneurial Opportunities to Fuel Growth
2. Build Arizona’s Research Competitiveness
3. Attract, Retain and Educate Arizona’s Skilled Labor
4. Improve Arizona’s Business Environment
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Aerospace and Defense Commission Strategies

A.RS §41-1564 Aerospace and defense strategic plan; requirements;
report

A. The commission shall develop, use and maintain an aerospace and defense
strategic plan that builds synergy between government, industry and
education. The strategic plan shall:

Create a Robust
Pipeline of
Business and
Entrepreneurial
Opportunities to
Fuel Growth

Build Arizona's
Research
Competitiveness

Attract, Retain and
Educate Arizona's
Skilled Labor

Improve Arizona's
Business
Environment

1.0

Establish external communications & public information linkage to
address and inform citizens and decision makers about aerospace and
enterprises in this state

X

X

X

2.0

Broaden and strengthen the communication and cooperation between
the various key elements within the enterprises of commercial aviation,
general aviation, defense, education, space, manufacturing, service and
support and research and development

3.0

Research and analyze economic, employment, competitive, capability,
capacity and technology statistics to substantiate the health of the
various enterprises

40

Foster and leverage public or private partnerships to retain and promote
aerospace, defense industries, related industry sectors and strategic
zones of importance to the various enterprises

5.0

Facilitate growth of existing industrial assets and new business
opportunities for the aerospace and defense enterprise supplier base

6.0

Provide procedures to liaison with other state and federal entities with
related economic, educational, developmental and defense
responsibilities or interests to support marketing of this state's unique
aerospace and defense capabilities and assets

7.0

Provide leadership and administrative support for targeted programs
and incentives that promote aerospace and defense industry retention
and development in this state

8.0

Work to assure the workforce in this state is well trained, motivated and
highly skilled in the areas important to aerospace and defense
enterprises

9.0

Work with educational institutions to encourage innovation and help
attract aerospace and defense related research and development to this
state.
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Situational Analysis

The Arizona Aerospace, Defense and Avionics
Industries Study reported that Arizona is ranked
8 in the U.S. in aerospace and defense industry
employment and is 4" in the Nation in
employment per 1,000 full-time workers. These
jobs pay 52% higher salaries than Arizona’s
average wage.

The Economic Impact of Arizona’s Principal
Military Operations identify there are
approximately 45,000 additional jobs related to
the principal military operations in the State,
not including military and civilian retirees.
Serveral of these military installations are
directly or indirectly related to aerospace and
defense.

The assets available to the Arizona aerospace
and defense industry are geographically
dispersed throughout the State. Therefore, their
continued economic well being affects several
counties and many communities.

Arizona’s aerospace and defense industry is
challenged by lower cost manufacturing
capabilities in Mexico and Asia.

Arizona’s Aerospace and Defense Commission Strategic Plan

Strategy #1 - Create a Robust Pipeline of Business and Entrepreneurial
Opportunities to Fuel Growth

Create and expand Arizona’s pipeline of business opportunities throughout the State’s industrial value chain
to strengthen and exploit current assets within the entire state. Maximize Arizona’s value generated from
the State’s industry by providing key technology linkages to new Aerospace and Defense requirements.
Market the key State programs that enhance the entrepreneurial opportunities within the industry.

Improve linkages and create better awareness of the State’s Aerospace and Defense (A&D) assets
through proactive programs such as the ability to access assets on a win-contigent basis for the State’s
companies

Evaluate and exploit potential for military bases and other public assets specifically by working with
Federal, State and Local entities to rapidly establish an Unmanned Aerial System (UAS) testing
ground/facility in Arizona that provides plentiful and rapid access to airspace for UAS testing and
development

Provide win-contingent incentives for Arizona universities and companies that use Arizona
subcontractors in their proposals

Support, expand and market the Arizona Federal and State Partnership Grant (AZFAST) program,
which is the state’s mechanism for accessing Small Business Innovation Research and Small Business
Technology Transfer Research (SBIR/STTR) federal funding, as well as the Market and Technology
Assessment Grant Programs to grow and develop entrepreneurial opportunities within the industry

Leverage the capabilities of smaller Arizona communities by assisting them to better determine their
national competitive position, including them as appropriate in state A&D initiatives and enhancing
related A&D research and educational activities
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Situational Analysis

A number of areas in aerospace and defense
have been identified as deserving of the
Commission’s consideration and support,
including those focused on unmanned aviation
systems, next generation air transportation
systems, security and intelligence
(homeland/border), and Astronomy, Planetary
Sciences and Space Sciences (APSSS). In fact, the
area of APSSS was identified as a priority in a
recent Battelle Study (Positioning Arizona and
its Research Universities) as one of Arizona’s
core competencies, due to the fact that Arizona
has the largest concentration of telescopes in the
world and a legacy of more than 50 missions.
The recent Phoenix program was the first
mission to Mars led by an academic institution.

