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OUR PERFORMANCE
DEMONSTRATES THE
“STAYING POWER”
INHERENT IN THE
COMPANY’S SHARED
SERVICES BUSINESS
MODEL AND THE
BALANCED FOCUS ON
OUR GOVERNMENT
AND COMMERCIAL
SYSTEMS BUSINESSES.
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CLAYTON M. JONES
CHAIRMAN, PRESIDENT AND
CHIEF EXECUTIVE OFFICER

DEAR SHAREOWNERS

| am pleased to report that 2007 was another terrific year for Rockwell Collins. We met
or exceeded expectations and our long-term growth and performance targets in each of
these areas: sales, earnings per share, cash flow from operations and return on invested
capital. We also further solidified growth prospects in the Commercial and Government
segments of our business with key wins and new product introductions.

Our performance demonstrates the “staying power” inherent in the company’s shared
services business model and the batanced focus on our Government and Commercial
Systems businesses. It is also a testament to the leadership of the company and the hard
work of all Rockwell Collins employees.

For 2007, sales increased 14% to $4.415 billion, earnings per share grew 26%, and we
delivered operating cash flow of $607 million, 104% of net income, adding another year
to a history of consistently outstanding financial performance.

Over the last five years, our revenues have grown at an average annual rate of 12%, we
have converted an average of 126% of our profit after tax into operating cash flow, and
return on invested capital has improved each year since 2002, coming in at 33% in 2007.In
addition, since 2002 earnings per share has increased 170%, an average annual rate of 22%.
Ultimately, this performance has resulted in significant value for our shareowners. Over the
past five years, we delivered an aggregate total return to shareowners in excess of 250%.

Certainly the robust market conditions in the Commercial and Government segments
contributed to our ability to deliver these results. In Commercial Systems, delivery rates
across the entire range of aircraft, from light business jets through large air transport
platforms, continue to hold strong. We are capitatizing on these opportunities by extending
our market reach and earning additional market share through new aircraft wins.




This year, we introduced Pro Line Fusion™, the next-
generation avionics system for business and regional jets.
This new offering extends our product set, expands mar-
ket reach and allows us to further strengthen an already
solid position in this market segment. Qur launch cus-
tomer for this new system, Bombardier Aerospace, will be
equipping its Global family of aircraft with Pro Line Fusion.

We also announced key Head-up Guidance System posi-
tions on Gulfstream and Bombardier aircraft and received
certification for these systems on the Dassault Falcon 7X
business jet and the Embraer 190 regional jet.

In the air transport market segment, our dedication and
hard work on the integrated avionics and pilot controls
for the Boeing 787 Dreamliner are coming to fruition. The
subsystems we are developing and integrating are on
schedule and being delivered to Boeing in preparation for
the aircraft’s first flight.

Our success winning positions for airline-selectable sys-
tems on new aircraft deliveries was also stellar this year.
Between 2002 and 2006, international carriers, particu-
larly those in Asia, accounted for most of the opportunities
in the air transport segment. In 2007, we began to see
increased activity from U.S. carriers. Notably we were
selected to provide the avionics for Continentat Airlines’
order of more than 100 Boeing 737 and 777 aircraft.

Government Systems continues to demonstrate solid
growth rates. Among the key offerings that make this suc-
cess possible is the Common Avionics Architecture System
being deployed on the United States Army’s helicopter
fleet. Our innovative open architecture solutions for mili-
tary helicopter avionics provided a competitive edge as we
won positions on several international programs including
the AgustaWestland AW149 and the Eurocopter German
CH-53 G heavy lift helicopter, as well as upgrade programs
for other branches of the U.S. military.

We extended our already strong position in military tanker/
transport avionics upgrades with wins on several interna-
tional C-130 upgrade programs, incfuding Singapore and
Thailand. This brings the total to nine countries around the
world that have selected Rockwell Collins” open architec-
ture avionics for their C-130 platforms.

The continued deployment of troops in Irag and Afghani-
stan is driving a need for systems that enable situational
awareness. The need for this capability is so great, we have
ramped up preduction of our advanced GPS technelogy,
and delivered a total of more than 125,000 handheld and
embedded GPS systems this year alone.

In today’s global marketplace, it is more important than
ever to deliver on your promises. Companies are judged
on their ability to perform. At Rockwell Collins, we have

a proven track record of delivering on commitments.
Through a continued focus on Lean Electronics™ we are
able to drive efficiencies, allowing us to achieve outstand-
ing performance in quality and on-time delivery.

Winning new programs requires a significant investment
in research and development. Over the last five years we
have invested, on average, 18% of sales on new technolo-
gies and development programs. For 2007, that investment
topped $825 million. These expenditures in R&D are a
testament to our focus on providing innovative solutions

to customers and our intention to deliver leading-edge
capabilities in the future. A centralized advanced technol-
ogy group and centers of excellence for major technology
areas allow us to leverage technology investments across
the Commercial and Government product portfolios, maxi-
mizing the returns on these investments.

It is important to note that this level of spending has not
come at the expense of higher levels of profitability, as our
Government and Commercial Systems businesses both
achieved operating margin levels that were at all-time
highs, and growth in earnings per share has exceeded our
rate of revenue growth in each of the last five years —
growing at nearly doubte the rate of revenues in 2007,

Looking ahead, | feel confident that we have solid strate-
gies in place that will allow us to continue this success. We
have identified and are pursuing areas of opportunity that
are ripe for growth. We have actions in place to further
streamline our processes, reduce cycle time and enhance
our already strong engineering capabilities. Our custom-
ers are realizing the benefits these actions bring and are
rewarding us with higher levels of system integration
responsibility on programs such as the avionics subsys-
tems integration for the Boeing 787 and the mission
systemn integration on the U.S. Navy's fleet of E-68 aircraft.

| den’t want to imply that the road in front of us is free of
obstacles. There will certainly be challenges ahead, and
we know what is acceptable performance today won't

be acceptable tomorrow. However, | am confident in the

" leadership of this company, the focus on execution, and

commitment to delivering on promises, We intend to build
on our track recard of consistent growth and superior
financial performance.

| believe that 2008 will be another solid year for Rockwell
Collins. We will continue to reap the benefits from strong
markets, a balanced business, and the operational lever-
age of our efficient business model. We expect to deliver
another year of earnings per share growth well in excess
of sales despite significant investments in R&D to fuel
profitable growth in the future.

As good as our performance has been, | believe our best
days are still ahead. Through the teamwork and com-
mitment of our employees around the world, we are
waorking hard to achieve the full potential of Rockwell
Collins. We are doing this by continuing to focus on the
fundamentals — achieving productivity gains through
enterprise-wide Lean activities, making smart investments
in innovative technologies, and meeting customer com-
mitments, While this is easy to say, we know it is hard to
do — and chaltenging to sustain. But it is a recipe that
has worked well so far.

Thank you for your confidence in our company, We will
work hard to earn and deserve that trust — every day.

e

CLAYTON M. JONES
Chairman, President and
Chief Executive Officer
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SALES EARNINGS PER SHARE

{in millions )

$574
$595
5607
33%

26%

$371
$399
20%
21%

B3 04 05 06 07 03 04 05 06 O7
CASH PROVIDED BY OPERATING RETURN ON
ACTIVITIES (in millions INVESTED CAPITAL"
SHAREQWNER RETURN PERFORMANCE™*
Fiscal years ended September 30
Shareowndr Return Graph : — @ Fockwell Collns. Inc.
—O— Peer Group
—@— s&Ps500

Cumulative Total Returns
2002 2003 2004 2005 2006 2007
Rockwell Collins, Inc.  100.00 116.85 174.21 22910 262.87 353.57

Peer Group 100.00 102.03 136.54 15836 191.93 255.06
S&P 500 100.00 124,40 14164 15899 176.16 20513
2002 2003 2004 2005 2006 2007
“The Company calculates return on invested capital [ROIC) as net income excluding **The cumulative total return table and adjacent line graph compare the cumulative total share-
aftertax interest expense, divided by the average of iInvested capital at the begin- owner return on the Company's Common Stock against the cumulative totzal return of the
ming and end of the fiscal year Invested capital is calculated as the sum of total S&P 500 — Aerospace and Defense Index {Peer Group) and the 5&F 500 — Composite Stock
sharecwners' equity (exctuding defined benefit accounting adjustments impacting Index (S&F 500) far the five-year penod ended September 30, 2007, assuming in each case a
accumulated other comprehensive loss) and total debt, less cash and cash equiva- fixed investment of $100 at the respective closing prices on September 30, 2002, and reinvest-
lents. For 2007, the Company revised its defimtion of ROIC to exclude defined ben- ment of all cash dividends.

efit accourting adustments impacting accurnulated ether comprehensive doss All
ROIC percentages gresented have been calculated under the revised definitron.
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IT 1S BUILT OVER TIME, BY
FOCUSING ON THE RIGRHT
GOALS AND BY EXERCISING
THE DISCIPLINE TO DELIVER
ACAINST THOSE GOALS.
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VENUE™ — THE NEXT-GENERATION
CABIN SYSTEM

At Rockwell Collins, we're transforming the passenger flight
experience with technologically advanced cabin management
systems. With the introduction of our new Venue system,
passengers on board all classes of business aircraft can have
a high-definition home theatre experience, options for
telephone and Internet connectivity, as well as access to
personal digital devices and iPods® in flight.
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SUCC/ESSFUL COMPANIES ARE BUILT on strong foundations. Our balanced focus
on government and commercial business, supported by our shared services business model,
has proven to deliver growth and profitability. Through this approach, we are able to leverage
developments across market segments and businesses to deliver and support technologically
advanced solutions our customers desire.

. Our recently introduced Pro Line Fusion™ avionics system for business and regional jets

exemplifies this approach. Pro Line Fusion leverages the success of earlier Pro Line systems

v and delivers advanced functionality to meet emerging requirements. This introduction brings
together synthetic and enhanced vision capabilities from our Advanced Technology Center
and head-up guidance portfolio; pilot controls from our electro-mechanical systems portfolio;
advances in weather radar from our surveillance portfolio; and integrated processing comput-
ers from our military portfolio. The result is a robust system that will extend Rockwell Collins’
leadership position for years to come.
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OF COURSE, WINNING the business is only “step one. " Ji
deliver as promised — and nowhere is this more lmperatwethalr

industry. Rockwell Collins’ reputation is built on the ability to execute e
with promised quality and performance.

Our reliability and performance have made us the supplier of choice for military GPS. Corsbat ”
troops depend on Rockwell Collins handheld GPS receivers to provide situational awareness
in the battlefield. To meet its current demand, the military asked us to ramp up production of
the Defense Advanced GPS Receiver (DAGR), the military handheld standard for GPS position,
navigation and situational awareness. We delivered nearly 150,000 units to our forces fight-
ing overseas on or ahead of schedule — a production rate faster than we have ever achieved.
And we did so while meeting the highest quality and reliability standards. We also leveraged
expertise in handheld GPS to bring the performance advantages to embedded applications.
By reducing the size, weight and power requirements and enhancing ease of use, our cus-
tomers are able to realize the benefits of GPS technology in much smaller sysfi

,,.ﬂ*

DRIVING A
PERFORMANCE

hour contract. To date, more than 1,500 aircraft worldWIde 1o :
are supported through these Dispatch programs. it
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OUR EXPERIENCE, EXPERTISE and exceptional performance in communications,
navigation, displays and open systems architectures position us to provide complete integrated
avionics systems for a broad range of platforms. This has afforded us the opportunity to play a
more significant system integration role for some of our customers.

You need to laok no further than the Boeing 787 Dreamliner to see how our integration expertise
is making an impact on the aerospace industry. Boeing selected Rockwell Collins as the supplier,
systems integrator and support provider of the Dreamliner’s flight deck display system and crew
alerting system, pilot controls, communication and surveillance systems, the aircraft’s common
data network, and the core network cabinet. Our commitment to this aircraft is far-reaching. A
comprehensive support solution provides airlines with options to meet their operational needs.

On the military side, we have delivered on-time, on-budget upgrades to the U.5. Air Force as the
flight deck systems integrator for the C/KC-135 Global Air Traffic Management program. And
the success of the Common Avionics Architecture System (CAAS) has established us as a lead-
ing provider for numerous military rotary wing platforms. This system incorporates common,
reusable processing elements in an open systems architecture based on commercial standards.

T EAE N |

s M

~ THE NETWORKED MILITARY

Today's military requires unprecedented levels of
connectivity to facilitate Network Centric Operations
{NCO). Rockwell Collins is playing an important role in
making NCO a reality by providing advanced capabilities in
communications and networking, navigation, information
display and subsystems integration. Our open systems
architecture solutions, such as CAAS, provide the backbone
for integrating the products needed to bring connectivity,
dynamic interoperability and precision to the warfighter.



MAKING A DIFFERENCE IN QOUR COMMUNITIES

At Rockwell Collins, all employees share a single vision — working together creating the most
trusted source of communication and aviation electronics solutions. We are making this vision
a reality by building a diverse, global cuiture that values teamwork, integrity, innovation,
leadership and an unwavering dedication to our customers and the communities where we
live and work.

We've built a reputation for making a difference in our communities through a commitment
to education, human services, the arts and improving our environment. Not only do we fund
these initiatives through a charitable giving program, but employees pledge their time in sup-
port of them as well. This year, they donated more than 90,000 volunteer hours to improve the
quality of life in the areas where we live and work.

Among the programs our employees support is Rockwell Collins’ Engineering Experiences
education initiative. This initiative focuses on activities that provide students with a real-world
connection to classroom learning.
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VISION
Working together creating:
communication and aviatio)

GOALS |

. Superiorcustoﬂer value

Sustainable and%profitable growth

Global leadership in served markets

Talented and motivated people

COMMERCIAL SYSTEMS GOVERNMENT SYSTEMS

KEY CUSTOMERS: ’ KEY CUSTOMERS:
Aircraft manufacturers, Airlines, U.S. Department of Defense, Foreign militaries,
Business aircraft operatars ' Criginal Equipment Manufacturers (OEMs)

CORE INTEGRATED
COMPETENCIES BUSINESS MODEL

+ Integrated systems for » Efficient operation of a shared
mobile platforms services infrastructure

+ Communication « Leverage investments in common

- Navigation systems and processes

« Situational awareness + Centers of excellence maximizing

. Flight control technology reuse

+ Employee incentive targets promoting

* Cabin management cross-business opportunity

- Information management

+ Services

« Simulation
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

The following discussion and analysis should be read in
conjunction with our consolidated financial statements and
nates thereto as well as our Annual Report on Form 10-K for
the year ended September 30, 2007 filed with the Securities
and Exchange Commission (SEC). The following discussion
and analysis contains forward-looking statements and
estimates that involve risks and uncertainties. Actual results
could differ materially from these estimates. Factors that
could cause or contribute to differences from estimates
include those discussed under “Cautionary Statement” below
and under "Risk Factors”in our Annual Report on Form 10-K
for the year ended September 30, 2007,

We operate on a 52/53 week fiscal year ending on the Friday
closest to September 30. For ease of presentation, Septem-
ber 30 is utilized consistently throughout Management's
Discussion and Analysis of Financial Condition and Results
of Operations to represent the fiscal year end date. All date
references contained herein relate to our fiscal year unless
otherwise stated.

OVERVIEW AND OUTLOCK

In 2007 we continued to improve enterprise-wide operat-

ing perfoermance and efficiently delivered on our customer
commitments which led to another year of excellent financial
results highlighted by:

* A 14 percent increase in total revenues to $4.42 billion
« A26 percent increase in diluted earnings per share to $3.45

« Operating cash flow of $607 million, or 104 percent of net
income

With these results, we have now met or exceeded our stated
tang-term average annual growth and performance targets
in each of these areas for a fourth consecutive year. These
targets are:

+ Sales growth of 10 percent; 8 percent organic
« Earnings per share growth in the range of 13 to 15 percent

+ Cash flow from operations of 100 to 130 percent of net
income

The combination of overall strong market conditions, market
share gains in a number of areas in both our Commercial
and Government Systems businesses, the successful opera-
tion of our balanced and efficient business model, and our
disciplined capital deployment strategy, continued to be the
driving force behind our ability to deliver these consistently
tmproving financial results.

In 2007, a significant portion of our revenue growth was
derived from areas of the defense and commercial aerospace

markets where we have demonstrated an ability to gain mar-
ket share. These represent areas we have strategically defined
as focused areas of growth for our company, including fixed
and rotary wing integrated electronic systems and networked
communication solutions in the defense market as well as air
transport and business aircraft flight deck avionics systems

in the commercial aerospace market. These share gains,
combined with strong market conditions and our nearly equal
exposure to commercial aerospace and defense markets, led
to our ability to deliver a double-digit rate of growth in total
company sales.

Through the operation of our highly-integrated and efficient
shared service business model we were able to once again
convert higher year-over-year revenues into an even higher
rate of profitability growth. Qur Commercial Systems business
delivered operating earnings of 5485 million, an increase of
31 percent over 2006. Qur Government Systems business
delivered operating earnings of $441 million, an increase of
10 percent over 2006. These profitability levels were achieved
while at the same time increasing our investments in research
and development activities by $105 million, or 15 percent, to
$827 million.

Our strong operating cash flow, which totaled 104 percent

of our net income, allowed us to execute on our stated
capital deployment strategy. We completed one business
acquisition and returned a significant portion of cur remain-
ing operating cash flow to our shareowners in the form of

an increased annual dividend rate and $333 million in share
repurchases. The impact of our ongoing share repurchase
program allowed us to once again enhance shareowner value
as it provided an incremental 3 percentage points of earnings
per share growth,

As we look to 2008, we expect to generate another year of
exceltent financial performance highlighted by the following
projected resuits;

+ Total sales in the range of $4.70 billion to $4.75 billion
= Earnings per share in the range of $3.80 to $3.95

« Cash flow from operations in the range of $675 million to
$725 million

* Research and development expenditures in the range of
$925 million to $950 million

As 2008 is expected to be another year of significant invest-
ment in research and development projects aimed at securing
opportunities for future revenue growth, the successful
operation of our efficient business model and the continued
execution of our capital deployment strategy will again be
called upon to be key contributors to meet our projection
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for earnings per share growth at a rate weli in excess of our
projected revenue growth.

See the following operating segment sections for further
discussion of 2007 and anticipated 2008 segment results.
for additional disclosure on segment operating earnings see
Note 23 in the consolidated financial statements.

RESULTS OF OPERATIONS

The following management discussion and analysis of results
of operations is based on reported financial results for 2005
through 2007 and should be read in conjunction with our
consolidated financial statements and the notes thereto.

Consolidated Financial Results

> SALES

(dellars in millions) 2007 2006 2005
Domestic 52,987 52,616 52,312
International 1,428 1,247 1,133
Total $4,415 $3,863 §3445
Percent increase 14% 12%

Total sales in 2007 increased 14 percent to $4,415 million
compared to 2006. Sales from acquired businesses, primar-
ily Evans & Sutherland Computer Corperation’s military

and commercial simulation business (the E&S Simulation
Business), contributed $60 million, or 2 percentage points of
the sales growth, The remainder of the sales increase resulted
from 19 percent organic revenue growth in our Commercial
Systems business and 7 percent organic revenue growth in
our Government Systems business. Domestic sales growth
continues to be driven by strong demand for commercial
products and systems to original equipment manufactur-

ers and airlines. In addition, Government Systems continued
to experience strong demand from the US. government.
International sales were impacted by strong demand from
the commercial aeraspace market, faverable foreign currency
exchange rates as a result of the weakened U.S. dollar, as

well as incremental sales from the E&S Simulation Business,
partially offset by certain European defense-related programs
that have completed.

Total sales in 2006 increased 12 percent to $3,863 million
compared to 2005. TELDIX, acquired on March 31, 2005, and
the E&S Simulation Business, acquired on May 26, 2006,
provided $44 million and 520 million, respectively, or a total
of 2 percentage points of this sales growth. The remainder of
the sales increase resulted from 11 percent organic revenue
growth in our Commercial Systems business and 10 percent
organic revenue growth in our Government Systems busi-
ness. Domestic sales growth continued to be driven by strong
demand from the U.S. government and a strengthening com-
mercial aerospace market, evidenced by increasing production
rates at original equipment manufacturers and higher aircraft
flight hours which have resulted in increased sales of com-
mercial avionics products and services. International sales
growth was also due to the strengthening of the commercial

aerospace market as well as the acquisitions of TELDIX and
the E&S Simulation Business.

> COST OF SALES
Total cost of sales is summarized as follows:

{dallars in millions ) 2007 2006 2005
Total cost of sales 53,092 52,752 52502
Percent of total sales 70.0% 71.2% 72.6%

Cost of sales consists of all costs incurred to design and
manufacture our products and includes research and develop-
ment, raw material, labor, facility, product warranty and other
related expenses.

The improvement in cost of sales as a percentage of total
sales in 2007 in comparison to 2006 is primarily due to a
combination of increased sales volume, praductivity improve-
ments, lower retirement benefit costs, and the benefit of a

$5 million favorable adjustment to the restructuring reserve
included in cost of sales in 2007 compared to an $11 million
restructuring charge included in cost of sales in 2006. These
improvements in 2007 were partially offset by higher incen-
tive compensation and research and development costs.

The improvement in cost of sales as a percentage of total
sales in 2006 in comparison to 2005 is primarily due to
higher sales volume combined with productivity improve-
ments, lower employee incentive compensation costs, and
the absence of the $15 million write-off of certain indefinite-
lived Kaiser tradenames from 2005. These improvements
were partially offset by $11 million of restructuring charges
included in cost of sales, higher pension costs, expensing
stock-based compensation, and the impact of incremental
lower margin revenues from our TELDIX and E&S Simulation
Business acquisitions.

Research and development (R&D) expense is included as a
companent of cost of sales and is summarized as follows:

[ doltars in millions) 2007 2006 2005
Customer-funded 5480 $443 5348
Company-funded 347 279 243
Total 5827 5722 %591
Percent of total sales 19% 19% 17%

R&D expense consists primarily of payroll-related expenses of
employees engaged in research and development activities,
engineering related product materials and equipment, and
subcontracting costs. Total R&D expense increased $105 mil-
lion, or 15 percent, from 2006 to 2007. The customer-funded
portion of R&D expense increased primarily due to several
defense-related programs that are in their development
phases, including Joint Tactical Radio System (JTRS) and Future
Combat Systems (FCS), as well as other networked communi-
cations programs and rotary wing and fixed wing flight deck
and mission electronic system development programs. tn
addition, customer-funded development for the Boeing 787
and 747-8 programs contributed to the increase in customer-
funded R&D expense. The company-funded portion of R&D
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expense increased primarily due to spending on certain new
business jet platforms, the development of our next genera-
tion flight deck and cabin systems for the business aircraft
market, and the enhancement of capabilities of other prod-
ucts and systems,

Totai R&D expense increased $131 million, or 22 percent, from
2005 to 2006. The customer-funded portion of R&D expense
increased primarily due to several defense-related programs
that were in their development phases, including Ground
Element Minimum Essential Emergency Communications
Network System (GEMS), FCS and other advanced communi-
cation and advanced data link programs. The company-funded
portion of R&D expense increased primarily due to increased
spending on the ARJ-21 regional jet, the Boeing 787 program,
and various new business jet programs.

Looking forward to 2008, total R&D expenses are expected to
increase by approximately 13 percent over 2007 and be in the
range of $925 million to $950 million, or about 20% of total
company sales. The forecast for 2008 includes anticipated
increases in company-funded initiatives in both Commercial
and Government Systems, with a higher rate of increase in
customer-funded projects. The higher company-funded R&D,
which is expected to represent about 40% of total R&D expen-
ditures, is principally due to higher investments related to
new air transport, business and regional jet platforms, several
of which we are currently pursuing, as well as investments
aimed at enhancing the capabilities of our core Commercial
and Government Systems products and systems offer-

ings. These increases will be partially offset by a significant
decrease in investments related to the Boeing 787 program.
The increase in customer-funded R&D is principally related to
recently awarded and anticipated Government Systems devel-
opment programs including the combat search and rescue
{CSAR-X} and German CH-53 heavy lift helicopter pro-

grams, the KC-X aerial refueling tanker program, various
C-130 aircraft avionics modernization programs, and the
JTRS — Airborne, Maritime, Fixed program (JTRS-AMF).

> SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

{dollars in millions) 2007 2006 2005
Selling, general and administrative

expenses $482 5441 $402
Percent of total sales 10.9% 11.4% 11.7%

Selling, general and administrative (SG&A) expenses consist
primarily of personnel, facility, and other expenses related to
employees not directly engaged in manufacturing, research or
development activities. These activities include marketing and
business developmenrd, finance, legal, information technology,
and other administrative and management functions. SG&A
expenses increased $41 million in 2007 as compared to 2006,
primarily due to higher sales volume and higher incentive
compensation costs, partially offset by productivity improve-
ments, lower retirement benefit costs and the absence of

%3 million of restructuring charges included in SG&A in 2006.

SG&A expenses increased $39 million in 2006 as compared to
2005, primarily due to higher payroll and pension expenses,
expensing stock-based compensation, $3 million of restruc-
turing charges included in SG&A, as well as our acquisitions
of the E&S Simulation Business and TELDIX. These increases
were partially offset by productivity improvements and iower
employee incentive compensaticn costs.

> INTEREST EXPENSE

{in millions} 2007 2006 2005
Interest expense 513 513 $11

Interest expense remained flat at $13 million in both 2007
and 2006 primarily due to an increase in interest rates offset
by a lower level of debt outstanding.

The increase in interest expense from 2005 to 2006 is primar-
ily due to an increase in the average interest rate related to
the variable portion of our long-term debt as well as two
variable rate loan agreements entered into in June 2006 to
facilitate our implementation of the cash repatriation provi-
sions of the American Jobs Creation Act of 2004.

> OTHER INCOME, NET

2007
$(15)

2006
5(32)

2005
$(17)

{in millions }

Other income, net

For information regarding the fluctuations in otherincome,
net, see Note 15 in the consalidated financial statements.

> INCOME TAX EXPENSE

(dollars in millions) 2007 2006 2005
Income tax expense $258 $212 $151
Effective income tax rate 30.6% 30.8% 27.6%

The effective income tax rate differed from the United States
statutory tax rate for the reasons set forth below:

2007 2006 2005

Statutory tax rate 35.0% 35.0% 35.0%
Research and development credit {4.0) 0.8} (3.9)
Extraterritorial income exclusion {0.5) (3.0) {2.9)
Demestic manufacturing deduction {0.7) [0.4) -
State and local income taxes 11 05 14
Resolution of pre-spin deferred tax matters - - (1.9)
Other (0.3} {0.5) 0.1)
Effective income tax rate 30.6% 30.8% 27.6%

The difference between our effective tax rate and the statu-
tory tax rate is primarily the result of the tax benefits derived
from the Research and Development Tax Credit (R&D Tax
Credit), which provides a tax benefit on certain incremen-

tal R&D expenditures, the Extraterritorial Income Exciusion
(ET1), which provides a tax benefit on export sales, and the
Domestic Manufacturing Deduction under Section 199 (DMD),
which provides a tax benefit on U.S. based manufacturing.

The R&D Tax Credit expired effective December 31, 2005. The
effective tax rate for 2006 reflects 3 months of benefit related
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to the R&D Tax Credit. Our 2007 effective income tax rate
includes about a 1.5 percentage point retroactive benefit from
9 months of R&D Tax Credits applicable to the 2006 fiscal year
due to the passage of legislation in the first quarter of 2007
that retroactively reinstated and extended the availability of
R&D Tax Credits beyond December 31, 2006.

In October 2004, the American Jobs Creation Act of 2004 (the
Act) was signed into law. The Act repeals and replaces the E7I
with a new deduction for income genrerated from qualified
production activities by U.S. manufacturers, The ETl export tax
benefit completely phased out December 31, 2006 and the
DMD benefit will be phased in through fiscal 2010. For 2007,
the available DMD tax benefit is one-third of the full benefit
that will be available in 2011. The amount of DMD tax benefit
available in 2008, 2009 and 2010 will be two-thirds of the

full benefit. As a result, the Act had an adverse impact on our
effective tax rate in 2007 and is expected to have an adverse
impact on our effective tax rate for years 2008 through 2010

The Act provides for a special one-time deduction of 85
percent of certain foreign earnings repatriated into the US.
from non-U.S. subsidiaries through September 30, 2006.
During 2006, we repatriated $91 million in cash from non-U.5.
subsidiaries into the U.S. under the provisions of the Act. The
repatriation did not impact our effective income tax rate for
the year ended September 30, 2G06 as a $2 million tax liability
was established during 2005 when the decision was made to
repatriate the foreign earnings.

For 2008, our effective income tax rate is expected to be in
the range of 32.5 percent to 33.5 percent in comparison to
our 2007 effective income tax rate of 30.6 percent, The higher
forecasted effective income tax rate for 2008 is principally
due to the absence of the retroactive R&D Tax Credit benefit
recognized in 2007 and higher projected taxable income. The
projected 2008 effective tax rate assumes R&D Tax Credits
are available for the entire fiscal year, although legislation
authorizing R&D Tax Credits beyond December 31, 2007 has
yet to be enacted.

> NET INCOME AND DILUTED EARNINGS PER SHARE

(dollars and shares in milliens,

except per share amounts) 2007 2006 2005
Net income 5585 5477 5396
Net income as a percent of sales 13.3% 123% 11.5%
Dituted earnings per share 53.45 $2.73 5220
Weighted average diluted comman shares  169.7 1745 180.2

Net income in 2007 increased 23 percent to $585 million, or
13.3 percent of sales, from net income in 2006 of $477 mil-
lion, or 12.3 percent of sales. Diluted earnings per share
increased 26 percent in 2007 to $3.45, compared t0 $2.73in
2006. Earnings per share growth exceeded the growth rate in
net income due to the faverable effect of our share repur-
chase program. These increases were primarily due to higher
sales volume coupled with productivity improvements, Other
items affecting comparabifity between 2007 and 2006 are
detailed below.

Net income in 2006 increased 20 percent to $477 million, or
12.3 percent of sales, from net income in 2005 of $396 mil-
lion, or 11.5 percent of sales. Diluted earnings per share
increased 24 percent in 2006 to $2.73, compared to $2.20 in
2005. Earnings per share growth exceeded the growth rate

in net income due to the favorable effect of our share repur-
chase program. These increases were primarily due to higher
sales volume coupled with productivity improvements. Other
items affecting comparability between 2006 and 2005 are
detailed below.

> ITEMS AFFECTING COMPARABILITY

Income before income taxes was impacted by the items
affecting comparability summarized in the table below. The
identification of these items is important to the understand-
ing of our results of operations.

{in millions) 2007 2006 2005
Gain on sale of corporate-level equity

affiliate ? 5 - 520 5 —
Stock-based compensation (17) (18) -
Restructuring {charge) agjustments ® 5 {14) -
Tradenarmes write-off © — — {15)
Decrease to income before income taxes 5(12) $(12) 5(15)

a Gain on the sale of Rockwell Scientific Company, LLC, an equity affiliate that was
Jointly owned with Rockwell Autamation, Inc. (see Note 8 in the consolidated financial
statements).

b Restructuring charge related to decisions to implement certain business realignment
and facility rationalization actions. The adjustment in 2007 is primarily due to lower
than expected employee separation costs.

¢ The tradenames write-off relates to certain finite-lived Kaiser tradenames (see Note 7
in the consolidated financial statements).

Segment Financial Results
GOVERNMENT SYSTEMS

Overview and Outlook Our Government Systems business
supplies defense communications and defense electronics
systems, products, and services, which include subsystems,
displays, navigation equipment and simulation systems, to
the U.S. Department of Defense, other government agen-
cies, civil agencies, defense contractors and foreign ministries
of defense. The short and long-term performance of our
Government Systems business is affected by a number of
factors, including the amount and prioritization of defense
spending by the U.S. and international governments, which
is generally based on the underlying political tandscape and
security environment,

We expect 2008 to represent another year of higher levels of
authorized global defense funding, with priority remaining
high for defense electronics and communications solutions
that meet the following needs of globat military forces:

+ Networked and interoperable communications
» Modernized aviation and mission electronics systems
* Enhanced situational awareness

* Precision navigation and guidance systems
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These priority requirements match up well with our capabili-
ties and the areas that we are focused on for future growth in
our Government Systems business. Specifically, we've defined
our growth areas as networked communications, open sys-
temns architecture and munitions navigation and advanced
sensars. In each of these areas, we have already secured or are
competing for significant program positions that will enable
us to continue to deliver above-market rates of organic rev-
enue growth. Some examples of key positions in these growth
areas include our involvement in the JTRS program, FCS and

a wide range of fixed wing and rotary wing cockpit and mis-
sion electronics systems on KC-135 refueling tankers, C-130
cargo aircraft and helicopters such as the Blackhawk, Chinook,
Sea Stallion and several international platforms, We also

have strong positions in the development and production of
handheld and embedded navigation devices as well as preci-
sion guidance systems for smaller missiles and munitions, We
expect our current and future positions in these focus areas to
continue to be drivers for our growth going forward.

Risks affecting future performance of our Government
Systems business include, but are not limited to, the potential
impacts of geopolitical events, the overall funding and priori-
tization of the U.S, and international defense budgets, and our
ability to win new business, successfully develop innovative
solutions for aur customers, and execute programs pursuant
to contractual requirements.

In 2008, Government Systems revenues are expected to
increase and account for about half of the Company’s total
projected revenues. The revenue growth is expected to be
derived from programs focused on meeting global military
requirements for the development and procurement of
networked communications systems, modernized electronics,
and systems that provide precision guidance and enhanced
situational awareness capabilities. Revenues from the
recently completed acquisition of Information Technology &
Applications Corporation (ITAC) are expected to contribute
approximately one percentage point of Government Systems’
revenue growth. Sales of Defense Advanced GPS Receivers
{DAGR) are expected to be flat to slightly lower, We project
Government Systems’ 2008 operating margins to be slightly
lower than the 19.8 percent segment operating margin
reported in 2007 primarily due to expecting a higher pro-
portion of 2008 revenues to be derived from lower margin
development programs.

For additional disclosure on Government Systems' segment
operating earnings see Note 23 in the consalidated financial
statements.

> GOVERNMENT SYSTEMS' SALES
The following table represents Government Systems’ sales by
product category:

{dollars in millions } 2007 2006 2005
Defense electranics $1,510 $1,413 51,232
Defense communications 721 630 578
Total 52,231 52,043 $1,810
Percent increase 9% 13%

Defense electronics sales increased $97 million, or 7 percent,
in 2007 compared to 2006. Sales from acquired businesses,
primarily the E&S Simulation Business, contributed $35 mil-
lion, or 3 percentage peints of the sales growth while organic
sales increased $62 million, or 4 percent. The increase in
organic sales was primarily due to higher DAGR equipment
sales and higher revenues from various rotary and fixed wing
aircraft electronics systems programs, partially offset by lower
sales from simulation and training programs and certain
Eurapean programs that have completed.

Defense communications sales increased $91 million, or

14 percent, in 2007 compared to 2006. This increase was pri-
marily due to higher revenues from JTRS and other networked
communication development programs as well as higher
ARC-210 radic hardware and development program revenues.

Defense electronics sales increased $181 million, or

15 percent, in 2006 compared to 2005, TELDIX, acquired on
March 31, 2005, provided $44 million, or 4 percentage points
of this sales growth. The E&S Simulation Business, acquired
on May 26, 2006, provided 512 million, or 1 percentage
point of this sales growth. Defense electronics organic sales
increased $125 million, or 10 percent, in 2006 compared to
2005. This sales growth is primarily due to higher revenues
fram the following:

* Global pesitioning system equipment programs

= Flight deck and mission electronic systems programs,
including various programs for new and upgraded military
helicopters, based on our open systems architecture

* MHelmet mounted tactical aircraft display programs

These increases in defense electronics sales were partially
offset by a decrease in simulation and training revenues
primarily due to delayed customer procurements.

Defense communications sales increased $52 million, or

9 percent, in 2006 compared to 2005. This increase in safes
is attributable to higher advanced communications and data
link development programs and ARC-210 radio equipment
revenues which more than offset lower JTRS development
program revenues.

> COVERNMENT SYSTEMS' SEGMENT QPERATING EARNINGS

(dollars in millions) 2007 2006 2005

Segment operating earnings 5441 5402 $328
Percent of sales 19.8% 19.7% 18.1%
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Government Systemns’ operating earnings increased $39 mil-
lion, or 10 percent, in 2007 compared to 2006 primarily due to
the combination of higher sales, productivity improvements,
net favorable contract adjustments, and lower retirement
benefit costs, partially offset by higher incentive compensa-
tion and research and development costs.

Government Systems’ operating earnings increased 574 mil-
lion, or 23 percent, in 2006 compared to 2005 primarily due to
increased sales volume. Government Systems' operating earn-
ings as a percent of sales for 2006 was 19.7 percent compared
with 18.1 percent for 2005. Operating margins were impacted
by productivity improvements and lower employee incentive
compensation costs, partially offset by higher pension costs
and the impact of incremental lower margin revenues from
our TELDIX and E&S Simulation Business acquisitions.

COMMERCIAL SYSTEMS

Overview and Outtook Our Commercial Systems business

is a supplier of aviation electronics systems, products, and
services to customers located throughout the world. The
customer base is comprised of original equipment manu-
facturers {OEMs) of commercial air transport, business and
regional aircraft, commercial airlines, fractional and other
business aircraft operators. The near and long-term perfor-
mance of our Commercial Systems business is impacted by
general worldwide economic health, commercial airline flight
hours, the financial condition of airiines worldwide, as well as
corporate profits.

In 2008, we expect commercial aerospace market conditions
to continue to be strong, driven by a number of anticipated
factors, including:

« Positive economic conditions, including continued projected
growth in corporate profitability and worldwide GDP

Introduction of new, more efficient aircraft models

Strong international demand for new aircraft
+ High airline load factors and improving airline profitability
* Projected growth in worldwide air traffic

* Record high backlogs for manufacturers of air transport
aircraft and continued solid order books for business
aircraft manufacturers

All of these factors are expected to lead to higher production
rates of new air transport, business and regional aircraft as
well as increased demand for aftermarket service, support
and equipment retrofit activities.

Risks to the commercial aerospace market include, among
other things:

« The occurrence of an unexpected geopolitical event that
could have a significant impact on demand for air travel
and airline demand for new aircraft

+ The potential ramifications of the negative impact that the
current high level of fuel prices are having on the profitabil-
ity of our airline and other aircraft operator customers

Risks related to our ability to capitalize on the commercial
aerospace market recovery and attain our stated enterprise
long-term growth targets include, among other things:

 Qur ability to develop products and execute on programs
pursuant to contractual requirements, such as the develop-
ment of systems and products for the Boeing 787 and
business jet OEMs

« The successful development and market acceptance of new
or enhanced product, system and service sclutions

in 2008, Commercial Systems revenues are expected to
increase and account for about half of the Company's total
projected revenues. The increased revenues are expected to
result from the positive impact of anticipated strong market
conditions and expected share gains, particularly in the air
transport avionics and business aircraft market areas, partially
offset by the impact of a reduction in wide-body aircraft
in-flight entertainment {IFE) products and systems revenues
of about $50 million, principally related to reduced after-
market retrofit activities. The decline of wide-body aircraft

IFE products and systems revenues is due to our strategic
decision announced in September 2005 to shift research and
development resources away from traditional IFE systems

for next generation wide-body aircraft to activities focused

on higher value-added information management solutions.
2008 segment operating margin is expected to increase over
the 22.2 percent operating margin reported in 2007 primarily
due to the significant operating leverage Commercial Systems
derives from incremental revenues,

For additional disclosure on Commercial Systems’ segment
operating earnings see Note 23 in the consolidated financial
statements.

> COMMERCIAL SYSTEMS' SALES
The following table represents Commercial Systems' sales by
product category:

{dollars in millions) 2007 2006 2005
Air transport aviation electronics 51,175 $ 968 % 881
Business and regional aviation

electronics 1,009 852 754
Total $2,184 $1,820 51,635
Percent increase 20% 11%

Prior year 2005 and 2006 air transport aviation electronics
and business and regional aviation electronics product cat-
egory sales have been reclassified to conform to the current
year presentation.

Air transport aviation electronics sales increased $207 million,
or 21 percent, in 2007 compared to 2006. Incremental sales
from the E&S Simulation Business contributed $20 million,

of 2 percentage points of the revenue growth. The 19 percent
organic sales increase is primarily due to higher avionics
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products and systems sales to airlines and OEMs and higher
aftermarket revenues, including initial sales of equipment for
Boeing 787 simulators, as well as higher service and support
and IFE revenues. Business and regional aviation electronics
sales increased 5157 miton or 18 percent, in 2007 compared
to 2006. This sales growth is attributed primarily to higher
avionics sales to business jet OEMs and higher aftermarket
service and support and avionics retrofit and spares revenues,

Air transport aviation electronics sales increased $87 million,
or 10 percent, in 2006 compared to 2005. The E&S Simulation
Business, acquired on May 26, 2006, provided $8 million, or

1 percentage point of this sales growth. Air transport aviation
electronics organic sales increase is primarily due to higher
sales of flight-deck avionics related to higher OEM deliveries
and retrofits and spares activities, partially offset by lower

IFE system and regulatory mandate revenues. Business and
regional aviation electronics sales increased $98 million, or
13 percent, in 2006 compared to 2005. This sales growth is
attributed to significantly higher sales of business jet flight-
deck avionics and cabin electronics systems and products
and higher service and support revenues, partially offset by
lower avionics sales to regional jet OEMs and lower regulatory
mandate program revenues.

The following table represents Commercial Systems’ sales
based on the type of product or service:

{in millions) 2007 2006 2005
Original equipment 51,097 s 929 5 778
Aftermarket 1,087 891 857
Total $2,184 $1,820 $1,635

Original equipment sales increased $168 million, or 18 per-
cent, in 2007 compared to 2006. This increase was primarily
due to higher air transport avionics and IFE sales as well

as higher business jet avionics products and systems.
Aftermarket sales increased $196 million, or 22 percent, in
2007 compared to 2006. Incremental sales from the E&S
Simulation Business contributed $20 million, or 2 percent-
age points of the revenue growth. Organic aftermarket sales
increased $176 million, or 20 percent, due to higher sales
across all product categories, with particular strength in air
transport avionics spares sales resulting from the initial sales
of equipment for Boeing 787 simulators as well as business
and regional aftermarket activities.

Original equipment sales increased $151 million, or 19 per-
cent, in 2006 compared to 2005 due to significantly higher
sales of flight-deck avionics and cabin electronics systems
and products for new business jet aircraft and higher sales of
flight-deck avionics for new air transport aircraft. These sales
increases were partially offset by lower avionics systems sales
to regional jet OEMs and lower IFE system sales. Aftermarket
sales increased $34 million, or 4 percent, in 2006 compared

to 2005 as a result of higher avionics retrofit and spares sales,
higher service and support revenues, and incremental E&S
Simulation Business revenues, partially offset by fower reguta-
tory mandate program and IFE system retrofit revenues.

> COMMERCIAL SYSTEMS' SEGMENT OPERATING EARNINGS

{dellars in millions } 2007 2006 2005
Segment operating earnings $485 $ 370 $296
Percent of sales 22.2% 20.3% 18.1%

Commercial Systems’ operating earnings increased $115 mil-
lion, or 31 percent, to $485 million, or 22.2 percent of sales,
in 2007 compared to $370 million, or 20.3 percent of sales, in
2006. The increase in operating earnings and operating mar-
gin was primarily due to the combination of higher organic
revenues, productivity improvements, and lower retirement
benefit costs, partially offset by higherincentive compensa-
tion and research and development costs.

Commercial Systems’ operating earnings increased $74 mil-
lion, or 25 percent, to $370 million, or 20.3 percent of sales,

in 2006 compared to $296 million, or 18.1 percent of sales, in
2005, These significant increases were primarily due to the
combination of increased sales volume, productivity improve-
ments, and lower employee incentive compensation costs
which more than offset higher research and development and
pensian costs.

> GENERAL CORPORATE, NET

{in millions} 2007 2006 2005
General corporate, net 5(58) 5 {60) $ (55}

General corporate, net was relatively flat in 2007 in com-
parison to 2006 as lower retirement benefit costs outpaced
higher incentive compensation costs.

The increase in general corporate, net in 2006 over 2005 is
primarily due to higher pension costs partially offset by lower
employee incentive compensation costs,

Retirement Plans
Net benefit expense for pension benefits and other retire-
ment benefits is as follows:

{in millions) 2007 2006 2005
Pension benefits 59 570 $31
Other retirement benefits (5) (2) 1
Net benefit expense $ 4 568 §32

Pension Benefits We provide pension benefits to most of

our employees in the form of defined benefit pension plans.
Over the past number of years, the cost of providing retire-
ment benefits under a defined benefit structure has become
increasingly uncertain due to changes in discount rates and
the volatility in the stock market. In response, we amended
our U.S. qualified and non-qualified pension plans in 2003
covering all salary and hourly employees not covered by collec-
tive bargaining agreements to discontinue benefit accruals
for salary increases and services rendered after September 30,
2006 [the Pension Amendment) and made significant contri-
butions to our pension plans. Concurrently, we replaced this
benefit by supplementing our existing defined contribution
savings plan to include an additional company contribution
effective October 1, 2006. The supplemental contribution to
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our existing defined contribution savings plan was $28 million
in 2007, We believe this new benefit structure will achieve

our objective of providing benefits that are both valued by our
employees and whose costs and funding requirements are
more consistent and predictable over the long-term.

Defined benefit pension expense for the years ended Septem-
ber 30, 2007, 2006, and 2005 was $9 million, $70 million,
and $31 million, respectively. Increases in the funded status
of our pension plans in 2007, primarily due to increases in
the discount rate used to measure our pension abligations
and the Pension Amendment, were the primary drivers for
the decrease in defined benefit pension expense in 2007 in
comparison to 2006. Decreases in the funded status of our
pension plans, primarily due to decreases in the discount
rate used to measure our pension obligations and higher
than anticipated pensionable earnings, drove the increase in
defined benefit pension expense in 2006 over 2005.

During 2007, the funded status of our pension plans improved
from a deficit of $275 million at September 30, 2006 to a
deficit of $64 million at September 30, 2007, primarily due

to higher than expected asset returns and an increase in the
discount rate used to measure our pension abligations from
6.5 percent to 6.6 percent.

tn 2008, defined benefit pensicn plan costs are expected

to decrease by approximately $13 million. The decrease is
primarily due to the favorable impact of an increase in the
defined benefit pension plan valuation discount rate used to
measure our pension expense from 6.1 percent to 6.6 percent.

Our objective with respect to the funding of our pension
plans is to provide adequate assets for the payment of future
benefits. Pursuant to this objective, we will fund our pen-
sion plans as required by governmental regulations and may
consider discretionary contributions as conditions warrant.
We believe our strong financial position continues to provide
us the opportunity to make discretionary contributions to our
pension fund without inhibiting our ability to pursue strate-
gic investments.

Other Retirement Benefits We provide retiree medical and life
insurance benefits to substantially all of our employees, We
have undertaken two major actions over the past few years
with respect to these benefits that have lowered both the cur-
rent and future costs of providing these benefits:

« In July of 2002, the pre-65 and post-65 retiree medical plans
were amended to establish a fixed contribution to be paid
by the company. Additional premium contributions will
be required from participants for all costs in excess of this
fixed contribution amount. This amendment has elimi-
nated the risk to our company related to health care cost
escalations for retiree medical benefits going forward as
additional contributions will be required from retirees for
all costs in excess of our fixed contribution amount.

= As a result of the Medicare Prescription Drug, Improvement
and Modernization Act of 2003, we amended our retiree

medical plans on June 30, 2004 to discontinue post-65
prescription drug coverage effective January 1, 2008. Upon
termination of these benefits, post-65 retirees will have
the option of receiving these benefits through Medicare.
On average, we expect that the prescription drug benefit
to be provided by Medicare will be better than the benefit
provided by our current post-65 drug plan as a result of
the fixed company contribution plan design implemented
in 2002.

Other retirement benefits expense (income} for the years
ended September 30, 2007, 20086, and 2005 was ${S} million,
$(2) million, and $1 million, respectively. The change in other
retirement benefits expense {income) in 2007 and 2006 was
primarily due to the major actions discussed above. We expect
other retirement benefits income of approximately $2 million
in 2008, primarily due to the actions discussed above.

FINANCIAL CONDITION AND LIQUIDITY

Cash Flow Summary

Our ability to generate significant cash flow from operat-

ing activities coupled with our access to the credit markets
enables our company to execute our growth strategies and
return value to our shareowners. During 2007, significant cash
expenditures aimed at future growth and enhanced share-
owner value were as follows:

* 5333 millien of share repurchases

+ 5125 million of property additions

* 5107 million of dividend payments

* 532 million for business acquisitions, net of cash acquired
> OPERATING ACTIVITIES

{in millions) 2007 2006 2005
Cash provided by operating activities 5607 $595 5574

Increase in cash pravided by operating activities of $12 mil-
lion in 2007 compared to 2006 is primarily due to higher net
income partially offset by higher tax payments and increases
in working capital, particularly inventories and receivables, to
support higher sales volumes and the launch of new commer-
cial and military aircraft programs.

The increase in cash flows provided by operating activities of
$21 million in 2006 compared to 2005 was principally due

to higher net income of $81 million and lower pension plan
contributions of $48 million, partially offset by $104 million in
higher income tax payments.

In 2008, cash provided by operating activities is expected to
be in the range of $675 million to $725 million, an anticipated
increase of about 15 percent over 2007 cash provided by
operating activities. The projected increase is principally due
to the positive impact of higher net income and improved
waorking capital performance in the areas of inventories and
receivables, partially offset by higher income tax payments
and a higher level of deferred pre-production engineering
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costs related to new aircraft programs. The projected 2008
cash provided by operating activities range can accommodate
a discretionary U.S. gualified defined benefit pension plan
contribution up to $75 million. In addition, the projected
2008 cash provided by operating activities range anticipates
the collection of approximately $70 million to 580 million

of receivables related to the Boeing 787 program. Collection
of these receivables during 2008 may be at risk due to the
projected delay in delivery of the first aircraft until late in
calendar year 2008,

» INVESTING ACTIVITIES

{in millions } 2007 2006 2005
$(153) ${159) $(134)

Cash used for investing activities

Net cash paid for acquisitions was 532 million in 2007
compared to $100 million in 2006. Capital expenditures
decreased to $125 million in 2007 from 5144 million in 2006,
We also received proceeds of $14 million in 2007 from the
recovery of a license fee, while in 2006 we received proceeds
of $84 million fram the sale of Rockwell Scientific Company,
LLC, an equity affiliate that was jointly owned with Rackwell
Automation, Inc.

Net cash paid for the 2006 business acquisitions was

$100 million compared to $19 million of net cash paid for

the TELDIX acquisition in 2005. Proceeds from the sale of
Rockwell Scientific Company, LLC, an equity affiliate that was
jointly owned with Rockwell Automation, Inc., were $84 mil-
lion in 2006. Capital expenditures increased to $144 million in
2006 from $111 million in 2005.

We expect capital expenditures for 2008 to be approximately
$170 million, or about 3.6% of sales. The higher level of
projected spending in 2008 is primarily due to the construc-
tion of new engineering facilities in Cedar Rapids, lowa and
Richardson, Texas as well as an increased level of investment
in test equipment, all in support of recent and anticipated
program wins that continue ta drive our growth.

> FINANCING ACTIVITIES

{in millions ) 2007 2006 2005
$(373) 5 (441) 5 (487)

Cash used for financing activities

The change in cash used for financing activities in 2007 over
2006 is attributed to the following factors:

* In 2007 we repurchased 4.6 million shares of common
stock at a cost of $314 million compared to repurchases of
9.3 million shares at a cost of $492 million in 2006. In addi-
tion, in 2007 we paid $19 million related to the settlement
of an accelerated share repurchase agreement executed
in 2006.

* In 2007 we received $61 million from the exercise of stock
options compared to $73 million in 2006.

In 2007 we paid cash dividends of $107 million compared
to $96 million in 2006.

« In 2007 we repaid $27 million of the $46 million long-term
variable rate loan facilities that were entered into in 2006,

The change in cash used for financing activities in 2006
compared to 2005 is primarily due to two variable rate loan
agreements entered into in 2006 that provided $46 million of
cash to facilitate our implementation of the cash repatriation
provisions of the American Jabs Creation Act of 2004. Other
factors impacting cash used for financing activities in 2006
include the following:

* (n 2006 we repurchased 9.3 million shares of common stock
at a cost of $492 million compared to 10.6 million shares at
a cost of $498 million in 2005.

* In 2006 we received $73 million from the exercise of stock
options compared to $96 million in 2005.

* We paid cash dividends of $96 million in 2006 compared to
585 millicn in 2005 reflecting an increase in our quarterly
dividend from 12 cents to 16 cents per share effective the
third quarter of 2006.

* We received a $28 million excess tax benefit from the
exercise of stock options in 2006. In connection with the
adoption of SFAS 123R as of October 1, 2005, the excess tax
benefit from the exercise of stock options is classified as a
financing activity, in 2006. During 2005, excess tax benefits
from the exercise of stock options were classified as an
operating activity.

Share Repurchase Program Strong cash flow from operations
provided funds for repurchasing our common stock under our
share repurchase program as follows:

{in millions, except per share amounts) 2007 2006 2005
Amount of share repurchases $333 $492 5498
Number of shares repurchased 46 93 106

Weighted average price per share $68.31 $52.82 $47.20

tn 2007 we paid $19 million, which is reflected in the table
above, related to the settlement of an accelerated share
repurchase agreement executed in 2006. In October 2007
(subsequent 1o year-end}, we entered into an accelerated
share repurchase agreement with an investment bank under
which we repurchased 3 million shares of our outstanding
commaons shares for an initial price of $224 million which
reduced our overall authorization to $16 million. See Note 18
in the consolidated financial statements for further discussion
of this agreement. Historically, we have executed share repur-
chases when cash flow from operaticns is not being used for
other investing or financing activities, such as acquisitions or
debt reduction.

Dividends We declared and paid cash dividends of $107 mil-
lion, $96 million, and $85 million in 2007, 2006, and 2005,
respectively, The increase in cash dividends in 2007 and 2006
was the result of an increase in the quarterly cash dividend
from 12 cents to 16 cents per share beginning with the divi-
dend paid June 5, 2006. Based on our current dividend policy,
we will pay quarterly cash dividends which, on an annual
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basis, will equal $0.64 per share. We expect to fund dividends
using cash generated from operations. The declaration and
payment of dividends, however, will be at the sole discretion
of the Board of Directors.

Liquidity

In additicn to cash provided by operating activities, we utilize
a combination of short-term and long-term debt to finance
operations. Our primary source of short-term liquidity is
through borrowings in the commercial paper market. Our
access to that market is facilitated by the strength of our
credit ratings and an $850 million committed credit facil-

ity with several banks (Revolving Credit Facility). Our current
ratings as provided by Moody's Investors Service {Moody's),
Standard & Poor's and Fitch, Inc. are A-1 / A/ A, respectively,
for long-term debt and P-1 / A-1 / F-1, respectively, for short-
term debt. Moody's, Standard & Poor's and Fitch, Inc. have
stable outlooks on our credit rating.

Under our commercial paper program, we may sell up to
$850 million face amount of unsecured short-term promis-
sory notes in the cornmercial paper market. The commercial
paper notes may bear interest or may be sold at a discount
and have a maturity of not more than 364 days from time of
issuance. Borrowings under the commercial paper program
are available for working capital needs and other general cor-
porate purposes. There were na commercial paper borrowings
outstanding at September 30, 2007.