Arizona is also home to several federally funded
research initiatives (the Kitt Peak Development
Center, a Lunar and Planetary Laboratory
“mission control center,” as well as a
Department of Security Homeland Security
Center of Excellence at the University of
Arizona), and the site of other federally and
privately funded initiatives relating to aviation,
aerospace, astronomy and security/defense at
Arizona State University, Northern Arizona
University, and Embry Riddle Aeronautical
University.

Strategy #2 - Build Arizona’s Research Competitiveness

Position Arizona at the cutting edge of the research agenda in Aerospace and Defense specific sectors by
strengthening and marketing existing programs, seeking new opportunities in growth areas that align with
national and global research and development objectives, and complementing industry and academic core
competencies in Arizona.

e Fvaluate and identify untapped or growth opportunities in Unmanned Aviation Systems (UAS) and Next
Generation Air Transportation System (NextGen) research and education, and encourage growth of
related research activities and academic partnerships with industry

e Increase rewards and recognition to researchers involved in Aerospace and Defense (A&D) related
research: 1) by increasing recognition of related work, 2) through inclusion of promising and
prominent researchers in related A&D planning processes, 3) through the creation of an AZFAST-grant-
like program that supports the generation of new research proposals, 4) through increased funding of
A&D related research/scholarship, and 5) through support for faculty sabbaticals to be served within
willing partners within Arizona’s A&D industry

e Better leverage and market the State’s Astronomy, Planetary Sciences, and Space Sciences (APSSS)
assets (potentially, via creation of a state institute) including the National Optical Astronomy
Observatory (NOAO); the Arizona Art, Sciences and Technology Academy, and the state’s other
observatories

e Support and promote academic centers of excellence in aviation, aerospace, homeland security and
border security

e Explore the creation of an Aerospace Institute to encourage research collaboration between industry,
private research labs and academia (including Arizona State University, Embry-Riddle Aeronautical
University, the University of Arizona at a minimum). Include a “balanced” research portfolio (inc.
applied research applications), a virtual resource center, and mechanisms for sharing information and
developing A&D research proposals

e Assure that Arizona industry and government understand and align, as able, with the US aerospace
research agenda, as partially revealed in the National Aeronautical R&D Policy, the Office of Space
Commercialization Strategy, the Unmanned Aviation Systems (UAS) Roadmap, and the US Defense
Modernization Roadmap
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Situational Analysis

Arizona is currently seen as a second-tier
destination for knowledge-based industries and
is struggling to compete with states already
established as leaders in the nation. Business,
community and economic development leaders
all agree that technology and knowledge-based
industries need the support of strong
educational systems, highly skilled labor, and a
pro-active business climate. Unfortunately,
Arizona's best and brightest minds often move
to other states in pursuit of innovative and
challenging job opportunities.

Arizona has substantially increased education
funding since 1999, making significant
improvements in its national rankings. Arizona
ranks first in the average salary of instructional
staff on a cost of living basis, first in capital
improvements spending per pupil, tenth for
overall dollars spent on capital improvements
and 18t for academic achievement of its
students. While the majority of recent funding
increases have gone to K-12, Arizona ranks last
among U.S. states in terms of expenditures per
student.

Arizona graduates only 75% of its high school
students, compared with a national average
over 85%, and ranks 49t in the nation.
Arizona’s economic future depends on the
quality of our workforce it’s the number one
priority for businesses considering expansion or
location. A highly skilled workforce allows
companies to continue rapidly producing goods
and services marked by innovation, knowledge
and quality.

Strategy #3 - Attract, Retain and Educate Arizona’s Skilled Labor

Position Arizona as a first-tier destination for Aerospace and Defense knowledge-based industries by
investing in and emphasizing education and training, facilitating school to work programs, supporting and
promoting Arizona programs that will generate national and global recognition.

e Support initiatives related to training and education with targeted investment in K-12 Science,
Technology, Engineering & Mathematics (STEM) education such as those suggested by the Governor’s
P20 Council

e  Fund improvement and promotion of Arizona-based Aeronautical Engineering, Aviation, and
Defense/Intelligence Security programs being delivered at the state’s public and private academic
institutions

e [nvestin initial and adaptive training required for high quality technical and trade positions

e Facilitate the transition from college to career in the creation of internship programs in both research
and industry for students and recent graduates from aeronautical engineering, aviation, homeland
security, and intelligence programs

e  Foster opportunities that serve to retain knowledge leaders such as inspiring inventors through an
“Arizona Challenge” and establishing lifelong learning opportunities

e (reate an environment that attracts the best to Arizona by supporting and promoting Arizona
programs that will generate national and global recognition
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Situational Analysis

In this fiercely competitive national and global
environment, states must reevaluate their
business policies to keep pace with the ever-
changing knowledge based economy. Policies
of the industrial age will not sustain
competitive quality growth, particularly with
significant lower-cost labor options abroad.
Policies must be flexible and adaptable to the
needs of future technology trends.