QOur Revolving Credit Facility consists of an $850 million
five-year unsecured revolving credit agreement entered into
on May 24, 2005 and amended in 2007 to extend the term
to 2012, with options to further extend the term forup to
two one-year periods and/or increase the aggregate principal
amount up to $1.2 billion. These options are subject to the
approval of the lenders. The Revolving Credit Facility exists
primarily to support our commercial paper program, but is
available to us in the event our access to the commercial
paper market is impaired or eliminated. Qur only financial
covenant under the Revolving Credit Facility requires that
we maintain a consolidated debt to total capitalization ratio
of not greater than 60 percent. Our debt to total capital-
ization ratio at September 30, 2007 was 11 percent, The
Revolving Credit Facility contains covenants that require us
to satisfy certain conditions in order to incur debt secured
by liens, engage in sale/leaseback transactions, or merge or
consolidate with another entity. The Revolving Credit Facility
dees not contain any rating downgrade triggers that would
accelerate the maturity of our indebtedness. In addition,
short-term credit facilities available to foreign subsidiaries

amounted to $63 million as of September 30, 2067, of which
$24 million was utilized to support commitments in the form
of commercial letters of credit. There are no significant com-
mitment fees or compensating balance requirements under
any of our credit facilities. At September 30, 2007, there were
no borrowings outstanding under any of our credit facilities.

In addition to our credit facilities and commercial paper
program, we have a shelf registration statement filed with
the Securities and Exchange Commission covering up to
$750 millign in debt securities, comman stock, preferred stock
or warrants that may be offered in one or more offerings on
terms to be determined at the time of sale. On November 20,
2003, we issued 5200 million of debt due December 1, 2013
(the Notes) under the shelf registration statement. The Notes
contain covenants that require us to satisfy certain condi-
tions in order to incur debt secured by liens, engage in sale/
leaseback transactions, or merge or consolidate with another
entity. At September 30, 2007, $550 million of the shelf regis-
tration was available for future use.

During June 2006 we entered into two variable rate loan
agreements to facilitate our implementation of the cash
repatriation provisions of the American Jobs Creation Act of
2004 as follows:

= Five-year unsecured variable rate loan facility agreement for
11.5 million British pounds {$21 million). This loan facility
was repaid in 2007.

» Five-year unsecured variable rate loan facility agreement for
20.4 mitlion euros ($25 million).

The variable rate loan facility agreement contains customary
loan covenants, none of which are financial covenants. Failure
to comply with customary covenants or the occurrence of cus-
tomary events of default contained in the agreement would
require the repayment of any outstanding borrowings under
the agreement. As of September 30, 2007, $24 million was
outstanding under the variable rate loan facility agreement.

If our credit ratings were to be adjusted downward by the
rating agencies, the implications of such actions could include
impairment or elimination of our access to the commercial
paper market and an increase in the cost of borrowing. In the
event that we do not have access to the commercial paper
market, alternative sources of funding could include borrow-
ings under the Revalving Credit Facility, funds available from
the issuance of securities under our shelf registration, and
potential asset securitization strategies.
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Contractual Obligations

The following table summarizes certain of our contractual obligations as of September 30, 2007, as well as when these obliga-

tions are expected to be satisfied:

PAYMENTS DUE BY PERIOD

{in millions) TOTAL LESS THAN 1 YEAR 1-3YEARS 4-5YEARS THEREAFTER
Long-term debt $ 224 s - 5 — $ 24 $ 200
Interest on long-term debt 65 11 22 20 12
Non-cancelable operating leases 178 a1 67 a3 37
Purchase abligations:

Purchase orders 1,027 850 166 10 1

Purchase contracts 41 19 21 1 —
Total 51535 $ 0921 5276 588 $ 250

Interest payments under long-term debt obligations exclude
the potential effects of the related interest rate swap con-
tracts. See Note 10 in the consolidated financial statements.

We lease certain office and manufacturing facilities as well
as certain machinery and equipment under various lease
contracts with terms that meet the accounting definition of
operating leases, Our commitments under these operating
leases, in the form of non-cancelable future lease pay-
ments, are not reflected as a liability on cur Statement of
Financial Position.

Purchase obligations include purchase orders and purchase
contracts. Purchase orders are executed in the normal course
of business and may or may not be cancelable, Purchase con-
tracts include agreements with suppliers under which there
is a commitment to buy a minimum amount of products or
pay a specified amount regardless of actual need. Generally,
items represented in purchase obligations are not reflected as
liabilities on our Statement of Financial Position.

We also have obligations with respect to pension and other
post-retirement benefit plans. See Mote 11 in the consolidated
financial statements.

RECENTLY ISSUED ACCOUNTING STANDARDS
For information related to recently issued accounting stan-
dards, see Note 2 in the consolidated financial statements.

ENVIRONMENTAL

For information refated to environmental claims, remediation
efforts and related matters, see Note 20 in the consolidated
financial statements.

CRITICAL ACCOUNTING POLICIES

The preparation of our financial statements in accordance
with accounting principles generally accepted in the United
States of America requires us to make estimates, judgments,
and assumptions that affect our financial condition and
results of operations that are reported in the accompanying
consolidated financial statements as well as the related dis-

closure of assets and liabilities contingent upon future events.

Understanding the critical accounting policies discussed
below and related risks is important in evaluating our
financial condition and results of operations. We believe the
following accounting policies used in the preparation of the
consolidated financial statements are critical to cur financial
condition and results of operations as they invelve a signifi-
cant use of management judgment on matters that are
inherently uncertain. If actual results differ significantly from
management's estimates, there could be a material effect on
our financial condition, results of operations and cash flows,
Management regularly discusses the identification and

development of these critical accounting policies with the
Audit Committee of the Board of Directors.

Accounting for Long-Term Contracts

A substantial portion of our sales to government customers
and certain of our sales to commercial customers are made
pursuant te long-term contracts requiring development and
delivery of products over several years and often contain
fixed-price purchase options for additional products, Certain
of these contracts are accounted for under the percentage-
of-completion method of accounting under the American
Institute of Certified Public Accountants’ Statement of
Position 81-1, Accounting for Performance of Construction-Type
and Certain Production-Type Contracts. Sales and earnings
under the percentage-of-completion method are recorded
either as products are shipped under the units-of-delivery
method (for production effort), or based on the ratio of actual
costs incurred to total estimated costs expected to be incurred
related to the contract under the cost-to-cost method (for
development effort).

The percentage-of-completion method of accounting requires
management to estimate the profit margin for each individual
contract and to apply that profit margin on a uniform basis

as sales are recorded under the contract. The estimation of
profit margins requires management to make projections of
the total sales to be generated and the total costs that will be
incurred under a contract. These projections require manage-
ment to make numerous assumptions and estimates relating
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to items such as the complexity of design and related develop-

ment costs, performance of subcontractors, availability and
cost of materials, labor productivity and cost, overhead and
capital costs, and manufacturing efficiency. These contracts
often include purchase options for additional quantities and
customer change orders for additional or revised product
functionality. Sales and costs related to profitable purchase
options are included in our estimates only when the eptions
are exercised while sales and costs related to unprofitable
purchase options are included in our estimates when exercise
is determined to be probable. Sales related to change orders
are included in profit estimates only if they can be reliably
estimated and collectibility is reasonably assured. Purchase
options and change orders are accounted for either as an
integral part of the original contract or separately depending
upon the nature and value of the item. Anticipated losses on
contracts are recognized in full in the period in which losses
become probable and estimable.

Estimates of profit margins for contracts are typically
reviewed by management on a quarterly basis. Assuming

the initial estimates of sales and costs under a contract are
accurate, the percentage-of-completion method results in the
profit margin being recorded evenly as revenue is recognized
under the contract. Changes in these underlying estimates
due ta revisions in sales and cost estimates, the combining

of contracts, or the exercise of contract options may result in
profit margins being recognized unevenly over a contract as
such changes are accounted for on a cumulative basis in the
period estimates are revised. Significant changes in estimates
related to accounting for long-term contracts may have a
material effect on our results of operations in the period in
which the revised estimate is made.

Income Taxes

At the end of each quarterly reporting period, we estimate an
effective income tax rate that is expected to be applicable for
the full fiscal year. The estimate of our effective income tax
rate involves significant judgments resulting from uncertain-
ties in the application of complex tax regulations across many
jurisdictions, implementation of tax planning strategies, and
estimates as to the jurisdictions where income is expected

to be earned. These estimates may be further complicated by
new laws, new interpretations of existing laws, and rulings
by taxing authorities. Due to the subjectivity and complex
nature of these underlying issues, our actual effective income
tax rate and related tax liabilities may differ from our initial
estimates. Differences between our estimated and actual
effective income tax rates and related liabilities are recorded
in the period they become known or as our estimates are
revised based on additional information. The resulting adjust-
ment to our income tax expense could have a material effect
on our results of operations in the period the adjustment

is recorded. A one percentage point change in our effective
income tax rate would change our annual net income by
approximately $8 million.

Deferred tax assets and liabilities are recorded for tax carry-
forwards and the net tax effects of temporary differences
between the carrying amounts of assets and liabilities for
financial reporting and income tax purposes. Management
believes it is more likely than not that the current and
long-term deferred tax assets will be realized through the
reduction of future taxable incorne. See Note 16 in the
consolidated financial statements for fusther detail regard-
ing deferred taxes and the factors considered in evaluating
deferred tax asset realization.

Goodwill

As of September 30, 2007, we had $544 million of goodwill
resulting from various acquisitions, We perform impairment
tests on goodwill on an annual basis during the second
quarter of each fiscal year, or on an interim basis if events
or circumstances indicate that it is more likely than not that
impairment has occurred,

Goodwill is potentially impaired if the carrying value of the
reporting unit that contains the goodwill exceeds its esti-
mated fair value. The fair values of our reporting units are
determined with the assistance of third-party valuation
experts using a combination of an income approach, which
estimates fair value based upon future discounted cash flows,
and a market approach, which estimates fair value using
market multiples, ratios, and valuations of a set of comparable
public companies within our industry.

The valuation methodology and underlying financial informa-
tion that is used to estimate the fair value of our reporting
units requires significant judgments to be made by manage-
ment. These judgments include, but are not limited to, the
long-term projections of future financial performance and
the selection of appropriate discount rates used to present
value future cash flows, Qur five-year strategic operating plan
serves as the basis for these valuations and represents our
best estimate of future business conditions in our industry as
well as our ability to compete. Discount rates are determined
based upon the weighted average cost of capital for a set of
comparable companies adjusted for risks associated with our
different operations. Qur goodwill impairment tests that were
performed in the second quarter of 2007 yielded no impair-
ments. If there was a significant downturn in our business, we
could incur a goodwill impairment.

Warranty

Accrued liabikities are recorded on our Statement of Financial
Position to reflect our contractual ebligations relating to
warranty commitments to our customers, We provide war-
ranty coverage of various lengths and terms to our customers
depending on standard offerings and negotiated contractual
agreements. We record an estimate for warranty expense at
the time of sale based on historical warranty return rates and
repair costs. We believe our primary source of warranty risk
relates to our in-flight entertainment products and extended
warranty terms across all businesses. At September 30,

2007, we have recorded $213 million of warranty liabilities.
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Should future warranty experience differ materially from our
historical experience, we may be required to record additional
warranty liabilities which could have a material adverse effect
on our results of operations and cash flows in the peried in
which these additional liabilities are required.

Pension Benefits

We provide retirement benefits to most of our employees in
the form of defined benefit pension plans. Accounting stan-
dards require the cost of providing these pension plans be
measured on an actuarial basis. These accounting standards
will generally reduce, but not eliminate, the volatility of the
reported pension obligation and related pension expense as
actuarial gains and losses resulting from both normal year-
to-year changes in valuation assumptions and the differences
from actual experience are deferred and amortized. The appli-
cation of these accounting standards requires management
to make numerous assumptions and judgments that can
significantly affect these measurements. Critical assumptions
made by management in performing these actuarial valua-
tions include the selection of discount rates and expectations
on the future rate of return on pension plan assets.

Discount rates are used to determine the present value of

our pension obligations and also affect the amount of pen-
sion expense recorded in any given period. We estimate this
discount rate based on the rates of return of high quality,
fixed-income investments with maturity dates that reflect the
expected time horizon that benefits will be paid (see Note 11
in the consolidated financial statements). Changes in the
discount rate could have a material effect on our reported
pension obligations and related pension expense.

The expected rate of return is our estimate of the long-term
earnings rate on our pension plan assets and is based upon
both histerical long-term actual and expected future invest-
ment returns considering the current investment mix of
plan assets. Differences between the actual and expected
rate of return on plan assets can impact our expense for
pension benefits.

Holding all other factors constant, the estimated impact on
2008 pension expense caused by hypothetical changes to key
assumptions is as follows:

(dellars in millions } CHANGE IN ASSUMPTION

ASSUMPTICN 25 BASIS POINT INCREASE 25 BASIS POINT DECREASE

Pension obligation

discount rate $5 pension expense decrease  §5 pension expense increase

Expected long-term
rate of return on

plan assets 45 pension expense decrease  $5 pension expense increase

Inventory Valuation Reserves

Inventery valuation reserves are recorded in order to report
inventories at the Jower of cost or market value on our State-
ment of Financial Position. The determination of inventory
valuation reserves requires management to make estimates
and judgments on the future salability of inventories. Valua-
tion reserves for excess, obsolete, and slow-rmoving inventory

are estimated by comparing the inventory levels of individuat
parts to both future sales forecasts or production require-
ments and historical usage rates in order to identify inventory
that is unlikely to be sold above cost. Other factors that
management considers in determining these reserves include
overall market conditions and other inventory management
initiatives. Management can generally react to reduce the
likelihood of severe excess and slow-moving inventory issues
by changing purchasing behavior and practices provided there
are no abrupt changes in market conditions.

Management believes its primary source of risk for excess and
obsolete inventory is derived from the following:

* Our in-flight entertainment inventory, which tends to
experience quicker technological obsolescence than our
other praducts. In-flight entertainment inventory at
September 30, 2007 was 597 million.

Life-time buy inventory, which consists of inventory that
is typically no longer being produced by our vendors but
for which we purchase multiple years of supply in order
to meet production and service requirements over the life
span of a product. Total life-time buy inventory on hand at
September 30, 2007 was $100 million,

At September 30, 2007, we had 599 million of inventory valu-
ation reserves recorded on $1,019 million of total inventory
on hand. Although management believes these reserves are
adequate, any abrupt changes in market conditions may
require us to record additional inventory valuation reserves
which could have a material adverse effect on our results of
operations in the period in which these additional reserves
are required.

QUANTITATIVE AND QUALITATIVE DISCLOSURE
ABOUT MARKET RISK

Interest Rate Risk

In addition to using cash provided by normal operating activi-
ties, we utilize a combination of short-term and long-term
debt to finance operations. Our operating results and cash
flows are exposed to changes in interest rates that could
adversely affect the amount of interest expense incurred

and paid on debt obligations in any given period. In addition,
changes in interest rates can affect the fair value of our debt
obligations. Such changes in fair value are only relevant to the
extent these debt obligations are settled prior to maturity.
We manage our exposure to interest rate risk by maintaining
an appropriate mix of fixed and variabte rate debt and when
considered necessary, we may employ financial instruments
in the form of interest rate swaps to help meet this objective.

At September 30, 2007, we had $200 million of 4.75 percent
fixed rate long-term debt obligations outstanding with a
carrying value of $199 million and a fair vatue of $192 million.
We converted $100 million of this fixed rate debt to float-

ing rate debt bearing interest at six-month LIBOR less 7.5
basis points by executing “receive fixed, pay variable” interest
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rate swap contracts. A hypothetical 10 percent increase

or decrease in average market interest rates would have
decreased or increased the fair value of our tong-term debt,
exclusive of the effects of the interest rate swap contracts, by
$5 million and $5 million, respectively. The fair value of the
$100 million notional value of interest rate swap contracts
was a $1 million liability at September 30, 2007. A hypotheti-
cal 10 percent increase or decrease in average market interest
rates would decrease or increase the fair value of our interest
rate swap contracts by $2 million and $2 million, respectively.
inclusive of the effect of the interest rate swagps, a hypotheti-
cal 10 percent increase or decrease in average market interest
rates would not have a material effect on our pretax income.
For mare information related to outstanding debt obligations
and derivative financial instruments, see Notes 10 and 17 in
the conselidated financial statements.

Foreign Currency Risk

We transact business in various foreign currencies which
subjects our cash flows and earnings to exposure related

to changes to foreign currency exchange rates. We attempt
to manage this exposure through operational strategies

and the use of foreign currency forward exchange contracts
{foreign currency contracts). All foreign currency contracts are
executed with creditworthy banks and are denominated in

currencies of major industrial countries. The majority of our
non-functional currency firm and anticipated receivables and
payables are hedged using foreign currency contracts. It is our
policy not to manage exposure to net investments in foreign
subsidiaries ar enter into derivative financial instruments for
speculative purposes. Notional amounts of outstanding for-
eign currency forward exchange contracts were $205 million
and $190 million at September 30, 2007 and 2006, respec-
tively. Notional amounts are stated in U.S. dollar equivalents
at spot exchange rates at the respective dates. Principal
currencies that are hedged include the European euro, British
pound sterling, and Japanese yen. The duration of foreign cur-
rency contracts is generally two years or less. The net fair value
of these foreign currency contracts at September 30, 2007
and 2006 were net liabilities of $5 million and 53 million,
respectively, If the UL.S. dollar increased or decreased in value
against all currencies by a hypothetical 10 percent, the effect
on the fair value of the foreign currency contracts, our results
of operations, cash flows, or financial condition would not be
significant at September 30, 2007.

For more information related to outstanding foreign currency
forward exchange contracts, see Note 17 in the consolidated
financial statements.

CAUTIONARY STATEMENT

This Annual Report to Shareowners, and documents that are incorporated by reference to our Annuat Report on Form 10-K filed
with the SEC, contain statements, including certain projections and business trends, accompanied by such phrases as “believes”,
“estimates”, “expects”, "could”, “likely”, “anticipates”, "will”, “intends", and other similar expressions, that are forward-looking
statements as defined in the Private Securities Litigation Reform Act of 1995. Actua! results may differ materially from those
projected as a result of certain risks and uncertainties, including but not limited to the potential impacts of geopolitical events,
the financial condition of our customers (including major U.S. airlines), the health of the global economy, the continued recovery
of the commercial aerospace industry and the continued support for military transformation and modernization programs;
delays related to the award of domestic and international contracts; the potential adverse impact of oil prices on the commercial
aerospace industry; the cost of the global war on terrorism on U.S. government military procurement expenditures and program
budgets; changes in domestic and foreign government spending, budgetary and trade policies adverse to our businesses;
market acceptance of our new and existing technologies, products and services; reliability of and customer satisfaction with our
products and services; favorable outcames on or potential cancellation or restructuring of contracts, orders or program priorities
by our customers; customer bankruptcies; recruitment and retention of qualified personnel; risk of a labor strike in fiscal year
2008 as collective bargaining agreements expire in May 2008; perfarmance of our suppliers and subcontractors: risks inherent

in fixed price contracts, particularly the risk of cost overruns; risk of significant disruption to air travel; our ability to execute

to our internal performance plans such as our productivity improvement and cost reduction initiatives; achievernent of our
acquisition and related integration plans; continuing to maintain our planned effective tax rates, including the risk that Congress
will not enact research and development tax credit legisiation applicable to all of fiscal year 2008; our ability to develop contract
compliant systems and products and satisfy our contractual commitments; risk of fines and penalties related to noncompliance
with export control regulations; risk of asset impairments; government claims related to our pension plan freeze; our ability

to win new business and convert those orders to sales within the fiscal year in accordance with our annual operating plan; and
the uncertainties of the outcome of litigation, as well as other risks and uncertainties, including but not limited to those detailed
herein and from time to time in our Securities and Exchange Commission filings. These forward-looking statements are made
only as of the date hereof.




Management’s Responsibility
for Financial Statements

We, the management team of Rockwell Collins, are responsible for the preparation, integrity and objectivity of the
financial statements and other financial information we have presented in this report. The financial statements were
prepared in accordance with accounting principles generally accepted in the United States of America, applying our
estimates and judgments.

Deioitte & Touche LLP, our independent registered public accounting firm, is retained to audit our financial statements.
Their accompanying report is based on audits conducted in accordance with standards of the Public Cormpany Accounting
Oversight Board (United States), which include the consideration of our internal controls to determine the nature, timing
and extent of audit tests to be applied.

Our Board of Directors exercises its responsibility for these financial statements through its Audit Committee, which
consists entirely of independent, non-management Board members. The Audit Committee meets regularly with the
independent registered public accounting firm and with the Company's internal auditors, both privately and with
management present, to review accounting, auditing, internal control and financiai reporting matters.
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Clayton M. Jones Patrick E. Allen
Chairman, President & Senior Vice President &
Chief Executive Officer Chief Financial Officer




Management’s Report on Internal
Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting as defined
in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934, Rockwell Collins’ internal control over financial
reporting is a process designed, under the supervision of the Chief Executive Officer and Chief Financiat Officer, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of consolidated financiat
statements for external purposes in accordance with accounting principles generally accepted in the United States of
America. Our internal control cver financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of Rockweli Collins; (2) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of consolidated financial statements in accordance with accounting principles generally accepted in the
United States of America, and that our receipts and expenditures are being made only in accordance with authorizations
of Rockwell Collins’ management and directors; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of our assets that could have a material effect on the consoli-
dated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Management assessed the effectiveness of Rockwell Collins’ internal control over financial reporting as of September 28,
2007. In making this assessment, managemert used the criteria set forth by the Committee of Sponsoring Organizations
of the Treadway Commission in Internal Control-integrated Framework. Based on this assessment, management deter-
mined that Rockwell Collins, Inc. maintained effective internal control over financial reporting as of September 28, 2007.

Management’s assessment of the effectiveness of Rockwell Collins’internal control over financial reporting as of
September 28, 2007 has been audited by Deloitte & Touche LLP, an independent registered public accounting firm, as
stated in their report which is included herein.
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Clayton M. Jones Patrick E. Allen
Chairman, President & Senior Vice President &
Chief Executive Officer Chief Financial Officer




Report of Independent Registered
Public Accounting Firm

TO THE BOARD OF DIRECTORS AND
SHAREQWNERS OF ROCKWELL COLLINS, INC.

We have audited management's assessment, included in the accompanying Management’s Report on Internal Control
Over Financial Reporting, that Rockwell Collins, Inc. and subsidiaries (the “Company”} maintained effective internal control
over financial reporting as of September 28, 2007, based on criteria established in internal Control — Integrated Frame-
work issued by the Committee of Sponsoring Organizations of the Treadway Commission. The Company's management is
responsible for maintaining effective internal controt over financial reporting and for its assessment of the effectiveness
of internal control over financial reporting. Our responsibility is to express an opinion an management’s assessment and
an opinion on the effectiveness of the Company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonakle assurance about whether
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, evaluating management’s assessment, testing and evaluating
the design and operating effectiveness of internal control, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the company's
principal executive and principal financial officers, or persans performing similar functions, and effected by the company's
board of directors, management, and other persannel to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company's internal control over financial reporting includes those policies and procedures that

{1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts
and expenditures of the company are being made only in accordance with authorizations of management and directors of
the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of the cornpany’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due to error or fraud may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial
reporting to future periods are subject to the risk that the controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over financial
reporting as of September 28, 2007, is fairly stated, in all material respects, based on the ¢riteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Also
in our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of
September 28, 2007, based on the criteria established in internal Control — Integrated Framework issued by the Commit-
tee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated financial statements as of and for the year ended September 28, 2007 of the Company and our
report dated October 31, 2007, expressed an unqualified opinion on those financial statements and included an
explanatory paragraph regarding the Company’s change as of the beginning of fiscal 2006 in its method of accounting
for employee stock-based compensation, as of the beginning of fiscal year 2007 in its measurement date for its defined
benefit plans, and as of Septernber 28, 2007 in its method of accounting for the funded status of its defined benefit plans.

DJ.QG—JQ, ¢ Joeedy LoP

Minneapolis, Minnesota
QOctober 31, 2007




Report of Independent Registered
Public Accounting Firm

TO THE BOARD OF DiRECTORS AND
SHARECWNERS OF ROCKWELL COLLINS, INC.

We have audited the accompanying consolidated statement of financial position of Rockwell Collins, Inc. and subsidiaries
{the “Company”) as of September 28, 2007 and September 29, 2006, and the related consolidated statements of opera-
tions, cash flows, and shareowners’ equity and comprehensive income for each of the three years in the period ended
September 28, 2007. These financial statements are the responsibility of the Company's management. Our responsibility
is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates rmade by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the conselidated financial
position of the Company as of September 28, 2007 and September 29, 2006, and the consolidated results of its operations
and its cash flows for each of the three years in the period ended September 28, 2007, in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note 13 to the consolidated financial statements, as of the beginning of fiscal 2006 the Company changed
its method of accounting for employee stock-based compensation. Also, as discussed in Note 11 to the consolidated finan-
cial statements, as of the beginning of fiscal 2007 the Company changed its measurement date for its defined benefit
plans and as of September 28, 2007 the Company changed its methed of accounting for the funded status of its defined
benefit plans.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board {United
States), the effectiveness of the Company’s internal control over financial reporting as of September 28, 2007, based on
the criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Qrganizations
of the Treadway Commission and our report dated October 31, 2007 expressed an unqualified opinien on management’s
assessment of the effectiveness of the Company’s internal control over financia! reporting and an unqualified opinion on
the effectiveness of the Company’s internal contral over financial reporting.

DM ¢ ’,_a»uuLL Lef

Minneapolis, Minnesota
QOctober 31, 2007




Consolidated Statement of Financial Position

SEPTEMBER 30

{in millions, except per share amounts ) 2007 2006
ASSETS
Current Assets:
Cash and cash equivalents $ 231 S 144
Receivables 883 821
Inventories 823 727
Current deferred income taxes 176 168
Other current assets 56 67
Total current assets 2,169 1,927
Property 607 552
Intangible Assets 147 137
Goodwill 544 517
Prepaid Pension Asset 88 —
Other Assets 195 145
Total assets $3.750 53,278
LIABILITIES AND SHAREOWNERS' EQUITY
Current Liabilities:
Accours payable S 395 $ 324
Compensation and benefits 305 268
Advance payments from customers 304 246
Product warranty costs 213 189
Income taxes payable 29 54
Other current liabilities 213 243
Total current liabilities 1,459 1,324
Long-Term Debt 223 245
Retirement Benefits 359 421
Other Liabilities 136 82
Shareowners’ Equity:
Common stock ($0.01 par value; shares authorized: 1,000; shares issued: 183.8) 2 2
Additional paid-in capital 1,353 1,305
Retained earnings 1,533 1,105
Accumulated other comprehensive loss (336) " {393)
Common stock in treasury, at cost (shares held: 2007, 18.0; 2006, 16.7) (979) {813)
Total shareowners' equity 1,573 1,206
Total liabilities and shareowners’ equity $3,750 $3,278

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.




Consolidated Statement of Operations

YEAR ENDED SEPTEMBER 30

{in millions, except per share amounts) 2007 2006 2005
Sales:

Product sales 54,007 $3,482 $3,072

Service sales 408 381 373

Total sales 4,415 3,863 3,445

Costs, expenses and other:

Product cost of sales 2,819 2,491 2242

Service cost of sales 273 261 260

Seflling, general and administrative expenses 482 441 402

Interest expense 13 13 11

Other income, net (15) (32) (17)

Jotal costs, expenses and other 3,572 3,174 2,898

Income before income taxes 843 689 547
Income tax provision 258 212 151
Net income $ 585 S 477 $ 396
Earnings per share:

Basic $ 3.50 s 277 $ 224

Diluted $ 345 § 273 $ 220
Weighted average common shares:

Basic 1671 1720 177.0

Diluted 169.7 1745 180.2
Cash dividends per share $ 0.64 $ 056 $ 048

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.




Consolidated Statement of Cash Flows

YEAR ENDED SEPTEMBER 320

tin millians) 2007 2006 2005
OPERATING ACTIVITIES:
Net income $¢ 585 S 477 $ 396

Adjustments to arrive at cash provided by operating activities:

Gain on sale of equity affiliate — (20} -
Restructuring charge {adjustment} and tradenames write-off (s} 14 15
Depreciation 96 85 85
Amortization of intangible assets 22 21 19
Stock-based compensation 17 18 -
Compensation and benefits paid in common stock 58 50 69
Tax benefit from exercise of stock options 34 28 35
Excess tax benefit from stock-based compensation (33} (28} —
Deferred income taxes . 43 33 31
Pension plan contributions (90) (66) {114)
Changes in assets and liabilities, excluding effects of acquisitions
and foreign currency adjustments:
Receivables {126) (78) {108)
Inventories {128) {43) (9)
Accounts payable 55 35 39
Advance payments fram customers 61 24 32
Income taxes (23) (12) 34
Compensation and benefits 41 (16) 30
Other assets and liabilities - 73 20
Cash Provided by Operating Activities 607 595 574
INVESTING ACTIVITIES:
Property additions (125) (144) {111)
Acquisition of businesses, net of cash acquired (32) {100) (19)
Proceeds (payments) from sale of investment in equity affiliate {2) 84 -
Acquisition of intangible assets (8} - (7)
Proceeds from settlement of discontinued license agreement 14 — -
Proceeds from disposition of property — 1 3
Cash Used for Investing Activities (153} (159) (134)
FINANCING ACTIVITIES:
Purchases of treasury stock (333) (492) (498)
Cash dividends {107) (96) (85)
Proceeds from exercise of stock optians 61 73 96
Net proceeds from issuance of long-term debt - 46 -
Excess tax benefit from stock-based compensation 33 28 -
Payments on long-term debt (27) — —
Cash Used for Financing Activities (373) (441) (487)
Effect of exchange rate changes on cash and cash equivalents 6 4 (4}
Net Change in Cash and Cash Equivalents 87 (1) (51)
Cash and Cash Equivalents at Beginning of Year 144 145 196
Cash and Cash Equivalents at End of Year 5 231 S 144 5 145

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.




Consolidated Statement of Shareowners’ Equity and
Comprehensive Income

YEAR ENDED SEPTEMBER 30

{in millions) 2007 2006 2005
COMMON STOCK
Beginning and ending balance s 2 S 2 5 2
ADDITIONAL PAID-IN CAPITAL
Beginning balance 1,305 1,263 1,228
Tax benefit from exercise of stock options 33 28 35
Stock-based compensation 17 18 -
Other (2) {4) —
Ending balance 1,353 1,305 1,263
RETAINED EARNINGS
Beginning balance 1,105 771 492
Net income 585 477 396
Cash dividends (107) (96) (85}
Shares issued under stock option and benefit plans (45) (47) (32)
Defined benefit plans remeasurement adjustment {5) — -
Ending balance 1,533 1,105 77
ACCUMULATED OTHER COMPREHENSIVE INCOME {LOSS}
Beginning balance (393) {604) (397)
Minimum pension liability adjustment 369 199 (200)
Defined benefit plans recognition adjustment (329) - -
Currency translation gain (loss) 19 11 (6}
Foreign currency cash flow hedge adjustment {2) 1 (1)
Ending balance (336} (393) (604)
COMMON STOCK IN TREASURY
Beginning balance (813) {493) {192)
Share repurchases (333) (492) (498)
Shares issued from treasury 167 172 197
Ending balance (979) (813) {493)
Total Shareowners’ Equity $1,573 $1,206 $ 939
COMPREHENSIVE INCOME
Net income $ 585 $ 477 $ 396
Other comprehensive income {loss), net of deferred

taxes (2007, ${216); 2006, $(117); 2005, $117) 386 211 (207)
Comprehensive income $ 971 $ 688 5 189

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.




Notes to Consolidated Financial Statements

1. BUSINESS DESCRIPTION AND BASIS OF PRESENTATION

Rockwell Collins, Inc. (the Company or Rockwell Collins)
provides design, production and support of communications
and aviation electronics for military and commercial custom-
ers worldwide.

The Company operates on a 52/53 week fiscal year ending
on the Friday closest to September 30. For ease of presenta-
tion, September 30 is utilized consistently throughout these
financial statements and notes to represent the fiscal year
end date. All date references contained herein relate to the
Company’s fiscal year unless otherwise stated.

2. SIGNIFICANT ACCOUNTING POLICIES

Consolidation

The consolidated financial statements include the accounts
of the Company and all majority-owned subsidiaries. The
Company's investments in entities it does not control but over
which it has the ability to exercise significant influence are
accounted for under the equity method and are incfuded in
Other Assets., All intercompany transactions are eliminated.

Revenue Recognition

The Company enters into sales arrangements that may
provide for multiple detiverables to a customer. The Company
identifies all goods and/or services that are to be delivered
separately under a sales arrangement and allocates revenue
to each deliverable based on relative falr values. Fair vaiues are
generally established based on the prices charged when sold
separately by the Company. in general, revenues are sepa-
rated between hardware, engineering services, maintenance
services, and installation services. The allocated revenue for
each deliverable is then recognized using appropriate revenue
recognition methods.

Sales related to long-term contracts requiring development
and delivery of products over several years are accounted for
under the percentage-of-completion method of accounting
under the American Institute of Certified Public Accountants’
Statement of Position 81-1, Accounting for Performance of
Construction-Type and Certain Production-Type Contracts.
Sales and earnings under these contracts are recorded either
as products are shipped under the units-of-delivery method
(for production effort), or based on the ratio of actual costs
incurred to total estimated costs expected to be incurred
related to the contract under the cost-to-cost method (for
development effort). Purchase options and change orders
are accounted for either as an integral part of the original
contract or separately depending upon the nature and value
of the item. Sales and costs related to profitable purchase
options are included in estimates only when the options

are exercised white sales and costs related to unprofitable
purchase options are included in estimates when exercise is
determined to be probable. Sales related to change orders are
included in estimates only if they can be reliably estimated
and collectibility is reasonably assured. Anticipated losses on
contracts are recognized in full in the period in which losses
become praobable and estimable. Changes in estimates of
profit or loss on contracts are included in earnings on a cumu-
lative basis in the period the estimate is changed.

Sales related to long-term separately priced product mainte-
nance or warranty contracts are accounted for based on the
terms of the underlying agreements. Certain contracts are
fixed price contracts with sales recognized ratably over the
contractual life, while other contracts have a fixed hourly rate
with sales recognized based on actual labor or flight hours
incurred. The cost of providing these services is expensed
asincurred,

The Company recognizes sales for all other products or
services when all of the following criteria are met: an agree-
ment of sale exists, product delivery and acceptance has
occurred or services have been rendered, pricing is fixed or
determinable, and collection is reasonably assured.

Research and Development

The Company performs research and development activities
relating to the development of new products and the
improvement of existing products. Company-funded research
and development programs are expensed as incurred and
included in Cost of Sales. Customer-funded research and
development expenditures are accounted for as contract costs
within Cost of Sales, and the reimbursement is accounted for
as a sale.

Cash and Cash Equivalents

Cash and cash equivalents includes time deposits and
certificates of deposit with original maturity dates of three
months or less.

Allowance for Doubtful Accounts

Allowances are established in order to report receivables at
net realizable value on the Company’s Statement of Financial
Position. The determination of these allowances requires
management of the Company to make estimates and judg-
ments as ta the collectibility of customer account batances.
These allowances are estimated for customers who are
considered credit risks by reviewing the Company’s collection
experience with those customers as well as evaluating the
customers’ financial condition, The Company also considers
both current and projected economic and market conditions,
Special attention is given to accounts with invoices that are
past due. Past due is defined as any invoice for which payment
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has not been received by the due date specified on the billing
invaice. The uncallectible portion of receivables is charged
against the allowance for doubtful accounts when collec-
tion efforts have ceased. Recoveries of receivables previously
charged-off are recorded when received.

Inventories
Inventories are stated at the lower of cost or market using
costs which approximate the first-in, first-out method,
less related progress payments received. Inventoried costs
.include direct costs of manufacturing, certain engineering
costs and allocable overhead costs. The Company regularly
compares inventory quantities on hand on a part level basis
to estimated forecasts of proeduct demand and production
requirements as well as historical usage. Based on these com-
parisons, management establishes an excess and obsolete
inventory reserve on an aggregate basis.

The Company defers certain pre-production engineering costs
as work-in-process inventory in connection with long-term
supply arrangements that contain contractual guarantees

for reimbursement from customers. Such customer guaran-
tees generally take the form of a minimum order quantity
with guantified reimbursement amounts if the minimum
order quantity is not taken by the customer, Such costs are
typically deferred to the extent of the contractual guarantees
and are generally amortized over a period of 2to 6 years as a
component of Cost of Sales as revenue is recognized on the
minimum order quantity. Deferred pre-production engineer-
ing costs were $126 million and $96 million at September 30,
2007 and 2006, respectively. Pre-production engineering costs
incurred pursuant to supply arrangements that do not con-
tain customer guarantees for reimbursement are expensed

as incurred.

Progress Payments

Progress payments relate to both receivables and invento-
ries and represent cash collected from government-related
contracts whereby the governments have a legal right of
offset related to the receivable or legaf title to the work-in-
process inventory.

Property

Property is stated at acquisition cost. Depreciation of property
is generally provided using acceterated and straight-line
methods over the following estimated usefut lives: buildings
and improvements, 15-40 years; machinery and equipment,
612 years; and information systems software and hardware,
310 years. Depreciation methods and lives are reviewed
pericdically with any changes recorded on a prospective basis.

Significant renewals and betterments are capitalized and
replaced units are written off. Maintenance and repairs, as
well as renewals of minor amounts, are charged to expense in
the period incurred. The fair value of liabilities associated with
the retirement of property is recorded when there is a legal

or contractual requirement to incur such costs and the costs
are reasonably estimable. Upon the initial recognition of a
contractual or legal liability for an asset retirement obligation,
the Company capitalizes the asset retirement cost by increas-
ing the carrying amount of the property by the same amount
as the liability, This asset retirement cost is then depreciated
over the estimated useful life of the underlying property. The
Cempany had no significant asset retirement obligations at
September 30, 2007 and 2006.

Goodwill and Intangible Assets

Goodwill and intangible assets generally result from busi-
ness acquisitions, Business acquisitions are accounted for
under the purchase method by assigning the purchase price
to tangible and intangible assets acquired and liabilities
assumed, including research and development projects which
have not yet reached technological feasibility and have no
alternative future use {purchased research and development).
Assets acquired and liabilities assumed are recorded at their
fair values; the fair value of purchased research and develop-
ment is immediately charged to expense; and the excess of
the purchase price over the amounts assigned is recorded as
goodwill. Assets acquired and liabilities assumed are allocated
to the Company’s reporting units based on the Company’s
integration plans and internal reporting structure. Purchased
intangible assets with finite lives are amortized over their
estimated useful fives. Goodwill and intangible assets with
indefinite lives are not amortized, but reviewed at least annu-
ally for impairment.

Customer Incentives

Rockweli Collins provides sales incentives to certain commer-
cial customers in connection with sales contracts. Incentives
consisting of cash payments or customer account credits are
recognized as a reduction of sales and incentives consisting of
free product are recognized as cost of sales,

Incentives given to customers prior to delivering products or
performing services are recorded as a customer relationship
intangible asset and amortized over the period the Company
has received a contractually enforceable right related to

the incentive. Incentives included in Intangible Assets were
$36 million and $13 million at September 30, 2007 and
2006, respectively.

Incentives earned by customers based on purchases of
Company products or services are recognized as a liability
when the related sale is recarded. The liability for these incen-
tives is included in Other Current Liabilities.
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Impairment of Long-Lived Assets

Long-lived assets are reviewed for impairment when man-
agement plans to dispose of assets or when events or
circumstances indicate that the carrying amount of a long-
lived asset may not be recaverable. Assets held for disposal
are reported at the lower of the carrying amount or fair value
less cost to sell. Management determines fair value using a
discounted future cash flow analysis or other accepted valu-
ation technigues. Long-lived assets held for use are reviewed
for impairment by comparing the carrying amount of an asset
to the undiscounted future cash flows expected to be gener-
ated by the asset over its remaining useful life. If an asset is
considered to be impaired, the impairment tc be recognized is
measured as the amount by which the carrying amount of the
asset exceeds its fair value.

Goodwill and indefinite-lived intangible assets are tested
annually for impairment with more frequent tests performed
if indications of impairment exist. The Company's annual
impairment testing date is in the second quarter of each fiscal
year. impairment for intangible assets with indefinite lives
exists if the carrying value of the intangible asset exceeds

its fair value. Goodwill is potentially impaired if the carrying
value of a reporting unit exceeds its estimated fair value.
Management determines fair value using a discounted future
cash flow analysis or other accepted valuation techniques.
The Company's annual impairment testing performed in

the second quarter of 2007, 2006, and 2005 yielded no
impairments. See Note 7 for a discussion of the tradenames
write-off recorded in the fourth quarter of 2005,

Advance Payments from Customers
Advance payments from customers represent cash collected
from customers in advance of revenue recognition.

Environmental

Liabilities for environmental matters are recorded in the
period in which it is probable that an obligation has been
incurred and the cost can be reasonably estimated. At
environmental sites in which more than one potentially
responsible party has been identified, the Company records

a fiability for its estimated allocable share of costs related to
its involvement with the site as well as an estimated allo-
cable share of costs related to the involvement of insolvent
or unidentified parties. At environmental sites in which the
Company is the only responsible party, the Company records a
liability for the total estimated costs of remediation. Costs of
future expenditures for environmental remediation obliga-
tions do not consider inflation and are not discounted to
present values. If recovery from insurers or other third parties
is determined to be probable, the Company records a receiv-
able for the estimated recovery.

Income Taxes

Current tax liabilities and assets are based upon an estimate
of taxes payable or refundable in the current year for each of
the jurisdictions in which the Company transacts business.
As part of the determination of its tax liability, management
exercises considerable judgment in assessing the positions
taken by the Company in its tax returns and estabtishes
reserves for probable tax exposures. These reserves repre-
sent the best estimate of amounts exgected to be paid and
are adjusted over time as more information regarding tax
audits becomes available. Deferred tax assets and liabilities
are recorded for the estimated future tax effects attributable
to temporary differences between the carrying amounts of
assets and liabilities used for financial reporting purposes and
their respective carrying amounts for income tax purposes.
Deferred tax assets are reduced by a valuation allowance
when, in the opinion of management, it is more likely than
nct that some portion or all of the deferred tax assets will not
be realized.

Derivative Financial Instruments

The Company uses derivative financial instruments in the
form of foreign currency forward exchange contracts and
interest rate swap contracts for the purpose of minimiz-

ing exposure to changes in foreign currency exchange rates
on business transactions and interest rates, respectively.

The Company’s policy is to execute such instruments with
creditworthy banks and not to enter into derivative financial
instruments for speculative purposes or to manage exposure
for net investments in foreign subsidiaries. These derivative
financial instruments do not subject the Company to undue
risk as gains and losses on these instruments generally offset
gains and losses on the underlying assets, liabilities, or antici-
pated transactions that are being hedged.

All derivative financial instruments are recorded at fair value
in the Statement of Financial Position. For a derivative that
has not been designated as an accounting hedge, the change
in the fair value is recognized immediately through earnings.
For a derivative that has been designated as an accounting
hedge of an existing asset or liability (a fair value hedge), the
change in the fair value of both the derivative and underlying
asset or liability is recognized immediately through earn-
ings. Far a derivative designated as an accounting hedge of
an anticipated transaction {a cash flow hedge), the change

in the fair value is recorded on the Statement of Financial
Position in Accumulated Other Comprehensive Loss to the
extent the derivative is effective in mitigating the exposure
related to the anticipated transaction. The change in the fair
value related to the ineffective portion of the hedge, if any,

is immediately recognized in earnings. The amount recorded
within Accumulated Other Comprehensive Loss is reclassified
in earnings in the same period during which the underlying
hedged transaction affects earnings. The Company does not
exclude any amounts from the measure of effectiveness for
both fair value and cash flow hedges.
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Use of Estimates

The financial statements of the Company have been prepared
in accordance with accounting principles generally accepted
in the United States of America, which require management
to make estimates and assumptions that affect the amounts
reported in the financial statements. Actual results could
differ from those estimates. Estimates are used in accounting
for, among other items, long-term contracts, allowances for
doubtful accounts, inventory obsolescence, product warranty
cost liabilities, customer incentive liabilities, retirement ben-
efits, income taxes, environmental matters, recoverability of
long-lived assets and contingencies. Estimates and assump-
tions are reviewed pericdically and the effects of changes, if
any, are reflected in the Statement of Operations in the period
that they are determined.

Concentration of Risks

The Company's products and services are concentrated
within the aerospace and defense industries with customers
consisting primarily of military and commercial aircraft manu-
facturers, commercial airlines, and the United States and
international governments. As a result of this industry focus,
the Company’s current and future financial performance

is largely dependent upon the overall economic condi-

tions within these industries. In particular, the commercial
aerospace market has been historically cyclical and subject
to downturns during periods of weak economic conditions,
which could be prompted by or exacerbated by palitical or
other domestic or international events. The defense market
may be affected by changes in budget appropriations, pro-
curement policies, political developments both domestically
and abroad, and other factors. While management believes
the Company's preduct offerings are welt positioned to meet
the needs of its customer base, any material deterioration

in the economic and environmental factors that impact

the aerospace and defense industries could have a material
adverse effect on the Company’s results of operations, finan-
cial position or cash flows.

In addition to the overall business risks associated with the
Company's concentration within the aerospace and defense
industries, the Company is also exposed to a concentration

of collection risk on credit extended to commercial airlines.
Accounts receivable due from U.S. and international com-
mercial airlines at September 30, 2007 was approximately
$23 million and $91 million, respectively. The Company per-
forms ongoing credit evaluations on the financial condition

of all of its commercial airline customers and maintains allow-
ances for uncollectible accounts receivable based on expected
callectibility. Although management believes its allowances
are adequate, the Company is not able to predict with certainty
the changes in the financial stability of its customers. Any
material change in the financial status of any one or group of
customers could have a material adverse effect on the Com-
pany’s results of operations, financial position or cash flows.

As of September 30, 2007, approximately 12 percent of

the Company's employees were represented by collective
bargaining agreements. Collective bargaining agreements
representing approximately 11 percent of the Company’s
employees expire within one year. Failure ta reach new agree-
ments with these collective bargaining units could result in
waork stoppages which could adversely affect the Company's
results of operations, financial position or cash flows.

Recently lssued Accounting Standards

In February 2007, the Financial Accounting Standards Board
(FASB) issued Statement of Financial Accounting Standards
(SFAS) No. 159, The Fair Value Option for fingncial Assets and
Financiai Liabilities (SFAS 159). SFAS 159 permits entities to
choose to measure certain eligible financial assets and finan-
cial liabilities at fair value {the fair value option). SFAS 159
also establishes presentation and disciosure requirements
designed to facilitate comparisons between entities that
choose different measurement attributes for simitar types of
assets and liabilities. Unrealized gains and losses on items for
which the fair value option is elected would be reported in
earnings. SFAS 159 is effective for the Company’s year ending
September 30, 2009. The Company is currently evaiuating
whether to elect the fair value option for eligible financial
assets and/or financial liabilities and the impact, if any, of
SFAS 159 on the Company’s financial statements.

In September 2006, the FASB issued SFAS No, 158,
Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans, an amendment of FASB Statements

No. 87 88, 106, and 132(R) (SFAS 158). Under SFAS 158, com-
panies must: a) recognize a net liability or asset to report the
funded status of their defined benefit plans on their state-
ment of financial position, b) measure a plan's assets and its
obligations that determine its funded status as of the end

of the employer's fiscal year, and ¢ recognize changes in the
funded status of a defined benefit plan in the year in which
the changes occur in comprehensive income. During the first
quarter of 2007, the Company completed its evaluation of
SFAS 158 and elected to adopt the measurement date provi-
sions of SFAS 158 effective October 1, 2006. The Company
adopted the recognition provisions of SFAS 158 as of the end
of 2007 as required by SFAS 158. See Note 11 for further infor-
mation regarding the Company's adoption of SFAS 158,

In September 2006, the FASB issued SFAS No. 157, Fair Value
Measurements (SFAS 157). SFAS 157 defines fair value,
establishes a framewark for measuring fair value in gener-
ally accepted accounting principles, and expands disctosures
about fair value measurements. SFAS 157 applies under other
accounting pronouncements that require or permit fair value
measurements. SFAS 157 indicates, among other things, a
fair value measurement assumes that the transaction to sell
an asset or transfer a liability occurs in the principal mar-

ket for the asset or liability or, in the absence of a principal
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market, the most advantageous market for the asset or
liability. SFAS 157 is effective for the Company's year ending
September 30, 2009. The Company is currently evaluating the
impact of SFAS 157 on the Company's financial statements.

In June 2006, the FASB issued FASB Interpretation No. 48,
Accounting for Uncertainty in income Taxes (FIN 48). FIN 48
clarifies the accounting for uncertainty in income taxes by
establishing a minimum recognition threshold a tax position
is required to meet before being recognized in the financial
statements. FIN 48 prescribes a comprehensive model for how
a company should recognize, derecognize, measure, present,
and disclose in its financial statements uncertain tax posi-
tions that a company has taken or expects to take on a tax
return. In addition, FIN 48 provides guidance on interest and
penalties, accounting in interim periods, and transition. The
Company will adopt FIN 48 effective October 1, 2007, with any
cumulative effect of the adoption recorded as an adjustment
to beginning retained earnings. Based on the Company's
current assessment, the adoption of FIN 48 is not expected to
have a material effect on the Company’s financial statements.

3. ACQUISITIONS

During the years ended September 30, 2007, 2006 and 2005,
the Company completed five acquisitions that are summa-
rized as follows:

INTANGIBLE ASSETS

WEIGHTED

FISCAL CASH AVERAGE

YEAR  PURCHASE FINITE LIFE IN

{dollars in millions) ACQUIRED PRICE GOODWILL  LIVED YEARS
Infarmation Jechnology &

Applications Corporation 2007 537 $25 514 7
Anzus, Ing, 2006 19 12 9 7
IP Unwired, Inc. 2006 10 7 3 8
E&:S Simulation Business 2006 66 33 22 9
TELDIX GmbH 2005 19 45 15 11

Information Technology & Applications Corporation

On August 10, 2007, the Company acquired 100 percent of the
shares of Information Technology & Applications Corporation
(ITAC}. ITAC, located in Reston, Virginia, is a provider of intel-
ligence, surveillance, reconnaissance and communications
solutions to support the global war on terror and homeland
security, The total cash purchase price, net of cash acquired,
was 537 million. The Company is in the process of allocating
the purchase price and obtaining a valuation for acquired
intangible assets. Based on the Company's preliminary
allocation of the purchase price, $25 million has been allo-
cated to goodwill and $14 million to finite-lived intangible
assets with a weighted average life of approximately 7 years,
The excess purchase price over net assets acquired reflects
the Company’s view that this acquisition will enhance the
Company’s communications intelfigence capabilities. None of
the goodwill resulting from the acquisition is tax deductible.
Goodwill is included within the assets of the Government

Systems segment.

Anzus, Inc.

On September 25, 2006, the Company acquired 100 percent
of the shares of Anzus, Inc. (Anzus). Anzus, tocated in Poway,
California, is a developer of software that enables high-speed
tactical data link processing and sensor correlation for the U.S.
Department of Defense as well as international governments,
The total cash purchase price, net of cash acquired, was

$19 million. During the fourth quarter of 2007, the purchase
price allocation was finalized with $12 million of the purchase
price allocated to goodwill and $9 million to finite-lived intan-
gible assets with a weighted average life of approximately

7 years. The excess purchase price over net assets acquired
reflects the Company's view that this acquisition will enhance
the Company’s tactical data link integration solutions, None
of the goodwill resulting from the acquisition is tax deduct-
ible. Goodwill is included within the assets of the Government
Systemns segment.

IP Unwired, Inc.

On September 5, 2006, the Company acquired 100 percent

of the shares of IP Unwired, Inc. (IP Unwired). IP Unwired,
located in Ottawa, Canada, is a provider of advanced digital
communications and networking technology for U.S. and
international military customers, The total cash purchase
price, net of cash acquired, was $10 million. During the fourth
quarter of 2007, the purchase price allocation was finalized
with $7 million of the purchase price allocated to goodwill and
$3 million to finite-lived intangible assets with a weighted
average life of approximately 8 years. The excess purchase
price over net assets acquired reflects the Company's view
that this acquisition will strengthen the Company’s network-
centric operational capabilities. All goodwill resulting from the
acquisition is tax deductible. Goodwill is included within the
assets of the Government Systems segment.

E&:S Simulation Business

On May 26, 2006, the Company acquired Evans & Sutherland
Computer Corporation’s (E&S) military and commercial
simulation assets and certain liabilities, inctuding operations
in the United States and United Kingdem {the E&S Simulation
Business). The E&S Simulation Business produces hardware
and software to create visual images for simulation, training,
engineering, and other applications throughout the world. In
connection with this transaction, the Company also entered
into a laser projection systems agreement with E&S whereby
the Company has exclusive and non-exclusive rights to

laser projectors for the acquired business and certain of the
Company's other related businesses.

The total cash purchase price was approximately $66 mil-
lion, which is net of a $5 million post-closing purchase

price adjustment received by the Company in March 2007.
During the third quarter of 2007, the purchase price and
purchase price allocation were finalized with $33 million of
the purchase price allocated to goodwill and $22 million to
finite-lived intangible assets with a weighted average tife of
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approximately ¢ years. The excess purchase price over net
assets acquired reflects the Company’s view that this acquisi-
tion will further enhance the Company’s simulation and
training capabilities and provide more robust solutions for the
Company's customers. All goodwifl resulting from the acquisi-
tion is tax deductible, $22 million of goodwill is included in
the Government Systems segment and $11 million of good-
will is included in the Commercial Systems segment.

TELDIX GmbH

On March 31, 2005, the Company acquired 100 percent of
the stock of TELDIX GmbH (TELDIX), a leading provider of
military aviation electronics products and services, based

in Heidelberg, Germany. TELDIX supplies a broad portfolio

of complex military aircraft computer products, advanced
mechanical space mechanisms and related support services
to major prime contractors throughout Europe. The acqui-
sition of TELDIX has broadened the Company’s European
presence and provides complementary product lines that
should allow the Company to enhance its offerings to
customers worldwide and should provide new channel-to-
market opportunities for the Company's other products and
services. In 2006, TELDIX was combined with the Company’s
existing German operations and is now called Rockwell Collins
Deutschland GmbH. In 2006, the purchase price and purchase
price allocation were finalized. The cash purchase price, net

of cash acquired, was 519 million of which $45 million was
allocated to goodwill and $15 million to finite lived intangible
assets with a weighted average life of approximately 11 years,
The excess purchase price over net assets acquired reflects
the Company’s view that there are opportunities to expand
its market share in the European region. Approximately

18 percent of the goodwill resulting frem this acquisition is
tax deductible. Goodwill is included within the assets of the
Government Systems segment.

The results of operations of these acquired businesses are
included in the Statement of Operations since their respective
dates of acquisition. Pro forma financial information is not
presented as the effect of these acquisitions is not material to
the Company’s results of operations.

4, RECEIVABLES

Receivables are summarized as follows:

SEPTEMBER 30

{in millions ) 2007 2006
Billed $715 $ 665
Unbilled 207 203
Less progress payments {30) (35)

Total 892 833
Less allowance for doubtful accounts (9) (12)
Receivables 5 883 $821

The Company expects to bill and collect all receivables out-
standing as of September 30, 2007 within the next twelve

months. As of September 30, 2006, the portion of receivables
outstanding that were not expected to be collected within the
next twelve months was approximately $7 million.

Unbilled receivables principally represent sales recorded under
the percentage-of-completion method of accounting that
have not been billed to customers in accordance with appli-
cable contract terms.

5. INVENTORIES

Inventories are summarized as follows:

SEPTEMBER 30

{in millions ) 2007 2006
Finished goods $187 $172
Work in process 362 318
Raw materials, parts, and supplies 371 329

Total 920 819
Less progress payments 97} {g2)
Inventories 5823 $727

In accordance with industry practice, inventories include
amounts which are not expected to be realized within one
year. These amounts primarily relate to life-time buy inventory
and certain pre-production engineering costs not expected to
be realized within one year of $183 million and 5146 million
at September 30, 2007 and 2006, respectively. Life-time

buy inventory is inventory that is typically no longer being
produced by the Company’s vendors but for which multiple
years of supply are purchased in order to meet production and
service requirements over the life span of a product.