Many of Arizona’s current economic policies
encourage low wage job creation. Access to
capital, higher education and technology
commercialization improvements are
interrelated, essential links to fostering an
entrepreneurial business climate. As stated in
the Morrison Institute “Five Shoes Waiting to
Drop” report, the ability of communities to
take concepts and create new companies will
be an important factor for future metropolitan
economies.

Strategy #4 - Improve Arizona’s Business Environment

Evaluate the current business environment and the effectiveness of current Arizona policies to provide a
foundation for improvements. Develop and implement market strategy to restore Arizona to a leading
position for Aerospace and Defense in the country.

e  Minimize business attrition and expand business development in Arizona by evaluating the business
climate and incentives with regard to domestic and international competitors

e  (Continue to invest in a strong Arizona Department of Commerce empowered to champion the programs
and recommendations that build Arizona’s knowledge and innovation based economy

® Globally market Arizona’s aerospace and defense (A&D) capabilities and potential to include logistical
and military assets including airports, roadways, rail, light rail and government installations

e (Collaborate with local jurisdictions, the Arizona Military Affairs Commission, and other stakeholders to
review and mitigate impacts by demands on land use surrounding civilian and Department of Defense
airports

e Preserve natural resources through such programs as the Dark Skies Initiative, as required to retain and
grow A&D related activities

e (reate a “sense and respond” mechanism at the state level to proactively monitor and adapt to an ever-
changing business climate
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Addendum

Industry Reports:

Advancing Arizona's Innovation Economy: A Guide to Arizona's Future
An Initial Assessment - Creating an Arizona Aerospace Institute
Arizona Aerospace, Defense, and Avionics Industries Study

Astronomy, Planetary Sciences, and Space Sciences Research Opportunities to Advance Arizona's Economic Growth

Federal Spending -

0 Contracts Performed in Arizona FY2006

O Contracts Performed in Arizona FY2007
National Aeronautics Research and Development Policy

Office of Space Commercialization Strategic Plan, U.S. Department of Commerce/National Oceanic and Atmospheric Administration

Report of the Interagency Aerospace Revitalization Task Force
Unmanned Aircraft Systems Roadmap 2005-2030

U.S. Aerospace Industry: Progress in Implementing Aerospace Commission Recommendations, and Remaining Challenges

U.S. Defense Modernization Readiness for Now and for the Future

Aerospace and Defense Commission's Annual Reports:

Issue Forms Submitted to the Aerospace and Defense Commission:

2005 Commission Report
2006 Commission Report

June 2008

AASTA
City of Prescott
Raytheon

July 2008

AADIA - Form 1 and Form 2

August 2008

Arizona’s Aerospace and Defense Commission Strategic Plan

Boeing - Form 1, Form 2 and Form 3

City of Mesa

KinetX - Form 1, Form 2, Form 3, Form 4 and Form 5
Kutta Technologies

Prime Solutions Group

University of Arizona

December 31, 2008

8|Page



Arizona’s
Aerospace &
Defense
Commission

Members

Vicki E. Panhuise - Chair
Honeywell International, Inc.
(Sub-committee member - Strategy #1)

Matthew John Korbeck
Zhone Technologies, Inc.
(Sub-committee member - Strategy #3)

Dean Kuenstler
Night Vision Systems
(Sub-committee Chair - Strategy #4)

William Harrell Lamb
Lockheed Martin

(Sub-committee member - Strategy #4)

Marco A. Lopez, Jr.
Arizona Department of Commerce
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Taber Kyle MacCallum
Paragon Space Development Corp.
(Sub-committee Chair - Strategy #1)

Martin Martinez
Engineering Science Analysis
(Sub-committee member - Strategy #2)

Luis A. Silva
Northrop Grumman Corporation
(Sub-committee Chair - Strategy #3)

Robin R. Sobotta
Embry Riddle Aeronautical University
(Sub-committee Chair - Strategy #2)

Kumar N.R. Ramohalli (Advisory Member)
University of Arizona
(Sub-committee member - Strategy #3)
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