6. PROPERTY

Property is summarized as follows:
SEPTEMBER 30

(in millions ) 2007 2006

Land $ 31 S 30
Buildings and impravements 307 281
Machinery and equipment 769 709
Information systems software and hardware 276 264
Construction in progress 72 63
Total 1,455 1,347
Less accumulated depreciation (848) {795)
Property 5 607 5 552

Property additions acquired by incurring accounts payable,
which are reflected as a non-cash transaction in the
Company’s Consofidated Statement of Cash Flows, were
$29 million, $14 million, and $14 million at September 30,
2007, 2006, and 2005, respectively.
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7. GOODWILL AND INTANGIBLE ASSETS

Changes in the carrying amount of goodwill are summarized as follows:

GOVERNMENT ~ COMMERCIAL

{in millions) SYSTEMS SYSTEMS TOTAL
Balance at September 30, 2005 $278 $180 5458

£&S Simulation Business acquisition 20 14 34

IP Unwired acquisition 7 - 7

Anzus acquisition 14 - 14

Currency translation adjustments 4 — 4
Balance at September 30, 2006 323 194 517

ITAC acquisition 25 - 25

Purchase price allocation adjustments (1) (3} {4)

Currency translation adjustments 6 — b
Balance at September 30, 2007 §353 $191 5544
Intangible assets are summarized as follows:

SEPTEMBER 30, 2007 SEPTEMEER 30, 2006

{in millions ) GROSS  ACCUM AMORT NET GROSS  ACCUM AMORT NET
Intangible assets with finite lives:

Developed technology and patents 5156 s (72) $ B4 $143 5(58) 5 85

License agreements 11 3) 8 24 (6) 18

Customer relationships 67 {19) 48 41 (14) 27

Trademarks and tradenames 12 7) 5 11 (6) 5
intangible assets with indefinite lives:

Trademarks and tradenames 2 — 2 2 = 2
Intangible assets $248 $(101) 5147 5221 5(84) $137

customers that it would no longer use certain indefinite
lived tradenames related to Kaiser Aerospace and Electronics

The Commercial Systems segment paid $14 million for a
license fee in prior years related to a strategic agreement

with The Boeing Company {Boeing) to provide a global broad-
band connectivity solution for business aircraft through the
Company's Collins eXchange™ product. In the fourth quarter
of 2006, Boeing announced they would exit the high-speed
broadband communications connectivity markets. During
2007, the Company and Boeing reached a settlement that
included, among other things, repayment by Boeing of

$14 million to the Company, representing the carrying value
of the license agreement.

In the fourth quarter of 2005, the Company completed a
company-wide branding initiative and announced to its

Corporation (Kaiser), acquired in Decernber 2000. As a result,
the Company recarded a 515 million pre-tax write-off in

the fourth quarter of 2005. The tradenames write-off was
recorded in Cost of Sales.

Amortization expense for intangible assets for the years
ended September 30, 2007, 2006 and 2005 was $22 million,
521 million, and $19 million, respectively. Annual amortiza-
tion expense for intangible assets for 2008, 2009, 2010, 2011,
and 2012 is expected to be $24 million, $24 million, $26 mil-
lion, $27 million, and $17 million, respectively.
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8. OTHER ASSETS

Other assets are summarized as follows;

SEPTEMBER 30

{in millions) 2007 2006
Long-term deferred income taxes (Note 16) $ 01 S 34
Long-term receivables 73 9
Investments in equity affiliates 10 13
Exchange and rental assets, net of accumulated

depreciation of 595 at September 30, 2007

and $91 at September 30, 2006 37 37
Other 74 52
Other assets $ 195 $145

Investments in Equity Affiliates

Investments in equity affiliates consist of investments in
joint ventures, each of which is 50 percent owned by the
Company and accounted for under the equity method. The
Company’s joint ventures currently consist of Vision Systems
International, LLC {vSl), Data Link Solutions, LLC (DLS),
Integrated Guidance Systems, LLC (IGS), and Quest Flight
Training Limited (Quest).

VSl is a joint venture with Elbit Systems, Ltd. for the joint
pursuit of helmet mounted cueing systems for the worldwide
military fixed wing aircraft market.

DLS is a joint venture with BAE Systems, plc for the joint pur-
suit of the worldwide military data link market.

IGS is a joint venture with Honeywell Internationat Inc.
established in November of 2005 for the joint pursuit of
integrated precision guidance solutions for worldwide guided
weapons systems.

Quest is a joint venture with Quadrant Group ple (Quadrant)
that provides aircrew training services for primarily the United
Kingdom Ministry of Defense. The 50 percent investment in
Quest was acquired from Evans & Sutherland in May of 2006.

Rockwell Scientific Company, LLC (RSC) was a joint venture
with Rockwell Autemation, tnc. (Rockwell Automation) that
was engaged in advanced research and development of
technologies in electronics, imaging and optics, material

and computational sciences and information technology. On
Septernber 15, 2006, the Company and Rockwell Automation
sold RSC to Teledyne Brown Engineering, Inc. (Teledyne) for
$168 million in cash, of which the Company received approxi-
mately $84 million (50 percent), excluding expenses and
certain retained liabilities. As part of the sale, the Company
entered into a service agreement to continue funding certain
research performed by RSC for $7 miltion, $7 million, and

$4 million for 2007, 2008, and 2009, respectively. In addition,
Teledyne agreed to license certain intellectual property of RSC

to the Company. Pricr to the sale, RSC performed research and
development efforts on behalf of the Company in the amount
of $9 million for each of the years ended September 30,

2006 and 2005. In the fourth quarter of 2006, the Company
recorded a pre-tax gain of $20 million ($13 million after taxes,
or 7 cents per share) related to the sale of RSC. This pre-tax
gain was recorded in Other Income, Net.

Under the equity method of accounting for investments, the
Company's proportionate share of the earnings or losses of

its equity affiliates are included in Net tncome and classified
as Other Income, Net in the Statement of Operations. For seg-
ment performance reporting purposes, Rockweil Collins’ share
of earnings or losses of VSI, DLS, 1G5, and Quest are included
in the operating results of the Government Systems segment.
RSC was considered a corporate-level investment prior to its
sale in 2006.

In the normal course of business or pursuant to the under-
lying joint venture agreements, the Company may sell
praducts or services to equity affiliates. The Company defers
a portion of the profit generated from these sales equal to its
ownership interest in the equity affiliates untif the under-
lying product is ultimately sold to an unrelated third party.
Sales to equity affiliates were $128 million, $139 million,
and $126 million for the years ended September 30, 2007,
2006, and 2005, respectively. The deferred portion of profit
generated from sales to equity affiliates was $6 million and
57 million at September 30, 2007 and 2006, respectively.

Exchange and Rental Assets

Exchange and rental assets consist of Company products

that are either loaned or rented to customers on a short-term
basis in connection with warranty and other service related
activities or under operating leases. These assets are recorded
at acquisition or production cost and depreciated using the
straight-line method over their estimated lives which range
from 3-11 years. Depreciation methods and lives are reviewed
periodically with any changes recorded on a prospective basis.

9. OTHER CURRENT LIABILITIES

Other current liabilities are summarized as follows:

SEPTEMBER 30
{in millions ) 2007 2006
Customer incentives 5117 5125
Contract reserves 18 37
Other 78 81
Other current liabilities $213 5243
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10. DEBT

Revolving Credit Facilities

In May 2005, the Company entered into an $850 million five-
year unsecured revolving credit facility with various banks.
This credit facility exists primarily to support the Company’s
commercial paper program, but may be used for other cor-
porate purposes in the event access to the commercial paper
market is impaired or eliminated. The credit facility includes
one financial covenant requiring the Company tc maintain a
consclidated debt to total capitalization ratio of not greater
than 60 percent. The ratio was 11 percent as of September 30,
2007. In addition, the credit facility contains covenants that
require the Company to satisfy certain conditions in order to
incur debt secured by liens, engage in sale/leaseback transac-
tions, or merge or consolidate with another entity. Borrowings
under this credit facility bear interest at the London Interbank
Offered Rate (LIBOR} plus a variable margin based on the
Company's unsecured long-term debt rating or, at the
Company's option, rates determined by competitive bid.

On March 7, 2007, the Company amended the Revolving
Credit Facility to extend the term by approximately two years,
with options to further extend the term for up to two one-
year periods and/or increase the aggregate principal amount
up to $1.2 billion. These options are subject to the approval

of the lenders. The amendment also lowered certain margins
applicable to interest rates, reduced the facility fee rate, and
modified the financial covenant to exclude the SFAS 158
equity impact related to defined benefit ptans from the calcu-
lation of the consclidated debt to total capitalization ratio.

In additicn, short-term credit facilities available to foreign
subsidiaries were $63 million as of September 30, 2007, of
which $24 million was utilized to support commitments in
the form of commercial letters of credit. At September 30,
2007 and 2006, there were no significant commitment fees
or compensating balance requirements under any of the
Company's credit facilities and there were no borrowings
outstanding under any of the Company’s credit facilities or
the commercial paper program.

Long-Term Debt

In June 2006, the Company entered into a five-year unsecured
variable rate loan facility agreement far 20.4 million euros
(625 million). The interest rate is variable at the Eure Inter-
bank Offered Rate plus 35 basis points and interest is payable
quarterly. The outstanding balance of this loan facility was
$24 million and $25 millicn at September 30, 2007 and
2006, respectively. The interest rate was 5.08 percent and
3.77 percent at September 30, 2007 and 2006, respectively.
The variable rate loan facility contains customary loan
covenants, none of which are financial covenants. Failure

to comply with customary covenants or the occurrence of
customary events of default contained in the agreement
waould require the repayment of any outstanding borrowings
under the agreement.

In June 2006, the Company entered into a five-year unsecured
variable rate toan facility agreement for 11.5 million British
pounds ($21 million}. This loan facility was repaid in 2007.

At September 30, 2006 the outstanding balance of this loan
facility was $22 million and the interest rate was 5.42 percent.

In addition, the Company has a shelf registration statement
filed with the Securities and Exchange Commission covering
up to $750 miltion in debt securities, common stock, pre-
ferred stock or warrants that may be offered in one or mare
offerings on terms to be determined at the time of sale. On
November 20, 2003, the Company issued $200 million of
4.75 percent fixed rate unsecured debt under the shelf regis-
tration due December 1, 2013 (the Notes). Interest payments
on the Notes are due on June 1 and December 1 of each year.
The Notes contain certain covenants and events of default,
including requirements that the Company satisfy certain con-
ditions in order to incur debt secured by liens, engage in sale/
leaseback transactions, or merge or consolidate with another
entity. In 2004, the Company entered into interest rate swap
contracts which effectively converted $100 million aggregate
principal amount of the Notes to floating rate debt based on
six-month LIBOR less 7.5 basis points. See Note 17 for addi-
tional information relating to the interest rate swap contracts.
At September 30, 2007, $550 million of the shelf registration
staterent was available for future use.

Long-term debt and a reconciliation to the carrying amount is
summarized as follows:
SEPTEMBER 30

{in millions) 2007 2006

Principal amount of Notes due December 1, 2013 $200 4200
Principal amount of variable rate loan facilities

due June 2011 24 a7
Fair value swap adjustment (Note 17) (1) (2)
Long-term debt 5223 5245

The Company was in compliance with all debt covenants at
September 30, 2007 and 2006.

Interest paid on debt for the years ended September 30, 2007,
2006, and 2005 was 513 million, $11 million, and $10 million,
respectively.
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11. RETIREMENT BENEFITS

The Company sponsors defined benefit pension (Pension
Benefits) and other postretirement (Other Retirement
Benefits} plans covering most of its U.S. employees and
certain employees in foreign countries which provide
monthly pension and other benefits to eligible employees
upon retirement.

SFAS 158 Adoption

During the first quarter of 2007, the Company changed its
measurement date from June 30 to September 30 for all of
the Company’s defined benefit plans. In accordance with the
measurement date transition provisions of SFAS 158, the
Company remeasured benefit obligations and plan assets as
of the beginning of the fiscal year. As a result of this remea-
surement, retirement benefit liabilities increased $141 million
and Accumulated Other Comprehensive Loss increased

$47 million, primarily due to a decline in the discount rate
for Pension Benefits from 6.5 percent to 6.1 percent. The
Company also recorded a charge to Retained Earnings of

$5 million, after tax, which was the net benefit cost for the
period from July 1, 2006 to September 30, 2006. In addition,
the remeasurement decreased overall retirement net benefit
cost by $1 miliion for fiscal 2007.

Effective September 30, 2007, the Company adopted the
recognition provisions of SFAS 158 and recognized the
funded status of the Company’s retirement benefit plans

on the Statement of Financial Position, The Company has
recognized the aggregate of all overfunded plans as a Prepaid
Pension Asset and the aggregate of all underfunded plans

as a Retirement Benefit Liability. The current portion of

the liability is the amount by which the actuarial present
value of benefits included in the benefit obligation payable in
the next 12 months exceeds the fair value of plan assets and
is reflected in Cornpensation and Benefits in the Statement of
financial Position.

At September 30, 2007, the previously unrecognized dif-
ferences between actual amounts and estimates based on
actuarial assumptions are included in Accumulated Other
Comprehensive Loss in the Statement of Financiat Position
as required by SFAS 158. In future periods, the differences
between actual amounts and estimates based on actuarial

assumptions will be recognized in comprehensive income in
the period in which they occur. The adoption of the SFAS 158
recognition provisions had no effect on the Company’s
Statement of Operations for the year ended September 30,
2007, or for any prior periods presented, and will nat affect
the Company's Statement of Operations in future periods.

The incremental effect on individual line items in the
Statement of Financial Position of adopting the recogni-
tion provisions of SFAS 158 is summarized as follows as of
September 30, 2007:

ASSET {LIABILITY)

BEFORE AFTER

ADOPTION ADOPTION
(in millions) OFSFAS 158  ADJUSTMENTS OF SFAS 158
Prepaid Pension Asset 5 541 $(453) 5 88
Long-Term Deferred Income Taxes {236) 193 {43)
Compensation and Benefits {311} 3 (309)
Retirement Benefits (284} (75) (359)
Accumnulated Other
Comprehensive Loss 7 329 336

Amounts recognized in Accumulated Other Comprehensive
Loss at September 30, 2007 are as follows:

OTHER

PENSION RETIREMENT

BENEFITS BENEFITS

Prior service cost 5(139) $ (140}
Net actuarial loss 636 210
Total 5 501 $ 70

Components of Expense (Income)
The components of expense {income) for Pension Benefits and
Other Retirement Benefits are summarized below:

OTHER .
PENSION BENEFITS RETIREMENT BENEFITS
{in millions ) 2007 2006 2005 | 2007 2006 2005
Service cost $ 8 $ 50 % B[S 4 S 4 5§ 3
Interest cost 151 140 141 1S 15 18
Expected return on
plan assets {189) {181) {177} {1) {1 (1)
Amortization:
Priot service cost (29) (18) (xsy| (39 (39) {39)
Net actuarial Joss 58 79 46 16 19 20
Net benefit expense
(income) $ 9 5 70§ 31 )% S %1
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Funded Status and Net Asset {Liability)

The following table reconciles the projected benefit obligations (PBC), plan assets, funded status, and net asset (liability) for
the Company's Pension Benefits and the Other Retirement Benefits. The 2007 column includes the twelve-month period from
October 1, 2006 to September 30, 2007, The Remeasure column includes the three-month period from July 1, 2006 to Septem-
ber 30, 2006 which reflects the change in measurement date from June 30 to September 30. The 2006 column includes the
twelve-manth period from July 1, 2005 to lune 30, 2006.

PENSION BENEFITS OTHER RETIREMENT BENEFITS

(in millions } 2007 REMEASURE 2006 2007 REMEASURE 2006
PBC at beginning of period $ 2,557 $2,423 $2,742 5 278 $ 271 $ 301
Service cost 8 9 50 4 4 4
Interest cost 151 38 140 15 1 15
Discount rate change {164) 119 {357) {10) g -
Actuarial losses {gains) 130 1 5 (5) {2} (19)
Plan amendments - - (36) (15) - -
Benefits paid {140) (34) (129) (29) (s} (30)
Other 12 1 B — — —
PBO at end of period 2,554 2,557 2,423 238 278 271
Plan assets at beginning of period 2,207 2,148 2,061 15 15 14
Actual return on plan assets 328 a0 143 2 - 2
Company contributions 90 3 71 27 5 30
Benefits paid {140) (34} (129) (29) (5} {30)
Other 5 — 2 - - {1)
Plan assets at end of period 2,490 2,207 2,148 15 15 15
Funded status of plans (64) (350) {275) {223) (263) {256)
Contributions after measurement date - - 1 — - —
Unamortized amaunts:

Prior service cost - {153) (158) - {164) (173)

Net actuarial loss - 866 802 = 245 242
Net asset {liability) S (54) $ 363 $ 370 ${223) $(182} $(187)
Net asset (liability) consists of:
Deferred tax asset 5 - 5 262 S 234 5 — 5 - 5 =
Prepaid pension asset 88 - - - - -
Retirement benefits liability (143) (346) (264) {213) {148} (153)
Compensation and benefits liability &) - - (10} (34) {34)
Accumulated other comprehensive loss = 447 400 - - -
Net asset (liability) S (64) 5 363 $ 370 ${223) $(182) 5(187)
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The accumulated benefit obligation for all defined ben- benefit expense (income) during the year ending September 30,
efit pension plans was $2,547 million, 52,548 million, and 2008 are as follows:
$2,404 million at September 30, 2007, October 1, 2006, and oret
September 30, 2006, respectively. PENSION RETIREMENT
BENEFITS BENEFITS
The estimated amounts that will be amortized from Prior service cost $ (19) $ (33)
Accumulated Other Comprehensive Loss inte net defined Net actuarial loss a7 14
Total S 28 s (19)

Actuarial Assumptions

The following table presents the significant assumptions used in determining the benefit abligations. The 2007 column relates
to the benefit obligations at September 30, 2007. The Remeasure column relates to the benefit obligations at October 1, 2006,
which reflects the change in measurement date from June 30 to September 30. The 2006 column relates to the benefit obligation
at June 30, 2006,

PENSION BENEFITS OTHER RETIREMENT BENEFITS
2007 REMEASURE 2006 2007 REMEASURE 2006
Discount rate 6.60% 6.10% 6.50% 6.50% 6.00% 6.50%
Compensation increase rate 450% 4.50% 4.50% - - -
The discount rates used to determine the benefit obligations on a straight-line basis over the average remaining service
were based on individual bond-matching models comprised period of active participants. Prior service costs resulting from
of portfolios of high-quality corporate bonds with projected plan amendments are amortized in equal annual amounts
cash flows and maturity dates reflecting the expected time over the average remaining service period of affected active
horizon that benefits will be paid. Bonds included in the participants or over the remaining life expectancy of affected
model portfolios are from a cross-section of different issuers, retired participants. The Company uses a five-year, market-
are rated AA- or better, are non-callable, and have at least related value asset method of amortizing the difference
$25 million outstanding at the measurement date. between actual and expected returns on plan assets.
significant assumptions used in determining the net benefit Pension Plan Benefits
expense (income) are as follows: The Company provides pension benefits to most of the
OTHER Company's U.S. employees in the form of non-contributory,
RETIREMENT . .
PENSION BENEFITS BENEFITS defined benefit plans that are considered quallﬂed plans

2007 2006 ) 2007 2008  underapplicable laws. The benefits provided under these
plans for salaried employees are generally based on years

Discount rate 6.10% 530% | 6.00% 5.30%
Expected long-terrm return on of service and average compensation. The benefits provided
plan assets a75% 875% | s7s% g875% under these plans for hourly employees are generally based
Compensation increase rate 450%  4.50% — - on specified benefit amounts and years of service. In addi-
Pre-65 health care cost gross tion, the Company sponsors an unfunded non-qualified
trend rate” - — |1100% 1100% defined benefit plan for certain employees. The Company
Post-65 health care cost gross also maintains two pension plans in foreign countries, one of
trend rate” - - 11.00% 11.00%  which is unfunded.
Ultimate trend rate - - 5.50%  5.50%
Year that trend reaches ultimate rate® - — lz2013 2012 InJune 2003, the Company’s U.S. qualified and non-qualified

. - . i defined benefit pension plans were amended to discontinue
Due to the effect of the fixed Company contribution. the net impact of any change in . )

trend rate is not significant, benefit accruals for salary increases and services rendered
after September 30, 2006. These changes affect all of the
Company's domestic pensian plans for all salaried and hourly
employees not covered by collective bargaining agreements,
The Company supplemented its existing defined contribution
savings plan effective October 1, 2006 to include additional
Company contributions which were $28 million in 2007.

Expected long-term return on plan assets for each year
presented is based on both histarical long-term actual and
expected future investment returns considering the current
investment mix of plan assets. Actuarial gains and losses in
excess of 10 percent of the greater of the projected benefit
obligation or market-related value of assets are amortized
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In 2006, the Company’s U.5. qualified defined benefit pen-
sion plan was also amended to discontinue pre-retirement
and post-retirement lump sum ancillary death benefits,

The amendment is effective for active employees who are
entitfed to a deferred vested benefit that die on or after
October 1, 2006, and for retirees under the plan who die on

or after January 1, 2007. The effect of this plan amendment
was to both reduce the benefit obligation and increase the
funded status of the Company’s U.5, qualified pension plan by
$28 million at September 30, 2006.

Also during 2006, the Company's United Kingdom defined
benefit pension plan was amended to discontinue benefit
accruals for salary increases and services rendered after
February 28, 2009 for ait participants. Concurrently, the
Company enhanced its existing defined contribution savings
plan effective March 1, 2006 to include additional Company
contributions. New hires on or after March 1, 2006 participate
only in the defined contribution plan. Existing employees may
choose to move to the expanded defined contribution savings
plan any time after March 1, 2006. The effect of this plan
amendment was to both reduce the benefit obligation and
increase the funded status of the Company's United Kingdem
pensicn plan by $8 million at September 30, 2006.

For the years ended September 30, 2007 and 2006, the
Company made contributions to its pension plans as follows:

{in millions) 2007 2006
Discretionary contributions to U.S. qualified plan $75 $50
Contributions to international plans 7 9
Contributions to U.S. non-qualified plan 8 7
Total 590 $ 66

The Company's objective with respect to the funding of its
pension plans is to provide adequate assets for the payment
of future benefits. Pursuant to this objective, the Company
witl fund its pension plans as required by governmental
regulations and may consider discretionary contributions as
conditions warrant. Although not required to make any con-
tributions to its U.S. qualified pension plan by governmental
regulations, the Company is contemplating making a discre-
tionary contribution of up to $75 million in 2008 to further
improve the funded status of this plan, Contributions to the
Company’s international plans and the U.S. non-qualified plan
are expected to total $14 million in 2008.

Other Retirement Benefits

Other retirement benefits consist of retiree health care and
life insurance benefits that are provided to substantially all

of the Company's U.5. employees and covered dependents.
Employees generally become eligible to receive these benefits
if they retire after age 55 with at least 10 years of service,
Maost plans are contributory with retiree contributions
generally based upon years of service and adjusted annually
by the Company. Retiree medical plans pay a stated percent-
age of expenses reduced by deductibles and other coverage,
principally Medicare. The amount the Company will contrib-
ute toward retiree medical coverage for most employees is
fixed, Additional premium contributions will be required from
participants for all costs in excess of the Company's fixed
contribution amount. As a result, increasing or decreasing the
health care cost trend rate by one percentage point would not
have a significant impact on the Company's cost of providing
these benefits. Retiree life insurance plans provide coverage
at a flat dollar amount or as a multiple of salary. With the
exception of certain bargaining unit plans, Other Retirement
Benefits are funded as expenses are incurred.

Other Retirement Benefit plan amendments reduced the
benefit obligation by $15 million at September 30, 2007. The
plan amendments primarily related to the Company no longer
providing post-age 65 prescription drug coverage effective
lanuary 1, 2008.

Plan Assets

Total plan assets for Pension Benefits and Other Retirement
Benefits as of September 30, 2007 and 2006 were $2,505
millign and $2,163 million, respectively. The Company has
established investment objectives that seek to preserve and
maximize the amount of plan assets available to pay plan
benefits. These objectives are achieved through investment
guidelines requiring diversification and allocation strategies
designed to maximize the long-term returns on plan assets
while maintaining a prudent level of investment risk. These
investment strategies are implemented using actively man-
aged and indexed assets. Target and actual asset allocations
as of September 30 are as follows:

TARGET MIX 2007 2006
Equities 40% - 70% 69% 68%
Fixed income 25%-60% 30% 28%
Alternative investments 0%-15% - -
Cash 0%- 5% 1% 4%,

Alternative investments may include real estate, hedge funds,
venture capital, and private equity. There were no plan assets
invested in the securities of the Company as of September 30,
2007 and 2006 or at any time during the years then ended.
Target and actual asset allocations are periodically rebalanced
between asset classes in order to mitigate investment risk
and maintain asset classes within target allocations.
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Benefit Payments

The following table reflects estimated benefit payments to
be made to eligible participants for each of the next five years
and the following five years in aggregate:

OTHER

PENSION RETIREMENT

(in millions ) BENEFITS BENEFITS
2008 $141 $25
2009 145 22
2010 150 22
2011 154 21
2012 160 20
2013-2017 207 98

Substantially alt of the Pension Benefit payments relate to the
Company’s qualified funded plans which are paid from the
pension trust.

12. SHAREOWNERS' EQUITY

Common Stock

The Company is authorized to issue one billion shares of com-
mon stock, par value $0.01 per share, and 25 million shares of
preferred stock, without par value, of which 2.5 million shares
are designated as Series A Junior Participating Preferred Stock
for issuance in connection with the exercise of preferred share
purchase rights. At September 30, 2007, 10.4 million shares
of common stock were reserved for issuance under various
employee incentive plans,

Preferred Share Purchase Rights

Each outstanding share of common stock provides the holder
with one Preferred Share Purchase Right (Right). The Rights
will become exercisable only if a person or group acquires,

or offers to acquire, without prior approval of the Board of
Directors, 15 percent or mare of the Company's common
stock. However, the Board of Directors is authorized to reduce
the 15 percent threshold for triggering the Rights to not less
than 10 percent. Upon exercise, each Right entitles the holder
to 1/100th of a share of Series A Junior Participating Preferred
Stock of the Company (funior Preferred Stock) at a price of
$125, subject to adjustment.

Upon acquisition of the Company, each Right (other than Rights
held by the acquirer) will generally be exercisable for $250
worth of either common stock of the Company or common
stock of the acquirer for $125. In certain circumstances, each

Right may be exchanged by the Company for one share of com-

mon stock or 1/100th of a share of lunior Preferred Stock. The
Rights will expire on June 30, 2011, unless earlier exchanged
or redeemed at $0.01 per Right. The Rights have the effect of
substantially increasing the cost of acquiring the Company in a
transaction not approved by the Board of Directors.

Treasury Stock
The Company repurchased shares of its common stock
as follows:

{in milligns) 2007 2006 2005
Amcunt of share repurchases 5333 5492 5498
Number of shares repurchased 46 2.3 106

As discussed in Note 18, the Company paid $19 million

in 2007 related to the setttement of an accelerated share
repurchase agreement executed in 2006, which is reflected

in the table above. At September 30, 2007, the Company

was authorized to repurchase an additional $240 million of
outstanding stock under the Company’s share repurchase
program. In October 2007 {subsequent to year-end), the
Company entered into an accelerated share repurchase agree-
ment with an investment bank under which the Company
repurchased 3 million shares of outstanding stock for an
initial price of $224 million. This accelerated share repurchase
reduced the amount of additional shares the Company is
authorized to repurchase under the current Board of Directors
autherization to $16 millicn. [n addition, the Company can
elect to share settle or cash settle the accelerated share
repurchase agreement.

Accumulated Other Comprehensive Loss
Accumulated other comprehensive loss consists of the
following:
SEPTEMBER 30
{in millians} 2007 2006 2005

Unamortized pension and other
retirement benefits, net of taxes

of $211 for 2007 5 (360) 5 - s -
Minimum pension liability adjustment,

net of taxes of $234 for 2006 and

$351 for 2005 - {400) (599)
Foreign currency transfation adjustment 27 8 (3
Foreign currency cash flow

hedge adjustment (3) (1) (2)
Accumulated other comprehensive loss 5(336) ${393) S (604)
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13. STOCK-BASED COMPENSATION

Stock-Based Compensation Expense

Prior to October 1, 2005, the Company accounted for
employee stock-based compensation using the intrinsic vatue
method. Under the intrinsic value method, compensation
expense is recorded for the excess of the stock’s quoted mar-
ket price at the time of grant overs the amount an employee
had to pay to acquire the stock. As the Company’s various
incentive plans require stock options to be granted at prices
equal to or above the fair market value of the Company's
common stock on the grant dates, no compensation expense
was recorded prior to October 1, 2005 under the intrinsic
value method.

The Company adopted SFAS No. 123 (revised 2004), Share-
Based Payment (SFAS 123R) using the modified prospective
method as of October 1, 2005. Under this method, stock-
based compensation expense for 2007 and 2006 includes
the requisite service period portion of the grant date fair
value of: (a) all awards of equity instruments granted

prior to, but not yet vested as of, September 30, 2005; and
{b} all awards of equity instruments granted subsequent to
September 30, 2005.

Stock-based compensation expense is recognized on a straight-
line basis over the requisite service period. Total stock-based
compensation expense included within the Consolidated
Statement of Operations for 2007 and 2006 is as follows:

{in millicns, except per share amounts ) 2007 2006

Stock-based compensation expense included in:
Product cost of sales s 4 $ 4
Service cost of sales 1 1
Selling, general and administrative expenses 12 13
Income before income taxes $ 17 5 18
Net income S 11 5 12
Basic and diluted earnings per share 50.07 5007

In accordance with the modified prospective adoption
method of SFAS 123R, financial results for the prior periods
have not been restated.

Stock-Based Compensation Program Description

Under the Company's 2001 Long-Term Incentives Plan and
Directors Stock Plan, up to 14.3 million shares of common
stock may be issued by the Company as non-qualified options,
incentive stock options, perfarmance units, performance
shares, stack appreciation rights, and restricted stock. Shares
available for future grant or payment under these plans were
0.5 million at September 30, 2007.

Under the Company's 2006 Long-Term Incentives Plan, up to
11.0 million shares of common stock may be issued by the
Company as non-qualified options, incentive stock options,
performance units, performance shares, stock apprecia-
tion rights, restricted stock, restricted stock units, dividend
equivalent rights, and other awards. Each share issued
pursuant to an award of restricted stock, restricted stock

units, performance shares, and performance units counts as
three shares against the authorized limit. Shares available for
future grant or payment under this plan were 8.9 million at
September 30, 2007.

Options to purchase common stock of the Company have
been granted under various incentive plans to directors,
officers, and other key employees. All of the Company’s
stock-based incentive plans require options to be granted at
prices equal to or above the fair market value of the common
stock on the dates the options are granted. The plans provide
that the cption price for certain options granted under the
plans may be paid by the emplayee in cash, shares of com-
mon stock, or a combination thereof, Certain option awards
provide for accelerated vesting if there is a change in control.
Stock options generally expire ten years from the date they
are granted and generally vest ratably over three years. The
Company has an ongoing share repurchase plan and expects
to satisfy share option exercises from treasury stock.

Histarically the Company has utilized stock options as the pri-
mary compenent of stock-based compensation awards under
its long-term incentive plans for officers and other key employ-
ees. in 2006, the Company began using fewer stock options as
part of these awards and introduced multi-year performance
shares and restricted stock. Both the performance shares and
restricted stock cliff vest at the end of three years. The number
of performance shares that will ultimately be issued is based
on achievement of performance targets over a three-year
period that considers cumulative sales growth and return on

-sales with an additional potential adjustment up or down

depending on the Company’s total return to shareowners
compared to a group of peer companies. The Company’s
stock-based compensation awards are designed to align
management’s interests with those of the Company’s share-
owners and to reward outstanding Company performance.
The Company's stock-based compensation awards serve as an
important retention tool because the awards generally vest
over a three-year period or cliff vest at the end of three years.

Pro Forma Information for the Period Prior to Fiscal 2006
The following table illustrates the effect on net income and
earnings per share if the Company had accounted for its stock-
based compensation plans using the fair value method for the
year ended September 30, 2005:

{in millions, except per share amounts } 2005

Net income, as reported $ 396
Stock-based employee compensation expense included in

reported net income, net of tax -
Stock-based employee compensation expense determined

under the fair value based method, net of tax {13}
Pro forma net income 5 383
Earnings per share:

Basic — as reported 5224

Basic — pro forma $216

Diluted — as reported $2.20

Diluted - pro forma $213
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General Option Information

The following summarizes the activity of the Company’s stock options far 2007, 2006, and 2005:

2007 2006 2005

WEIGHTED WEIGHTED WEIGHIED

AVERAGE AVERAGE AVERAGE

(shares in thousands ) SHARES  EXERCISE PRICE SHARES  EXERCISE PRICE SHARES  EXERCISE PRICE
Number of shares under option:

Outstanding at beginning of year 8,091 528.16 10,428 $ 2652 13,311 $24.37

Granted 456 58.36 590 45,22 1,337 36.88

Exercised (2,388) 26.44 (2,848) 25.52 {4,172) 2296

forfeited or expired {29) 45.01 {79) 34.49 (48) 28.14

Outstanding at end of year 6,130 3099 8,091 28.16 16,428 26.52

Exercisable at end of year 4,886 26.8% 5,979 25.26 7,146 23.78

2007 2006 2005

Weighted-average fair value per option of options granted $16.70 $13.46 $10.06

Intrinsic value of options exercised $ 94 million $ 75 million S 88 million

Tax deduction resulting from intrinsic value of options exercised $ 34 million $ 27 million $ 33 millien

The intrinsic value of options outstanding and options exercisable at September 30, 2007 was $258 million and $225 million,

respectively.

The following table summarizes the status of the Company's stock options outstanding at September 30, 2007:

OPTIONS QUTSTANDING CPTIONS EXERCISABLE
WEIGHTED AVERAGE WEIGHTED AVERAGE

REMAINING EXERCISE REMAINING EXERCISE
{shares in thousands, remaining life in years ) SHARES LIFE PRICE SHARES LIFE PRICE
Range of Exercise Prices
$15301t0$29.13 3,512 $23.24 3,512 $23.24
$29.14 t0 $37.78 1,594 35.23 1,187 3477
$37.791t0552.20 560 4502 181 4513
$52.21t0 $70.64 464- 58.26 6 55.49
Total 6,130 5.4 30.99 4,886 4.7 26.89

The following summarizes the activity of the Company’s stock options that have not vested for the years ended September 30,

2007, 2006, and 2005:

2007 2006 2005

WEIGHTED WEIGHTED WEIGHTED

AVERAGE AVERAGE AVERAGE

(shares in thousands ) SHARES  EXERCISE PRICE SHARES  EXERCISE PRICE SHARES  EXERCISE PRKE
Nonvested at beginning of year 2112 $36.39 3,282 $ 3249 3,297 52751
Granted 456 58.36 590 4522 1337 36.88
Vested {1,295) 3361 {1,703} 34.35 {1.311) 2635
Forfeited or expired {29) 4501 (57} 36.12 (41) 29.21
Nonvested at end of year 1,244 47.13 2,112 36.39 3,282 32.49

The total fair value of options vested was $13 million, $17 million, and $11 million during the years ended September 30, 2007,
2006, and 2005, respectively. Total unrecognized compensation expense for options that have not vested as of September 30,
2007 is $6 million and will be recognized over a weighted average period of 0.6 years.
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Stock Option Fair Value Information

The Company's determination of fair value of option awards
on the date of grant using an option-pricing model is affected
by the Company's stock price as well as assumptions regard-
ing a number of subjective variables. These assumptions
include, but are not limited to: the Company’s expected stock
price volatility over the term of the awards, the projected
employee stock option exercise term, the expected divi-

dend yield, and the risk-free interest rate. Changes in these
assumptions can materially affect the estimated value of the
stock options.

The fair value of each option granted by the Company was
estimated using a binomial lattice pricing model and the fol-
lowing weighted average assumptions:

2007 2006 2005
GRANTS GRANTS GRANTS
Risk-free interest rate 4.55% 4.40% 3.55%
Expected dividend yield 1.09% 1.08% 1.50%
Expected volatility 0.28 0.30 0.30
Expected life 5years S years 5 years

The expected life of employee stock options represents the
weighted-average period the stock options are expected to
remain outstanding. The binomial lattice model assumes
that employees’ exercise behavior is a function of the option’s
remaining expected life and the extent to which the option is
in-the-money. The binomial lattice model estimates the prob-
ability of exercise as a function of these two variables based
on the entire history of exercises and forfeitures on all past
option grants made by the Company.

Performance Shares, Restricted Shares, and Restricted Stock Units Information
The following summarizes the performarice shares, restricted shares, and restricted stock units as of September 30, 2007 and 2006:

PERFORMANCE SHARES RESTRICTED SHARES RESTRICTED STOCK LINITS

(in millions, except shares and per share amaunts,
remaining life in years) 2007 2006 2007 2006 2007 2006
Outstanding at beginning of year 77.229 - 61,475 - 18,523 -
Granted 64,377 79,127 42,520 62,875 21,323 18,523
Restrictions released - . — (886) - (1,516) -
Forfeited (7,756) (1,898) {1,760) {1,400) — —
Qutstanding at end of year 133,850 77,229 101,349 61,475 38,330 18,523
Total unrecognized compensation costs ] 7 $ 5 ] 3 ] 2 § = 5 -
Weighted average fair value per share of awards granted $58.36 54518 55869 54637 $65.32 §52.40
Weighted average life remaining 16 21 17 19 - -

The maximum number of perfarmance shares granted in 2007 that can be issued based on the achievement of performance
targets for fiscal years 2007 through 2009 is 149,789. The maximum number of performance shares granted in 2006 that can be
issued based on the achievement of performance targets for fiscal years 2006 through 2008 is 171,451,

Diluted Share Equivalents

Dilutive stock options cutstanding resulted in an increase

in average outstanding diluted shares of 2.4 million, 2.5 mil-
lion, and 3.2 million for 2007, 2006, and 2005, respectively.
The average ocutstanding diluted shares calculation excludes
options with an exercise price that exceeds the average mar-
ket price of shares during the year. Less than 0.1 million stock
options were excluded from the average outstanding diluted
shares calculation in 2007, 2006 and 2005. Dilutive perfor-
mance shares, restricted shares, and restricted stock units
resulted in an increase in average outstanding dilutive shares
of 0.2 million in 2007 and less than 0.1 million in 2006.

Employee Benefits Paid in Company Stock

The Company offers ar Employee Stock Purchase Plan {ESPP}
which allows employees to have their base compensation
withheld to purchase the Company's common stock,

Prior to June 1, 2005, shares of the Company’s comman stock
could be purchased under the ESPP at six-month intervals at
85 percent of the lower of the fair market value on the first

or the last day of the offering period. There were two offering
periods during the year, each lasting six months, beginning on
December  and June 1.

Effective lune 1, 2005, the ESPP was amended whereby shares
of the Company’s common stock are purchased each month
by participants at 95 percent of the fair market value on the
last day of the month.

The Company is authorized to issue 9.0 million shares under
the ESPP. of which 4.5 miillion shares are available for future
grant at September 30, 2007. The ESPP is considered a non-
compensatory plan and accordingly no compensation expense
is recorded in connection with this benefit.
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The Company also sponsors defined contribution savings
plans that are available to the majority of its employees.

The plans allow employees to contribute a portion of their
compensation on a pre-tax and/or after-tax basis in accor-
dance with specified guidelines. The Company matches a
percentage of employee contributions using common stock
of the Company up to certain limits. Employees may trans-
fer at any time all or a portion of their balance in Company
common stock to any of the other investment options offered
within the plans. In addition, effective October 1, 2006, the
defined contribution savings plan was amended to include an
additional cash contribution based on an employee’s age and
service. The Company’s expense related to the savings plans
was $75 million, $39 million, and 535 million for 2007, 2006
and 2005, respectively.

During 2007, 2006, and 2005, 0.9 million, 1.0 million, and
1.9 million shares, respectively, of Company commoaon stock
were issued to employees under the Company's employee
stock purchase and defined contribution savings plans at
a value of $58 million, $50 million, and $69 million for the
respective periods.

14. RESEARCH AND DEVELOCPMENT

Research and development expense consists of the following:

{in millions ) 2007 2006 2005
Customer-funded $480 $443 $ 348
Company-funded 347 279 243

Total research and development $ 827 $722 %591

15, OTHER INCOME, NET

Other income, net consists of the following:

{in millions) 2007 2006 2005
Gain on sale of equity affiliate ® s — $(20) 5 -
Earnings fram equity affiliates (8) (8) (11)
Interest income {4) {s) ()
Royalty income {6) {s) (3)
Other, net 3 6 2
Other income, net $(15) 5{32) $(17)

a See Note & for a discussion of the gain an sale of Rockwell Scientific Company, LLC,

16. INCOME TAXES

The components of income tax expense are as follows:

{in millions ) 2007 2006 2005
Current:

United States federal $189 $161 $104

MNon-United States 12 12 11

United States state and local 14 6 5
Total current 215 179 120
Deferred:

United States federal a1 27 25

Mon-United States (1) 3 -

United States state and local 3 3 6
Total deferred a3 33 31
Income tax expense $258 $212 $151

Net current deferred income tax benefits consist of the tax
effects of temporary differences related to the following:
SEPTEMBER 30

{in millions } 2007 2006

Inventory s a4 S 8
Product warranty costs 73 67
Customer inceniives 31 28
Contract reserves 12 10
Compensation and benefits 34 31
Qther, net 22 24
Current deferred income taxes $176 $ 168

Net long-term deferred income tax benefits (liabilities)
consist of the tax effects of temporary differences related to
the following:

SEPTEMBER 30

{in millions) 2007 2006

Retirement benefits S 55 $119
Intangibles (8 ]
Property (62) (68)
Stock-based compensation 11 [}
Other, net (39) {19)

Long-term deferred income taxes 5(43) S 34

Long-term deferred income tax assets and liabilities are
included in the Consolidated Statement of Financial Position
as foltows:

SEPTEMBER 30

{in millions) 2007 2006

Other Assets 51 534
Other Liabilities (44) —
Long-term deferred income taxes 5(43) $34

Management believes it is more likely than not that the
current and long-term deferred tax assets will be realized
through the reduction of future taxable income. Significant
factors considered by management in its determination of
the probability of the realization of the deferred tax assets
include: {a) the historical operating results of Rockwell Collins
(52,408 million of United States taxable income over the past
three years), (b) expectations of future earnings, and (c} the
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extended period of time over which the retirement benefit
liabilities will be paid.

The effective income tax rate differed from the United States
statutory tax rate for the reasons set forth below:

2007 2006 2005
Statutory tax rate 35.0% 35.0% 35.0%
Research and development credit (4.0} (0.8) (3.9)
Extraterritorial income exclusion (0.5) (3.0) (2.9)
Domestic manufacturing deduction (0.7) (0.4) -
State and local income taxes 11 as 14
Resolution of pre-spin deferred tax matters - - (1.9)
Other (0.3} (0.5) (©.1)
Effective income tax rate 30.6% 30.8% 27.6%

Income tax expense was calculated based on the following
components of income before income taxes:

{in millions ) 2007 2006 2005
United States income 5802 $642 $512
Non-United States income 41 47 a5
Total 5843 $ 689 $547

The federal Research and Development Tax Credit expired
December 31, 2005. On December 20, 2006, the Tax Relief
and Health Care Act of 2006 was enacted, which retroactively
reinstated and extended the Research and Development

Tax Credit from January 1, 2006 to December 31, 2007. The
retroactive benefit for the previously expired period from
January 1, 2006 to September 30, 2006 was recognized and
lowered the Company's effective tax rate by about 1.5 per-
centage points for the year ended September 30, 2007.

The phase-out period for the federal Extraterritorial Income
Exclusion (ETI) tax benefit ended on December 31, 2006. The
enacted federal replacement tax benefit for ETI, the Domestic
Manufacturing Deduction {DMD), will apply to the full 2007
year. For 2007, the available DMD tax benefit is one-third of
the full benefit that will be available in 2011. The amount

of DMD tax benefit available in 2008, 2009 and 2010 will be
two-thirds of the full benefit.

The Internal Revenue Service (IRS) is currently auditing the
Company's tax returns for the years ended September 30,
2004 and 2005 as well as certain claims the Company filed for
prior years related to the ETI. The Company has received pro-
posed audit adjustments from the IRS. The Company believes
that it has adequately provided for any tax adjustments that
may result from the [RS income tax examination.

During 2006, the Company settled an IRS tax return audit for
the years ended September 30, 2002 and 2003 for all items
other than the ETI. The results of the audit were settled with-
out a material impact on the Company’s financial statements.

During 2005, the Company settled an IRS tax return audit
for the short period return filed for the three months ended
September 30, 2001. The completion of the IRS’s audit of
the Company's tax returns for the three-month short-period
ended September 30, 2001 enabled the Company to resolve
estimates involving certain deferred tax matters existing

at the time of the spin-off. The resolution of these pre-spin
deferred tax matters during 2005 resulted in a $10 million
decrease to the Company’s 2005 income tax expense.

The American Jobs Creation Act of 2004 {the Act) provided for
a special one-time deduction of 85 percent of certain foreign
earnings repatriated into the U.S. from non-U.S. subsidiar-

ies through September 30, 2006, During 2006, the Company
repatriated $91 million in cash from nen-U.S. subsidiaries into
the U.S. under the provisions of the Act. The repatriation did
not impact the Company's effective income tax rate for the
year ended September 30, 2006 as a $2 million tax liability
was established during 2005 when the decision was made to
repatriate the foreign earnings.

No provision has been made as of September 30, 2007 for
United States federal or state, or additional foreign income
taxes related to approximately $79 million of undistributed
earnings of foreign subsidiaries which have been ar are
intended to be permanently reinvested. The Company esti-
mates the amount of the unrecegnized deferred tax liability
to be approximately $15 million at September 30, 2007.

The Company paid income taxes, net of refunds, of $212 mil-
tion, $164 million, and $60 million, in 2007, 2006, and 2005,
respectively.

17. FINANCIAL INSTRUMENTS

Fair Value of Financial Instruments
The carrying amounts and fair values of the Company’s finan-
cial instruments are as follows:

ASSET (LIABILITY}

SEPTEMBER 30, 2007 SEPTEMBER 30, 2006

CARRYING FAIR  CARRYING FAIR
{in millions) AMOUNT VALUE AMOUNT VALUE
Cash and cash equivalents $ 231 5231 5 144 S 144
Deferred compensation plan
investments 39 39 30 30
Long-term debt (223)  (218) (245)  (240)
Interest rate swaps (1) {1) (2) (2)
Foreign currency farward
exchange contracts (5) {s) (3) (3
Accelerated share repurchase
agreement (Note 18) — - - 2

The fair value of cash and cash equivalents approximate their
carrying value due to the short-term nature of the instru-
ments. Fair vatue for deferred compensation plan investments
is based on quoted market prices and is recorded at fair value
within Other Assets. Fair value information for long-term
debt and interest rate swaps is obtained from third parties
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and is based on current market interest rates and estimates
of current market conditions for instruments with similar
terms, maturities, and degree of risk. The fair value of foreign
currency forward exchange contracts is estimated based on
quoted market prices for contracts with similar maturities.
The fair value of the accelerated share repurchase agreement
is based on the estimated settlement amount under the
agreement as discussed in Note 18. These fair value estimates
do not necessarily reflect the amounts the Company would
realize in a current market exchange.

Interest Rate Swaps

The Company manages its exposure to interest rate risk by
maintaining an appropriate mix of fixed and variable rate
debt, which over time should moderate the costs of debt
financing. When considered necessary, the Company may
use financial instruments in the form of interest rate swaps
to help meet this objective. On November 20, 2003, the
Company entered into two interest rate swap contracts (the
Swaps) which expire on December 1, 2013 and effectively
convert $100 million of the 4.75 percent fixed rate long-term
notes to floating rate debt based on six-month LIBOR less

7.5 basis points. The Company has designated the Swaps as
fair value hedges and uses the "short-cut” method for assess-
ing effectiveness. Accordingly, changes in the fair value of the
Swaps are assumed to be entirely offset by changes in the fair
value of the underlying debt that is being hedged with no net
gain or loss recognized in earnings. At September 30, 2007
and 2006, the Swaps are recorded at a fair value of $1 million
and $2 million, respectively, within Other Liabilities, offset by
a fair value adjustment to Long-Term Debt {Note 10} of $1 mil-
lion and $2 million, respectively. Cash payments or receipts
between the Company and the counterparties to the Swaps
are recorded as an adjustment to interest expense.

Foreign Currency Forward Exchange Contracts

The Company transacts business in various foreign curren-
cies which subjects the Company's cash flows and earnings
to exposure related to changes in foreign currency exchange
rates. These exposures arise primarily from purchases or sales
of products and services from third parties and intercompany
transactions. The Company has established a program that
utilizes foreign currency forward exchange contracts (foreign
currency contracts} and attempts to minimize its exposure

to fluctuations in foreign currency exchange rates relating to
these transactions. Fareign currency contracts provide for the
exchange of currencies at specified future prices and dates
and reduce exposure to currency fluctuations by generat-
ing gains and losses that are intended to offset gains and
losses on the underlying transactions. Principal currencies
that are hedged include the European euro, British pound,
and Japanese yen. The duration of foreign currency contracts
is generally two years or less. The maximum duration of a
foreign currency contract at September 30, 2007 was 154
months. The majority of the Company's nan-functional cur-
rency firm and anticipated receivables and payables that are
denominated in major currencies that can be traded on open
markets are hedged using foreign currency contracts, The
Company does not manage exposure to net investments in
foreign subsidiaries.

Notional amounts of cutstanding foreign currency forward
exchange contracts were $205 million and $190 million at
September 30, 2007 and 2006, respectively. Notional amounts
are stated in U.S. dollar equivalents at spot exchange rates

at the respective dates. The net fair value of these foreign
currency contracts at September 30, 2007 and 2006 were

net liabilities of $5 million and $3 mitlion, respectively. Net
losses of $3 million and $1 million were deferred within
Accumulated Other Comprehensive Loss relating to cash flow
hedges at September 30, 2007 and 2008, respectively. The
Company expects to re-classify approximately $3 million of
these net losses into earnings over the next 12 months. There
was no significant impact to the Company’s earnings related
to the ineffective portion of any hedging instruments during
the three years ended September 30, 2007. Gains and losses
related to all foreign currency contracts are recorded in Cost
of Sales.

18. GUARANTEES AND INDEMNIFICATIONS

Product Warranty Costs

Accrued liabilities are recorded to reflect the Company's
contractual obligations relating to warranty commitments to
customers. Warranty coverage of various lengths and terms is
provided to customers depending on standard offerings and
negotiated contractual agreements. An estimate for warranty
expense is recorded at the time of sale based on the length

of the warranty and historical warranty return rates and
repair costs.
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Changes in the carrying amount of accrued product warranty
costs are summarized as follows:
SEPTEMBER 30

{in millions) 2007 2006

Balance at beginning of year $189 $172
Warranty costs incurred (54) (52)
Product warranty accrual 71 69
Reclassification 7 -
Acquisitions - 1
Pre-existing warranty adjustments — {1}
Balange at September 30 $213 5189

Guarantees

In connection with the acquisition of Quest from Evans &
Sutherland, the Company entered into a parent company
guarantee related to various obligations of Quest. The
Company has guaranteed, jointly and severally with Quadrant
{the other joint venture partner), the performance of Quest

in relation to its contract with the United Kingdom Ministry
of Defense (which expires in 2030) and the performance of
certain Quest subcontractors (up to $2 million). tn addition,
the Company has also pledged equity shares in Quest to
guarantee payment by Quest of a loan agreement executed
by Quest. In the event of default on this loan agreement, the
lending institution can request that the trustee holding such
equity shares surrender them to the lending institution in
order to satisfy all amounts then cutstanding under the loan
agreement. As of September 30, 2007, the outstanding loan
balance was approximately $9 million. Quadrant has made an
identical pledge to guarantee this obligation of Quest.

Should Quest fail to meet its obligations under these
agreements, these guarantees may become a liability of the
Company and Quadrant. As of September 30, 2007, the Quest
guarantees are not reflected on the Company's Consolidated
Statement of Financial Position because the Company
believes that Quest will meet all of its performance and
financial obligations in relation to its contract with the United
Kingdom Ministry of Defense and the loan agreement.

Letters of Credit

The Company has contingent commitments in the form of
commercial letters of credit, Qutstanding letters of credit are
issued by banks on the Company's behalf to support certain
contractual obligations toits customers. If the Company fails
to meet these contractual obligations, these letters of credit
may become liabilities of the Company. Total outstanding let-
ters of credit at September 30, 2007 were 5118 million, These
commitments are not reflected as liabilities on the Company's
Statement of Financial Position.

Accelerated Share Repurchases

In October 2007 (subsequent to year-end}, the Company
executed an accelerated share repurchase agreement with

an investment bank under which 3 million shares of the
Company's outstanding common shares were repurchased for
an initial price of $224 million or $74.77 per share. The initial
price will be subject to a purchase price adjustment based on
the volume-weighted average price of the Company's shares,
less a discount, over a subsequent period of time that ends no
later than December 14, 2007.

In September 2006, the Company entered into an accelerated
share repurchase agreement with an investment bank under
which the Company repurchased 4.7 million shares of its
outstanding common shares at an initia! price of $54.63 per
share, representing the September 28, 2006 closing price of
the Company's common shares. Initial consideration paid to
repurchase the shares of $257 million was recorded as a trea-
sury stock repurchase in 2006, which resulted in a reduction
of Shareowners’ Equity. The agreement contained a forward
sale contract whereby the 4.7 million borrowed shares held
by the investment bank that were sold to the Company were
covered by share purchases by the investment bank in the
open market over a subsequent period of time that ended in
December 2006. The initial purchase price was subject to a
purchase price adjustment based on the volume-weighted
average price of the Company's shares purchased by the
investment bank during the period less a discount as defined
in the agreement. In December 2006, the Company, which
had the option to share settle or cash settle the agreement,
elected to pay $19 million in cash to the investment bank in
full settlement of the agreement and recorded the transaction
as a reduction of Shareowners’' Equity. The $19 million was
paid to the investment bank in January 2007.

In August 2005, the Company entered into accelerated share
repurchase agreements with an investment bank under which
the Company repurchased 4 million shares of its outstanding
common shares at an initial price of $196 million, or $49.10
per share. The initial purchase price was subject to a purchase
price adjustment based on the volume-weighted average
price of the Company's shares during the period from August
2005 through December 2005, less a discount. The purchase
price adjustment could have been settled, at the Company’s
option, in cash or in shares of its common stock. In December
2005, the Company, at its option, received $8 million (net of
related settlement fees and expenses) in shares of its com-
mon stock from the investment bank in full settlement of the
agreements (0.2 million shares).
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Indemnifications

The Company enters into indemnifications with lenders, coun-
terparties in transactions such as administration of employee
benefit ptans, and other customary indemnifications with
third parties in the normat course of business. The following
are other than customary indemnifications based on the judg-
ment of management.

The Company became an independent, publicly held company
on June 29, 2001, when Rockwell International Corporation
{Rockwell), renamed Rockwell Automation Inc., spun off its
former avionics and communications business and certain
other assets and liabilities of Rockwell by means of a distri-
bution of all the Company’s outstanding shares of common
stock to the shareowners of Rockwell in a tax-free spin-off
(the spin-off). In connection with the spin-off, the Company
may be reguired to indemnify certain insurers against claims
made by third parties in connection with the Company’s
legacy insurance policies.

In connection with agreements for the sale of portions of its
business, the Company at times retains the fiabilities of a
business of varying amounts which relate to events occurring
prior to its sale, such as tax, environmental, litigation and
employment matters. The Company at times indemnifies the
purchaser of a Rockwell Collins business in the event that a
third party asserts a claim that relates to a liability retained by
the Company.

The Company also provides indemnifications of varying scope
and amounts to certain customers against claims of product
liability or intellectual property infringement made by third
parties arising from the use of Company or customer products
orintellectual property. These indemnificaticns generally
require the Company to compensate the other party for
certain damages and costs incurred as a result of third party
product liability or intellectual property claims arising from
these transactions.

The amount the Company could be required to pay underits
indemnification agreements is generally limited based on
amounts specified in the underiying agreements, or in the
case of some agreements, the maximum potential amount of
future payments that could be required is not limited. When
a potential clairmn is asserted under these agreements, the
Company cansiders such factors as the degree of probability
of an unfavorable outcome and the ability to make a reason-
able estimate of the amount of loss. A liability is recorded
when a potential claim is both probable and estimable. The
nature of these agreements prevents the Company from mak-
ing a reasonable estimate of the maximum potential amount
it could be required to pay should counterparties to these
agreements assert a claim; however, the Company currently
has no material claims pending related to such agreements.

19. CONTRACTUAL OBLIGATIONS AND OTHER COMMITMENTS

The following table reflects certain of the Company’s non-cancelable contractual commitments as of September 30, 2007:

PAYMENTS DUE BY PERIOD

(in miltions) 2008 2009 2010 2011 2012 THEREAFTER FOTAL
Non-cancelable operating leases 54l $ 36 $31 518 $ 15 S 37 $178

. Purchase contracts 19 13 8 1 - - 41
Long-term debt - - - 24 - 200 224
Interest on long-term debt 11 11 11 10 10 12 65
Total $71 $ 60 $ 50 553 525 $249 $ 508
Non-cancelable Operating Leases Purchase Contracts

The Company leases certain office and manufacturing
facilities as well as certain machinery and equipment under
various lease contracts with terms that meet the accounting
definition of operating leases. Some leases include renewal
options, which permit extensions of the expiration dates at
rates approximating fair market rental rates. Rent expense
for the years ended Septemnber 30, 2007, 2006, and 2005 was
$29 million, 527 million, and $25 million, respectively. The
Company's commitments under these operating leases, in
the form of non-cancelable future lease payments, are not
reflected as a liability on its Statement of Financial Position.

The Company may enter into purchase contracts with suppli-
ers under which there is a commitment to buy a minimum
amount of products or pay a specified amount, These com-
mitments are not reflected as a liability on the Company's
Statement of Financial Position,

Interest on Long-term Debt

Interest payments under long-term debt obligations
exclude the potential effects of the related interest rate
swap contracts.
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20. ENVIRONMENTAL MATTERS

The Company is subject to federai, state and local regulations
relating to the discharge of substances into the environ-
ment, the disposal of hazardous wastes, and other activities
affecting the environment that have had and will continue to
have an impact on the Company's manufacturing operations.
These environmental protection regulations may require the
investigation and remediation of environmental impairments
at current and previously owned or leased properties. In addi-
tion, lawsuits, claims and proceedings have been asserted on
occasion against the Company alleging violations of envi-
ronmental protection regulations, or seeking remediation of
alleged environmental impairments, principally at previously
owned or leased properties. As of Septemnber 30, 2007, the
Company is involved in the investigation or remediation of
seven sites under these regulations or pursuant to lawsuits
asserted by third parties. Management estimates that the
total reasonably possible future costs the Company could
incur for six of these sites is not significant. Management
estimates that the total reasonably possible future costs the
Company could incur from one of these sites to be approxi-
mately $9 million. The Company has recorded environmental
reserves for this site of $2 million as of September 30, 2007,
which represents management’s best estimate of the prob-
able future cost for this site.

in addition, the Company is currently involved in investigation
or remediation of three sites related to properties purchased
in connection with the Company’s acquisition of Kaiser
Aerospace & Electronics Corporation (Kaiser). Rockwell Collins
has certain rights to indemnification from escrow funds set
aside at the time of acquisition that management believes are
sufficient to address the Company's potential liability for the
Kaiser related environmental matters.

To date, compfiance with environmental regulations and
resclution of environmental claims has been accomplished
without material effect on the Company’s liquidity and
capital resaurces, competitive position or financial condition.
Management believes that expenditures for environmental
capital investment and remediation necessary to comply with
present regulations governing environmental protection and
other expenditures for the resolution of environmental claims
will not have a material adverse effect on the Company’s busi-
ness or financial position, but could possibly be material to
the results of operations or cash flows of any one quarter.

21. LITIGATION

The Company is subject to various lawsuits, claims and
proceedings that have been or may be instituted or asserted
against the Company relating to the conduct of the Company's
business, including those pertaining to product liability, intel-
lectual property, safety and health, exporting and importing,
contract, employment and regulatory matters. Although the
outcome of these matters cannot be predicted with certainty
and some lawsuits, claims or proceedings may be disposed

of unfavorably to the Company, management believes the
disposition of matters that are pending or asserted will not
have a material adverse effect on the Company's business or
financial position, but could possibly be material to the results
of operations or cash flows of any one quarter.

22,2006 RESTRUCTURING CHARGE

The September 2006 restructuring charge was related to
decisions to implement certain business realignment and
facility rationalization actions. As a result of these decisions,
the Company recorded charges of $14 million in the fourth
quarter of 2006 which was comprised of $11 million of
employee separation costs and $3 million of facility exit costs.
During 2007, the Company adjusted the restructuring reserve
by $5 million primarily due to lower than expected employee
separation costs.

Change in the restructuring reserve during 2007 is as follows:

EMPLOYEE  FACILITY

SEPARATION EXIT
{in millians } COSTS COSTS ToTAL
Balance at September 30, 2006 511 $ 3 514
Reserve adjustment () - (5)
Cash payments (6) {3) (9)
Balance at September 3¢, 2007 5 = $— 5 —

23. BUSINESS SEGMENT INFORMATION

Rackwell Collins provides design, production and support of
communications and aviation electronics for military and
commercial customers worldwide. The Company has two
operating segments consisting of the Covernment Systems
and Commercial Systems businesses,

Government Systems supplies defense communications and
defense electronics systems, products, and services, which
include subsystems, displays, navigation equipment and
simulation systems, to the U.S. Department of Defense, other
government agencies, civil agencies, defense contractors and
foreign ministries of defense.

Commercial Systems is a supplier of aviation electronics sys-
tems, products, and services to customers located throughout
the world. The customer base is comprised of original equip-
ment manufacturers (OEMs) of commercial air transport,
business and regional aircraft, commercial airlines, fractional
and other business aircraft operators.
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Sales made to the United States Government were 36 percent,
39 percent, and 41 percent of total sales for the years ended
September 30, 2007, 2006, and 2005, respectively.

The following table reflects the sales and operating results for
each of the Company's operating segments:

[in millions) 2007 2006 2005
Sales:
Government Systems 52,231 $2,043 $1.810
Commercial Systems 2,184 1,820 1,635
Total sales 54415 53,863 $3,445
Segment operating earnings:
Government Systems $ 441 $ 402 5 328
Commergial Systems 485 370 296
Total segment operating earnings 926 772 624
Interest expense (13) {13) {11}
Earnings from corporate-level equity
affiliate — 2 4
Stock-based compensation (17) (18) -
Gain on sale of equity affiliate - 20° -
Restructuring and tradenames
write-off 5 (149  (15)
General corporate, net (58) {(60) (55)
Income before income taxes 5 843 $ 689 S 547

The Company evaluates performance and allocates resources
based upon, among other considerations, segment operat-
ing earnings. The Company's definition of segment operating
earnings excludes income taxes, stock-based compensation,
unallocated general corporate expenses, interest expense,
gains and losses from the disposition of businesses, non-
recurring charges resulting from purchase accounting such as
purchased research and development charges, earnings and
losses from corporate-level equity affiliates, asset impairment
charges, and other special items as identified by management
from time to time. Intersegment sales are not material and
have been eliminated. The accounting policies used in prepar-
ing the segment information are consistent with the policies
described in Note 2.

The September 2006 restructuring charge is related to deci-
siens to implement certain business realignment and facility
rationalization actions related to the operating segments as
fallows: Government Systems, $6 million, and Commercial
Systems, $8 million. The 2007 adjustment to the restructur-
ing charge is related to the operating segments as follows:
Government Systems, $3 million, and Commercial Systems,
$2 million.

The 2005 tradenames write-off related to the write-off of
certain indefinite-lived Kaiser tradenames related to the oper-
ating segments as follows: Government Systems, $9 million,
and Commercial Systemns, $6 million.

The following tables summarize the identifiable assets and
investments in equity affiliates at September 30, as well

as the provision for depreciation and amortization, the
amount of capital expenditures for property, and earnings
{losses) from equity affiliates for each of the three years

ended September 30, far each of the operating segments
and Corporate:

{in millions } 2007 2006 2005
Identifiable assets:

Government Systems 51472 $1,361 $1.169
Commercial Systems 1711 1528 1,402
Corporate 567 389 577
Total identifiable assets 53,750 53,278 $3,148
Investments in equity affiliates:

Government Systems $ 10§ 13 $ 12
Commercial Systems - - -
Corporate - — 59
Total investments in equity affiliates $ 10 $ 13 $ 71
Depreciation and amortization:

Government Systems $ 55 $ 48 5 43
Commercial Systems 63 58 61
Total depreciation and amortization $ 118 $ 106 5 104
Capital expenditures for property:

Government Systems $ 65 % 75 $ 48
Commercial Systems 60 69 63
Total capital expenditures for property $ 125 $ 144 $ 111
Earnings {tosses) from equity affiliates:

Government Systems $ g $ 6 S 8
Commercial Systems - - (1)
Corparate - 2 4
Total earnings from equity affiliates 5 8 & &8 5 11

The majority of the Company's businesses are centrally
located and share many common resources, infrastructures
and assets in the normal course of business. Certain assets
have been allocated between the operating segments primar-
ily based on occupancy or usage, principally property, plant
and equipment. Identifiable assets at Corporate consist
principally of cash and net deferred income tax assets for all
years presented, the prepaid pension asset for the year ended
September 30, 2007, and the investment in Rockwell Scientific
Company, LLC for the year ended September 30, 2005.

The following table summarizes sales by product category for
the years ended September 30:

(in millions} 2007 2006 2005
Defense electronics 51510 $1413 $1,232
Defense communications n 630 578
Air transport aviation electronics 1175 968 831
Business and regicnal aviation electronics 1,009 852 754
Total 54,415 $ 3,863 53,445

Product category disclosures for defense-related products
are delineated based upon their underlying technologies
while the air transport and business and regional aviation
electronics product categories are delineated based upon
the difference in underlying customer base, size of aircraft,
and markets served. 2005 and 2006 sales for the air trans-
port aviation electronics and business and regionat aviation
electronics product category sales have been reclassified to
conform to the current year presentation.
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Selected Financial Data

The following selected financial data should be read in conjunction with the consolidated financial statements and notes
thereto included elsewhere in this annual report. The Statement of Operations, Statement of Financial Pesition and other data
has been derived from our audited financial statements.

YEARS ENDED SEPTEMBER 30

(in milliens, except per share amounts } 20072 20060 2005¢ 20044 2003=
STATEMENT OF OPERATIONS DATA:

Sales 54,415 $3,863 53,445 $2,930 $2,542
Cost of sales 3,092 2,752 2,502 2,144 1,866
Sefling, general and administrative expenses 482 441 402 356 341
Income before income taxes 843 689 547 430 368
Net income 585 477 396 301 258
Diluted earnings per share 345 2.73 2.20 1.67 1.43
STATEMENT OF FINANCIAL POSITION DATA:

Working capital f $ 710 5 603 5 596 $ 699 5 530
Property 607 552 473 418 401
Goodwill and intangible assets 691 654 571 550 440
Total assets 3,750 3,278 3,148 2,874 2,591
Short-term debt - - - - 42
Long-term debt 223 245 200 201 -
Shareowners’ equiity 8 1,573 1,206 939 1,133 833
OTHER DATA:

Capital expenditures $ 125 S 144 $ 111 5 92 $ 69
Depreciation and amortization 118 106 104 109 105
Dividends per share 0.64 0.56 0.48 0.39 0.36
STOCK PRICE:

High $74.69 $60.41 $49.80 $38.08 $27.67
Low 54.38 4325 34.40 2518 17.20

a Includes (i) $17 million of stock-based compensation expense {511 miflion after taxes) and {ii) a $5 million favorable adjustment to the 2006 restructuring charge discussed in
item (b) below. The $5 million acjustment in 2007 is primarily due to lower than expected employee separation costs (33 million gain after taxes).

b tncludes {i) $18 million of stock-based compensation expense (512 miflian after taxes), {ii) $20 million gain on the sale of Rockwell Scientific Company, LLC, an equity affiliate
that was jointly owned with Rockwell Automation. Inc. ($13 million after taxes) and (i) $14 million restructuring charge related to decisions ta implerent certain business
realignment and facility raticnalization actions {$9 million after taxes).

¢ tncludes {i) $10 million reduction in income tax expense related to the resolution of certain deferred tax matters that existed prior to our spin-off in 2001 and {ii} $15 millien
write-off of certain indefinite-lived Kaiser tradenames ($10 million after taxes). The tradename write-off was recorded in cost of sales.

d Includes (i} $5 million gain {$3 million after taxes} related to favorable insurance settlements, {ii) $7 million gain (54 million after taxes) related to the resolution of a iegal matter
brought by us, and (i1} $7 million impairment loss ($4 million after taxes) related to our investment in Tenzing Communications, Inc.

e Includes a $20 million gain (512 millien after taxes) related to a favorable tax ruling on an over-funded life insurance reserve trust fund.

f Working capital consists of all current assets and liabilities, including cash and short-tesm debt,

g 2007 Shareowners' Equity includes (i) a $360 million {after tax} adjustment ta record the funded status of our pension and other retirement benefit plans on the Statement
of Financial Position and {ii) a $5 million adjustment to Retained Earnings (after tax) refated to the change in measurement date from June 30 to September 3G for all defined
benefit plans. See Note 11 in the consolidated financial statements for further information related to these adjustments.
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The fallowing table reflects sales for the years ended September 30 and property at September 30 by geographic region:

SALES PROPERTY
{in miltions 2007 2006 2005 2007 2006 2005
United States $ 2987 $ 2,616 $2312 %559 5 505 5428
Eurcpe 840 674 612 42 39 36
Asia-Pacific 252 234 231 4 5 6
Canada 218 223 208 - - -
Africa / Middle East 79 74 55 - - -
Latin Arnerica 39 42 27 2 3 3
Total 54,415 % 3,863 $ 3,445 5 607 5552 $473

Sales are attributed to the geographic regions based on the country of destination.

24. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Quarterly financial information for the years ended
September 30, 2007 and 2006 is summarized as follows:

2007 QUARTERS
{in millions, except
per share amounts) FIRST  SECOND THIRD  FOURTH TOTAL

Sales $993 $1083 $1113 51226 54415
Gross profit (total sales less

product and service cost

of sales) 303 327 333 360 1,323
Net income 143 140 146 156 585
Earnings per share:

Basic $085 $ 083 S 087 $ 094 S 350

Diluted 5084 § 082 S 086 5 093 $ 345

2006 QUARTERS
{in millions, except
per share amounts ) FIRST  SECONC THIRD  FOURTH TOTAL

Sales 5881 §957 5964 51061 $3.863
Gross profit {total sales less

product and service cost

of sales) 251 276 288 296 1111
Net income 104 114 121 138 477
Earnings per share:

Basic $060 5066 5071 S5 080 S 277

Diluted $059 5065 5070 5 079 § 273

Earnings per share amounts are computed independently
each quarter. As a result, the sum of each quarter’s per share
amount may not equal the total per share amount for the
respective year.

Net income in the first quarter of 2007 includes a discrete
itern related to the retroactive reinstatement and extension of
the Research and Development Tax Credit, which lowered the
Company’s effective tax rate by about 7 percentage points.

Net income in the fourth quarter of 2006 includes $13 mil-
lion {$20 million before taxes), or 7 cents per share, related
to the gain on sale of Rockwell Scientific Company, LLC. Net
income in the fourth quarter of 2006 also includes $9 million
{514 million before taxes), or 5 cents per share, for a restruc-
turing charge related to decisions to implement certain
business realignment and facility rationalization actions.
Gross profit includes $11 million related to the restructuring
charge in the fourth quarter of 2006.



Collins

December 17, 2007

Dear Shareowner:

You are cordially invited to attend the 2008 AntwaNW/epting of Shareowners of the Corporation.

The meeting will be held at The Cedar Rapids Marridtt, 1200 Collins Road NE, Cedar Rapids, lowa, on Tuesday,
February 12, 2008, at 10:00 a.m. (Central Standard Time). At the meeting we will present a current report of the
activities of the Corporation followed by discussion and action on the matters described in the Proxy Statement,
Shareowners will have an opportunity to comment on or inquire about the affairs of the Corporation that may be of
interest to shareowners generally.

If you plan to attend the meeting, please indicate your desire in one of the ways described in the box on the last page
of the Proxy Statement.

We sincerely hope that as many shareowners as can conveniently attertd will do so.

Sincerely yours,

s

Clayton M. Jones
Chairman, President and Chief Executive Officer







ROCKWELL COLLINS, INC. .
400 Collins Road NE, Cedar Rapids, lowa 52498

Notice of 2008 Annual Meeting of Shareowners

To the Shareowners of
ROCKWELL COLLINS, INC.:

Notice Is Hereby Given that the 2008 Annual Meeting of Shareowners of Rockwell Collins, Inc. will be
held at The Cedar Rapids Marriott, 1200 Collins Road NE, Cedar Rapids, lowa, on Tuesday, February 12, 2008, at
10:00 a.m. (Central Standard Time) for the following purposes;

(1} to elect two members of the Board of Directors of the Corporation with terms expiring at the Annual
Meeting in 2011,

(2) to consider and vote upon a proposal to approve the selection by the Audit Committee of the Board of
Directors of the firm of Deloitte & Touche LLP as auditors of the Corporation for fiscal year 2008; and

{3) to transact such other business as may properly come before the meeting.
Only shareowners of record at the close of business on December 14, 2007 will be entitled to notice of,

and to vote at, the meeting.

By order of the Board of Directors.

A4 Gt

Gary R. Chadick
Secretary

December 17, 2007

Note: The Board of Directors solicits votes by the execution and prompt return of the
accompanying proxy in the enclosed return envelope or by use of our
telephone or Internet voting procedures.
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PROXY STATEMENT

The 2008 Annual Meeting of Shareowners of Rockwell Collins, Inc. will be held on February 12, 2008,
for the purposes set forth in the accompanying Notice of 2008 Annual Meeting of Shareowners,

This statement and the accompanying proxy, that are first being sent to shareowners on or about
December 26, 2007, are furnished in connection with the solicitation by the Board of Directors of proxies to be used
at the meeting and at any adjournment thereof. If a shareowner duly executes and returns a proxy in the
accompanying form or uses our telephone or Internet voting procedures to authorize the named proxies to vote
the shareowner’s shares, those shares will be voted as specified, and if no specification is made, the shares will be
voted in accordance with the recommendations of the Board of Directors, The proxy and any votes cast using our
telephone or Internet voting procedures may be revoked prior to exercise at the meeting by delivering written notice
of revocation 1o the Secretary of the Corporation, by executing a later dated proxy, by casting a later vote using the
telephone or Internet voting procedures or by attending the meeting and veting in person.

VOTING SECURITIES

Only shareowners of record at the close of business on December 14, 2007, the record date for the
meeting, are entitled to notice of, and to vote at, the meeting. On December 14, 2007, we had outstanding
163,140,766 shares of our Common Stock, par value $0.01 per share (Common Stock). Each holder of Common
Stock is entitled to one vote for each share held. We have no class or series of shares currently outstanding other than
our Common Stock.

ELECTION OF DIRECTORS

Our Board of Directors currently consists of ten members. This number is expected to be reduced to eight
at the 2008 Annual Meeting of Shareowners because Mr. Carns and Mr. Toot wiil retire from our Board when their
terms expire at the Annual Meeting consistent with the Board’s retirement age policy in our Corporate Governance
Guidelines. That retirement age policy requires each nominee for director to be under age 70 as of the meeting of
shareowners for which he or she will stand for election. Mr. Carns currently serves as Chairman of our Board
Nominating and Governance Committee and is a member of our Technology Committee. Mr. Toot currently serves
as Chairman of our Audit Committee and is a member of our Compensation Committee.

Our Restated Certificate of Incorporation provides that the Board of Directors shall consist of three
classes of directors with overlapping three-year terms. One class of directors is to be elected each year with terms
extending to the third succeeding Annual Meeting after election. The Restated Certificate of Incorporation provides
that the Board of Directors shall maintain the three classes so as to be as nearly equal in number as the then total
number of directors permits. The two directors in Class I who are elected at the 2008 Annual Meeting will serve for
a term expiring at our Annual Meeting in the year 2011, The three directors in Class Il and the three directors in
Class 1II are serving terms expiring at our Annual Meetings in 2009 and 2010, respectively.

It is intended that proxies in the accompanying form -properly executed and returned to our proxy
tabulator or shares properly authorized to be voted in accordance with our telephone or Internet voting procedures
will be voted at the meeting, unless authority to do so is withheld, for the election as directors of the two nominees
specified in Class [ — Nominees for Directors with Terms Expiring in 2011 (Chris A. Davis and Ralph E. Eberhart),
each of whom now serves as a director with a term extending to the 2008 Annual Meeting and until a successor is
elected and qualified. I for any reason any of the nominees is not a candidate (which is not expected) when the
election occurs, it is expected that proxies in the accompanying form or shares properly autherized to be voted in
accordance with our telephone or Internet voting procedures will be voted at the meeting for the election of a
substitute nominee or, in lieu thereof, the Board of Directors may reduce the number of directors.
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INFORMATION AS TO NOMINEES FOR DIRECTORS AND CONTINUING DIRECTORS

There is shown below for each nominee for director and each continuing director, as reported to us as of
December 1, 2007, the nominee’s or continuing director’s name, age and principal occupation; the position, if any,
with us; the period of service as a director of our company; other public company directorships held; and the
committees of the Board of Directors on which the nominee or continuing director serves.

CLASS I — NOMINEES FOR DIRECTORS WITH TERMS EXPIRING IN 2011
Chris A. Davis Age 57

General Partner, Forstmann Little & Co. Ms. Davis has been a director of our company since
February 2002 and is a member of the Audit Committee. Ms. Davis became a General Partner
with Forstmann Little & Co. (private equity firm) in October 2005 after having served them as
a Special Limited Partner since August 2001. She served as Chairman of McLeodUSA
Incorporated (telecommunications) from August 2005 to January 2006, Chairman and Chief
Executive Office of McLeodUSA from April 2002 to August 2005 and Chief Operating and
Financial Officer of McLeodUSA from August 2001 to April 2002, She served as Executive
Vice President, Chief Financial and Administrative Officer of ONI Systems
(telecommunications) from May 2000 to August 2001. She served as Executive Vice
President, Chief Financial and Administrative Officer and director of Gulfstream
Aerospace Corporation (business aircraft) from July 1993 to April 2000. She is a member
of the board of directors of Cytec Industries, Inc., IMG Worldwide, 24 Hour Fitness Worldwide
and ENK International, and is a former director of Aviall, Inc. and Wolverine Tube, Inc.

Ralph E. Eberhart Age 60

President, Armed Forces Benefit Association. General Eberhart has been a director of our
company since November 2007. General Eberhart has been President of the Armed Forces
Benefit Association since December 2004. He served as Commander of the North American
Aerospace Defense Command (NORADY) and U.S. Northern Command from October 2002 to
January 2005. His active military career spanned 36 years. He is a member of the board of
directors of VSE Corporation and is a director of several private companies.
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CLASS II — CONTINUING DIRECTORS WITH TERMS EXPIRING IN 2009
Anthony J. Carbone Age 66

Retired Vice Chairman of the Board and Senior Consultant, The Dow Chemical Company.
M. Carbone has been a director of our company since June 2001. He is the Chairman of the
Compensation Committee and a member of the Executive Committee. Mr. Carbone served as
Vice Chairman of the Board of Directors of The Dow Chemical Company (chemical, plastic
and agricuitural products) from February 2000 to October 2005 and Senior Consultant of Dow
from November 2000 to October 2005. He served as Executive Vice President of Dow from
November 1996 to November 2000. He is a former director of Dow. He is a member of the
American Chemical Society and former board member and Chairman of the American Plastics
Council and the Society of Plastics Industries. Mr. Carbone has served on the Advisory Council
of the Heritage Foundation.

Clayton M. Jones : Age 58

Chairman, President and Chief Executive Officer of the Corporation. Mr. Jones has been a
director of our company since March 2001. He has been our Chairman of the Board since June
2002 and President and Chief Executive Officer since June 2001. Mr. Jones is a member of the
Executive Committee. He serves as a director of the Unisys Corporation and Deere &
Company. He also serves as a director or member of a number of professional and civic |
organizations. ‘

Cheryl L, Shavers Age 53

Chairman and Chief Executive Officer, Global Smarts, Inc. Dr. Shavers has been a director of
our company since September 2002. She is Chairman of the Technology Committee and a
member of the Board Nominating and Governance Committee. Dr. Shavers has been the
Chairman and Chief Executive Officer of Global Smarts, Inc. (business advisory services)
since February 2001. She also serves as a director of ATMI, Inc. (semiconductor materials and |
packaging) and serves on the Advisory Board for E.W. Scripps Company {media). She served |
as Under Secretary of Commerce for Technology for the United States Department of
Commerce from November 1999 to February 2001 after having served as its Under
Secretary Designate from April 1999 to November 1999, She served as Sector Manager,
Microprocessor Products Group for Intel Corporation (chip maker) prior to April 1999, She
served as non-executive chairman of BitArts Ltd. (software development) from 200! to
December 2003,




CLASS III — CONTINUING DIRECTORS WITH TERMS EXPIRING IN 2010
e Donald R. Beall Age 69

—~

@4’1 Chairman Emeritus, Rockwell. Mr. Beall has been a director of our company since June 2001
%, .° | and served as non-executive Chairman of the Board from June 2001 to June 2002. He is the
& B ' Chairman of the Executive Committee and a member of the Technology Committee. Mr. Beall

.&V is the retired Chairman and CEO of Rockwell and was a director of Rockwell from 1978 to
o B February 2001. He served as Chairman/CEO of Rockwell from 1988 to February 1998 and
President from 1979 to 1988. Mr. Beall serves on the boards of Conexant Systems, Mindspeed
Technologies and CT Realty. He is a former director of Jazz Semiconductor, Skyworks
Solutions, Procter & Gamble, Times Mirror, Amoco and ArvinMeritor. He is a member of
various University of California — Irvine supporting organizations, an Overseer of the Hoover
Institute at Stanford and a former trustee of California Institute of Technology. He is an advisor
to the San Jose State University School of Engineering and a trustee and President’s Circle
member of the Naval Postgraduate School Foundation. He is an investor, director and/or
advisor with several private companies and investment partnerships.

Mark Donegan Age 51

Chairman and Chief Executive Officer of Precision Castparts Corp. Mr. Donegan has been a
director of our company since June 2006. He is a member of the Compensation Committee.
Mr. Donegan has been Chairman and Chief Executive Officer of Precision Castparts Corp.
(metal components, investment castings, forgings and fasteners) since August 2003. He served
as President, Chief Executive Officer and Chief Operating Officer of Precision Castparts from
August 2002 to August 2003, and as President and Chief Operating Officer from August 2001
to August 2002. He served as President of Wyman-Gordon Company (complex metal
components and products) and as President of the Structural Division of Precision
Castparts from December 1999 to July 2001. He joined Precision Castparts in 1985 and
prior thereto was with the General Electric Company.

Andrew ]J. Policano Age 38

Dean, The Paul Merage School of Business, University of California, Irvine. Dr. Policano has
been a director of our company since April 2006. He is a member of the Audit Committee and a
member of the Board Nominating and Governance Committee. Dr. Policano has been the Dean
of The Paul Merage School of Business, University of California — Irvine since August 2004.
Prior thereto, he served on the faculty and as Dean at the School of Business, University of
Wisconsin-Madison. Dr. Policano is a director of Badger Meter, Inc. and a former director of
Physicians Insurance Company of Wisconsin. He is a member of the board of other
professional and civic organizations.

The Board of Directors recommends that you vote “FOR? the election as directors of the two Class 1
nominees named above, that is presented as item (1) on the accompanying proxy card.
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CORPORATE GOVERNANCE;
BOARD OF DIRECTORS AND COMMITTEES

Our business is managed through the oversight and direction of the Board of Directors. Our Board seeks
to maintain high corporate governance standards.

The directors regularly keep informed about our business at meetings of the Board and its Committees
and through various supplemental reports and communications between meetings. Our non-employee directors
meet regularly in executive sessions without the presence of any corporate officers. These executive sessions are
chaired by the Chair of the Executive Committee or a director, designated by the independent directors, who has the
relevant background to lead the discussion of a particular matter.

We continte to enhance our corporate governance structure from time to time in light of regulatory
activity and based upon a review of recommended best practices. Our corporate governance documents are
available free of charge on our website at www.rockwellcollins.com. We will provide, without charge, upon written
request, copies of our corperate governance information. These documents include our Restated Certificate of
Incorporation, By-Laws, Board of Directors Guidelines on Corporate Governance, Committee Charters, Board
Membership Criteria, Code of Ethics, Categorical Standards and Policy for Director Independence, and Related
Person Transaction Policy.

Board Independence

The Board of Directors has determined that no director other than Messrs. Jones and Beall has a material
relationship with the Corporation. Accordingly, eight of our ten directors are “independent” directors based on an
affirmative determination by our Board of Directors in accordance with the listing standards of the New York Stock
Exchange (“NYSE”) and Securities and Exchange Commission (“SEC”) rules.

The standards relied upon by the Board in affirmatively determining whether a director is independent are
comprised, in part, of those objective standards set forth in the NYSE and SEC rules. The Corporation’s Categorical
Standards and Policy for Director Independence have been adopted by the Board to assist it in making determi-
nations regarding the independence of its members.

The Board evaluated for Mr. Donegan the annual amount of purchases by us in the ordinary course of
business from a subsidiary of the company where he serves as an executive officer and determined that the amount
of such purchases was below the greater of $1,000,000 or 2% of the other company’s consolidated gross annual
revenues pursuant to the Commercial Relationship categorical standard set forth in the Categorical Standards and
Policy for Director Independence. '

A copy of the Categorical Standards and Policy for Director Independence is available on Rockwell
Collins, Inc.’s website at www.rockwellcollins.com.

Board Meetings and Attendance

In fiscal year 2007, the Board of Directors held etght meetings and acted on three occasions by unanimous
written consent in lieu of a meeting. All of the directors attended at least 75% of the meetings of the Board and the
Committees on which they served, and most of the directors attended 100% of such meetings. Directors are
expecied to attend the Annual Meeting of Shareowners unless they have a valid reason such as a schedule conflict.
Last year, all ten directors attended our 2007 Annual Meeting of Shareowners.

Board Committees
The Board has established five committees whose principal functions are briefly described beiow.

The Audit Committee has three independent directors. It assists the Board in overseeing (i) our
accounting and financial reporting processes; (ii) the integrity and audits of our financial statements; (iii) our
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compliance with legal and regulatory requirements; (iv) the qualifications and independence of our independent
auditors; and (v) the performance of our internal and independent auditors. The Audit Commitiee also:

+ has sole authority to appoint or replace our independent auditors, with that appointment being
subject to shareowner approval;

* has sole authority to approve in advance the fees, scope and terms of all audit and non-audit
engagements with our independent auditors;

-

monitors compliance of our employees with our standards of business conduct and conflict of
~ interest policies; and

meets at least quarterly with our senior executive officers, head of internal audit and our inde-
pendent auditors in separate executive sessions.

The specific functions and responsibilities of the Audit Committee are set forth in the Audit Committee
Charter, which is available on our website at www.rockwellcollins.com. The Committee met six times during fiscal
year 2007.

The Board Nominating and Governance Committee, which is comprised of three independent directors,
has as part of its principal functions seeking, considering and recommending to the Board qualified candidates for
election as directors and recommending a slate of nominees for election as directors at the Annual Meeting. It also
periodically prepares and submits to the Board for adoption the Committee’s selection criteria for director nominees
(“Board Membership Criteria”). It reviews and makes recommendations on matters involving general operation of
the Board and our corporate governance, and it annually recommends to the Board nominees for each committee of
the Board. In addition, the Committee annually facilitates the assessment of the Board of Directors’ performance as
a whole and of the individual directors and reports thereon to the Board. The Committee has the sole authority to
retain and terminate any search firm to be used to identify director candidates. For more information regarding the
Committee’s role in director nominations, see “Director Nominations” below. The Committee members met four
times during fiscal year 2007,

The Compensation Committee has three independent directors. The principal functions of the Com-
pensation Committee are to evaluate the performance of our senior executives; review and approve senior executive
compensation plans, policies and programs; consider the design and competitiveness of our compensation plans;
administer and review changes to our incentive, deferred compensation, stock option and long-term incentives plans
pursuant to the terms of the respective plans; and review and discuss the Compensation Discussion and Analysis for
inclusion in our proxy statement. The Committee also reviews and approves corporate goals and objectives relevant
to CEO compensation, evaluates the CEQ’s performance in light of those goals and objectives, and after receiving
input from the Board, determines the CEO’s compensation. The Committee has the sole authority to retain and
terminate any compensation consultant to be used to assist in the evaluation of CEOQ or senior executive
compensation. The Committee met four times during fiscal year 2007.

The Executive Committee is comprised of Mr. Jones and two non-employee directors. The principal
function of the Executive Committee is to discharge certain responsibilities of the Board of Directors between
meetings of the Board of Directors. The Committee may exercise all of the powers of the Board of Directors, except
it has no power or authority to adopt, amend or repeal any sections or articles of our By-Laws or Restated Certificate
of Incorporation; elect or remove officers, or fill vacancies in the Board of Directors or in committees; fix
compensation for officers, directors or committee members; amend or rescind prior resolutions of the Board; make
recommendations to shareowners or approve transactions that require shareowner approval; issue additional stock
of the Corporation or fix or determine the designations and any of the rights and preferences of any series of stock or
take certain other actions specifically reserved for the Board. The Committee met once during fiscal year 2007.

The Technology Committee has three non-employee directors. The principal functions of the Technology
Committee are to review and provide guidance on important technology-related issues, including the assessment of
(i) our technology competitiveness; (ii) the strength and competitiveness of our engineering processes and
disciplines; (iii) our technology planning processes to support our growth objectives; and (iv) our focus on
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engineering leadership and critical technologist development and replacement planning. The Committee met two
times during fiscal year 2007,

Director Nominations

The Board Nominating and Governance Committee is responsible for identifying individuals who meet
the Board’s membership criteria, and recommending to the Board the election of such individuals. The Committee
identifies qualified candidates in many ways including utilizing outside search firms and by receiving suggestions
from directors, management and shareowners. An outside search firm recommended current nominee Ralph E.
Eberhart for consideration by the Board Nominating and Governance Committee. Shareowners wishing to
recommend director candidates for consideration by the Committee can do so by writing to the Board Nominating
and Governance Committee, c¢/o the Secretary of the Corporation at our corporate headguarters in Cedar Rapids,
lowa, giving the candidate’s name, biographical data and qualifications. Any such recommendation must be
accompanied by a written statement from the individual of his or her consent to be named as a candidate and, if
nominated and elected, to serve as a director. In addition to recommending nominees to the Committee,
shareowners may also propose nominees for consideration at shareowner meetings. These nominee proposals
must be provided timely and otherwise meet the requirements set forth in our By-Laws. See “Shareowner Proposals
for Annual Meeting tn 2009” set forth later in this proxy statement.

The Committee evaluates the qualifications of candidates properly submitted by shareowners under the
same criteria and in the same manner as potential nominees identified by the Corporation. Director candidates are
reviewed by the Committee as part of the Committee’s Charter against various general guidelines set forth in the
Board Membership Criteria, a copy which can be found at www.rockwellcollins.com under the [avestor Relations
tab. In addition to the general guidelines, the Committee has identified the following minimum qualifications for
Board membership: each nominee for director should be an individual of the highest character and integrity, have
solid leadership skills, have experience at strategy/policy setting, have good communication skills, have a
reputation for working constructively with others, have sufficient time available to devote to the affairs of the
Corporation, be free of any conflict of interest that would interfere with the proper performance of the respon-
sibilities of a director, and be under the age of 70 as of the meeting of shareowners for which he or she will stand for
election.

Communicating With Board Members

As discussed ubove, the Chair of the Executive Committee generally presides at regular executive
sessions of our non-employee directors. Any shareowner or other interested party may communicate directly with
this presiding director by sending an email to presidingdirector@rockwellcollins.com or writing to: Presiding
Director, Rockweli Collins, Inc., 400 Collins Road NE, Cedar Rapids, 1A 52498. Communications by shareowners
or other interested parties may also be sent to non-employee directors, as a group or individually, by sending an
email to boardofdirectors@rockwellcollins.com or by writing to Board of Directors (or one or more directors by
name), Attn: Corporate Secretary, Rockwell Collins, Inc., 400 Collins Road NE, Cedar Rapids, 1A 52498. Upon
receipt of any communication, the Corporate Secretary will determine the nature of the communication and, as
appropriate, facilitate direct communication with the appropriate director.

CERTAIN TRANSACTIONS AND OTHER RELATIONSHIPS

The Board has adopted the Related Person Transaction Policy providing for the review and approval or
ratification by the Audit Committee of certain transactions or relationships involving Rockwell Collins and its
directors, executive officers, certain shareowners and their affiliates. The Audit Committee is responsible for
reviewing these transactions and takes into account the pertinent facts and circumstances presented, and any other
information they deem appropriate, to determine the disposition action that is in the best interests of the
Corporation. A copy of the Related Person Transaction Policy is available on our website at
www.rockwellcollins.com.

This written policy sets forth procedures for the review, approval or ratification and monitoring of
transactions involving Rockwell Collins and “related persons.” For the purposes of the policy, “related persons”
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include executive officers, directors and director nominees or their immediate family members, or shareowners
owning five percent or greater of Rockwell Collins’ outstanding stock. The Related Person Transaction Policy
defines “related person transactions” in accordance with applicable SEC rules as any transaction in which the
Corporation was or is to be a participant, a related person has a material direct or indirect interest and that exceeds
$120,000. The policy requires these related person transactions to be reviewed and approved or ratified by the Audit
Committee. In addition, this policy requires related persons to disclose to the Audit Committee the material terms of
the related person transaction, including the approximate dollar value of the amount involved in the transaction and
the related person’s direct or indirect material interest in, or relationship to, the related person transaction.

The Corporation employs in non-executive positions the spouses of two executives and those spouses
receive in excess of $120,000 in total employee compensation each. The compensation of these family members
was established in accordance with the Corporation’s employment and compensation practices applicable to
employees with equivalent qualifications, experience and responsibilities. These two employment relationships
were approved by the Board.

The Corporation purchases goods and services in the ordinary course of business from a subsidiary of a
company where Mr. Donegan, a director of ours, serves as an executive officer. This relationship is further discussed
above under Corporate Governance; Board of Directors and Committees — Board Independence. This relationship
has been approved by the Board.

In addition, Mr. Beall’s Rockwell benefits assumed by us, as described below under the heading
“Compensation of Directors™ have been ratified and approved pursuant to the Related Person Transaction Policy.




AUDIT COMMITTEE REPORT

The Audit Committee of the Board of Directors consists entirely of directors who meet the independence
and other requirements of the New York Stock Exchange and applicable law. Two of its three members have been
deemed “audit committee financial experts” (as defined by applicable Securities and Exchange Commission rules)
by our Board. The Committee has furnished the following report:

We assist the Board of Directors in overseeing and monitoring the integrity of the Corporation’s financial
reporting process, compliance with legal and regulatory requirements and the quality of the internal and external
audit processes. Our roles and responsibilities are set forth in a written Charter adopted by the Board of Directors.
We review and reassess the Charter periodically and recommend any changes to the Board for approval.

We are responsible for overseeing the Corporation’s overall financial reporting process. In fuifilling our
responsibilities for the financial statements for fiscal year 2007, we:

« Reviewed and discussed the audited financial statements for fiscal year 2007 with management and
Deloitte & Touche LLP (“Deloitte™), the Corporation’s independent auditors;

« Reviewed and discussed management’s report and Deloitte’s report and attestation on internal control
over financial reporting in accordance with Section 404 of the Sarbanes-Oxley Act;

« Discussed with Deloitte the matters required to be discussed by Statement on Auditing Standards
No. 61 refating to the conduct of the audit; and ’

+ Received written disclosures and the letter from Deloitte regarding its independence as required by
Independence Standards Board Standard No. 1. We discussed with Deloitte its independence, and
considered whether the provision of non-audit services by Deloitte is compatible with maintaining its
independence. All audit and non-audit services provided by Deloitte to the Corporation in fiscal year
2007 were pre-approved by us,

Based on our review of the audited financial statements and discussions with management and Deloitte,
we recommended to the Board of Directors that the audited financial statements be included in the Corporation’s
Annual Report on Form 10-K for fiscal year 2007 for filing with the SEC. The Audit Committee also has reviewed
the performance and independence of Deloitte and recommends that shareowners approve the selection of Deloitte
as the Corporation’s independent auditors for fiscal year 2008.

Audit Committee
Joseph F. Toot, Jr., Chairman
Chris A. Davis
Andrew J. Policano




EQUITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Principal Shareowners

There is no shareowner known to us that beneficially owns more than 5% of the outstanding shares of our
Common Stock as of September 30, 2007.

Management Equity Ownership

The following table shows the beneficial ownership, reported to us as of December i, 2007, of our
Common Stock, including shares as to which a right to acquire ownership within 60 days exists {for example,
through the exercise of stock options or through various trust arrangements) within the meaning of Rule 13d-3(d)(1)
under the Securities Exchange Act of 1934, as amended, of each director, each executive officer listed in the table
and of such persons and other executive officers as a group.

Beneficial Ownership on
December 1, 2007

Percent of
Name Shares” _Class®
Clayton M. Jones . . . .. U 1,435,002 —*
Donald R. Beall .. ... .. oo 372,916 —*
Anthony J.Carbone ... ..ottt e 40371439 —
Michael PC. Carns™™ . . ... it ittt i 37,29913© —*
Chris A DaVIS . ...ttt 34,8759 —x
Mark Donegan . ... ... .. . e 3,038¢ -—*
Ralph E. Eberhart. ... ... .. ... e, 3,000 —*
Andrew J. Policano. . .. ... .. ... . . e 5,133@ —*
Cheryl L. Shavers, . ... ..o it e et e 24,503¢39) — %
Joseph F. Toot, Jo** 44,8886 -
Robert M. Chiusano .. ... ... .. e e e e 77,224(3‘4‘8) —*
Gregory S. Churchill. . ... ... e 28427099 —*
Patrick E. ALIBD .. oot e 176,898C4 —*
Gary R, Chadick. ... ... 120,187 —*
Robert K. OMDErg. . . . oot et e oo e e e 89,350 —
All of the above and other executive officers as a group (23 persons). ... .. 3,200,797 4367 85.10) 2

* Less than 1%
** General Carns and Mr. Toot will retire when their terms cxpire at the 2008 Annual Meeting.
(1) Each person has sole voting and investment power with respect to the shares listed unless otherwise indicated.

(2} The shares owned by each person, and by the group. and the shares included in the number of shares outstanding have becn
adjusted, and the percentage of shares owned has been computed, in accordance with Rule 13d-3(d)(1) under the Sccurities
Exchange Act of 1934,

(3) Includes shares held under our Retirement Savings Plan as of December 1, 2007, Does not include 8,022 share equivalents
for Mr. Jones. 2,818 share equivalents for Mr. Chiusano, 1,082 share equivalents for Mr. Churchill, 459 share equivalents
for Mr. Allen, 813 share cquivalents for Mr. Chadick, 240 share equivalents for Mr. Ortberg and 16,300 share cquivalents
for the group, held under our Non-Qualified Savings Plan as of December 1, 2007. These share equivalents under the Non-
Qualified Savings Plan are settled in cash in connection with retircment or termination of employment and may not be
voted or transferred.

(4} Includes shares that may be acquired upon the excreise of outstanding stock options that are or will become exercisable
within 60 days as follows: 1,356,143 for Mr. Jones, 166,040 for Mr. Beall, 23,333 for Mr. Carbone, 23,333 for Mr. Carns,
23,333 for Ms. Davis, 16,833 for Dr. Shavers, 20,607 for Mr. Toot, 66,647 for Mr. Chiusano, 266,951 for Mr. Churchill,
163,962 for Mr. Allen, 105,366 for Mr. Chadick, 86,075 for Mr. Ortberg and 2,684,512 for the group.
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(5) Includes 21,381 shares for Mr. Beall, 1 1,984 shares for Mr. Carbone, 8,912 shares for Mr. Carns, 6,413 shares for Ms. Davis,
4,632 shares for Dr. Shavers and 6,625 shares for Mr. Toot granted as restricted stock as compensation for services as
directors.

(6) Includes 5,054 shares for Mr. Beall, 5,054 shares for Mr. Carbone, 5,054 shares for Mr. Carns, 5,129 shares for Ms. Davis,
3,038 shares for Mr. Donegan, 3,000 sharcs for Mr. Eberhart, 5,133 shares for Dr. Policano, 3,038 shares for Dr. Shavers
and 3,038 shares for Mr. Toot granted as restricted slock units as compensation for services as directors.

(7 Includes 180,441 shares that are held by a family trust. These shares in the lamily trust, along with other assets, are pledged
as collatcral for a loan.

(8) Includes 10,154 shares held by the trust of Mr. Chiusano’s spouse.

(9) Includes 4,838 shares under our Savings Plan held by executive officers’ spouses, 1,547 shares held in an IRA by an
exccutive officer’s spouse and 766 shares acquired by an executive officer’s spouse under our Employee Stock Purchase
Plan as of December 1, 2007.
{10) Does not inctude performance shares held by such persons for which shares of our Common Stock may be issued upon a
change of controt or following each three-year performance period depending on the level of achievement of our
performance goals.

COMPENSATION OF DIRECTORS
2007 DIRECTOR COMPENSATION TABLE

The following table sets forth information regarding compensation for each of our non-employee
directors for 2007. Our non-employee director compensation program is comprised of cash (board and committee
annual retainer fees) and equity (restricted stock unit awards). Mr. Jones, who is a director and an employee, does
not participate in this compensation program for non-employee directors.

Change
in Pension
Value
Non-Equity and
Fees Incentive Non-Qualified
Earned or Stock Plan Deferred All Other
. Paid in Awards Option Compensation Compensation Compensation Total
Name Cash($}"®  ($HPY  Awards($)"? $) Earnings (%) (§)5xe $)
Donald R. Beall'”, . .. ... $85.000  $105,008 — — — $18,684  $208,692
Anthony J. Carbone .. ... $85,000 $103,008 — —_ — $ 7,670 5197678
Michael PC. Camns . ... .. $85,000 $105,008 — — — $ 5704  $195,712
Chris A.Davis . ........ $90,000 $105,026 —_ — — $ 4,104 $199,130
Mark Donegan®™ . ... ... $85000 $ 1,933 — —_ —_ —  $ 86933
Ralph E. Eberhart® ... .. — — — — — — —
Richard J. Ferris!"®. ... .. $45000 $ 242 — — — $ 3472 $ 48,714
Andrew J. Policano'® . ... $90,000 $ 2,759 — — — $ 2900 % 95,659
Cheryl L. Shavers. . ... .. $85,000 $104,204 — — — $ 2964  $192,168
Joseph F. Toot ......... $95,000 $104,204 — — — $ 9,240 $208,444

(1) Non-cmployee directors receive an annual retainer fee of $85,000 that they may elect (o receive in cash ora stock award in
licu of cash. Each of Messrs. Beall, Carbone, Carns, Policano and Ms. Davis elected in 2006 to defer 100% of their cash
retainer in 2007 into restricted stock units (RSUs).

(2) Audit Committee members receive an annual fec of $5,000 and the Audit Commitice chair receives an annual fee of
$10,000. These fees may be paid in cash or in RSUs in lieu of cash, at the election of the Audit Committee member.
Ms. Davis and Mr. Policano elected in 2006 to defer 100% of their 2007 Audit Committce fees into RSUSs.

(3) Under the 2006 Long-Term Incentives Plan, non-employee directors during 2007 received an annual grant of 1,500 RSUs.
Each non-employee director appointed in 2007 was granted 3,000 RSUs upon election as a director. RSU dividend
equivalents payable quarterly arc also included in this column. The values set forth in this column are equal to the
compensation cost recognized in fiscal year 2007 for such items in accordance with Statement of Financial Accounting
Standards No. 123 (revised 2004), Share-Based Payment (SFAS 123R). ’




(4) No options were awarded to directors in fiscal year 2007. The non-employee directors have outstanding equity awards as of
September 30, 2007 as follows:

Restricted

Option Restricted Stock Unit
Name Awards Stock Awards Awards
Donmald R.Beall . ..., .. ... ... .. . .. . ... ... . ....... 167,707 21,381 4,769
Anthony J. Carbone .. ........ ... ... ... ... ... .. ..., 25,000 11,984 4,769
Michael PC. Carns. . ... ... .o e 25,000 8912 4,769
Chris A, Davis . ..o e i e 25,000 6413 4826
Mark Donegan . ........ ... ... ... .. —_ — 3,038
Richard J. Ferris"® ... ... .. . 25,000 _— —
Andrew J. Policano .. ........ ... .. ... .. . . — — 4,831
Cheryl L. Shavers. . .. .. ... ... . .. 18,500 4,632 3,037
Joseph F.Toot ... ... . 22,274 6,625 3,037

(5) Includes cash dividends paid on restricted stock.

(6} Messrs. Beall, Policano and Toot take advantage of the opportunity to have us maich their gifts up to $5,000 under our
Matching Gift Program. Qur matching gifts are included in this celumn.

(7) Mr, Beall also receives benefits related to his prior service as an executive of a predecessor company, These additional
benefits re disclosed further in the narrative below.

(8) Messrs. Donegan and Policano joined as directors in 2006. They received their initial award of 3,000 RSUs prior to the
commencement of the 2007 fiscal year and they are not entitled to an annual grant of RSUs until the 2008 annual meeting.

(9) Mr. Eberhart joined the Board of Directors on November 5, 2007 {afier the end of the 2007 fiscal year).

(13} Mr. Ferris retired from the Board of Direclors effective February 13, 2007, and all restricted stock and RSUs previously
held by him were vested at retirement.

Cash Compensation

All non-employee directors receive a retainer fee of $85,000 per year for service on the Board of
Directors, payable in advance in equal quarterly installments. An additional $10,000 annual retainer fee is paid to
the Audit Committee chair. An additional $5,000 annual retainer fee is paid to each of the other Audit Committee
members. No additional retainer is paid for service on committees other than the Audit Committee. Under the 2006
Long-Term Incentives Plan (2006 LTIP), each director has the option each year to determine whether to defer al! or
any part of his or her retainer fees by electing to receive restricted stock units of our Common Stock valued at the
clasing price of our Common Stock on the New York Stock Exchange Composite Transactions reporting system on
the date the cash retainer payment would otherwise be paid. Directors are reimbursed for all reasonable expenses
associated with attending board and committee meetings and otherwise relating to their director duties, Directors
are eligible to obtain up to $5,000 in matching charitable gifis under our Matching Gift Program.

Stock-Based Compensation

¢

In addition to the retainer fees described above, each non-emptoyee director is granted 3,000 restricted
stock units of our Common Stock under the 2006 LTIP effective concurrently with the director’s election to our
Board. Following the completion of one year of service on the Board, each non-employee director was granted
1,500 restricted stock units of our Common Stock immediately after every Annuat Meeting of Shareowners of the
Corporation. Pursuant to the terms of the directors’ restricted stock units, dividend equivalents in the form of
additional restricted stock units accumulate on the date we otherwise pay dividends on our Common Stock and
directors receive unrestricted shares of our Common Stock in payment for restricted stock units upon termination of
service on the Board of Directors. A director has no voting rights on the restricted stock units prior to the issuance of
unrestricted shares upon termination of service.
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Director Compensation for 2008

In November 2007, the Board of Directors amended the compensation plans for non-employee' directors
in 2008. Non-employee directors will be provided a retainer fee of $100,000 per year for service on the Board of
Directors, payable in advance in equal quarterly installments. Following the completion of one year of service on
. the Board, each non-employee director will receive an equity grant based on a $100,000 value of restricted stock
units of our Common Stock immediately after every Annual Meeting of Shareowners of the Corporation. Each non-
employee director’s initial equity grant will be based on a $200,000 value for the restricted stock units of our
Common Stock effective concurrently with the director’s election to our Board. Directors will continue to be
reimbursed expenses, be eligible for matching gifts and have the option to defer retainer fees by electing to receive
restricted stock units of our Common Stock.

Other

Mr. Beall receives, in addition to the standard non-employee director compensation described above,
directly or indirectly approximately $20,000 per month for office, telecommunication and administrative services.
Payment for these office, telecommunication and administrative services are benefits granted by Rockwell
International Corporation (now known as Rockwell Automation, Inc.) (“Rockwell”) that were assumed by us
in our spin-off from Rockwell (the “Distribution”) and are not compensation for services provided to us as a
director. Mr. Beall also receives various retirement benefits (principally defined benefit pension, 401(k) savings
plan distributions and deferred compensation payouts) associated with his years of service with Rockwell that were
assumed by us in the Distribution.

Director Stock Ownership Guidelines

Each non-employee director is required to own shares of our Common Stock with a market value of at
least three times the annual retainer amount within four years of joining the Board of Directors.

EXECUTIVE COMPENSATION
COMPENSATION DISCUSSION AND ANALYSIS

Introduction

This Compensation Discussion and Analysis (CD&A) provides detailed information about the com-
pensation program for the Corporation’s named executive officers. It includes the Compensation Committee’s
philosophy and objectives, roles and responsibilities, descriptions of each of the elements of compensation and the
basis for compensation adjustments, incentive payments and long-term incentive grants made for 2007. Unless
otherwise noted, references to years in this CD&A are to Rockwell Collins’ fiscal year which commences in
October.

Compensation Philosophy and Objectives

The Compensation Committee (“Committee™) has developed and implemented compensation policies,
plans and programs to provide competitive compensation opportunities with actual payments highly dependent on
the Corporation’s performance results and enhancements to shareowner value, consistent with a pay-for-perfor-
mance philosophy. Base salaries and target incentive compensation are set around the median compensation levels
of other major U.S. Industrial and Aerospace peer companies, adjusted for size. The Committee considers the total
compensation package (earned or potentially available, including benefits) in establishing each element of
compensation.

The policies, plans and programs are designed to meet the following objectives:
+ Support the Corporation’s vision roadmap

= Attract and retain highly qualified executives
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* Be competitive with other major U.S. industrial and peer companies
* Reward corporate, business unit and individual performance (“pay for performance™)
* Align the interests of executives and shareowners

= Promote the balance of annual and long-term results

What Compensation is Intended to Reward

A significant amount of the named executive officers’ compensation is variable, tied to performance as
measured by specific goals for both the annual and long-term incentive plans. To support the pay-for-performance
philosophy, performance is evaluated as follows:

Corporate Performance. The annual incentive plan is designed to reward the achievement of annual
financial goals and key business goals that are important to the current and future success of the Corporation. These
goals are included in the Corporation’s annual operating plan that is prepared by management and approved by the
Board of Directors. The same annual incentive plan design and performance metrics apply to all named executive
officers and most employees of the Corporation worldwide.

The long-term incentives plan has been established to reward the achievement of long-term financial
goals and increased shareowner value. This plan applies generally to about 130 employees of the Corporation
including the named executive officers, These long-term incentives include three-year performance awards and
stock options.

Business Unit Performance. The Chief Executive Ofticer (“CEQ”) reviews the performance of each
business unit and shared service based on the achievement of goals included in the Corporation’s annual operating
plan consisting of both financial and non-financial measures. Based on this overall assessment, the CEO has the
discretion to adjust the annual incentive pool upward or downward to reflect the business unit’s or shared service’s
performance. The Committee has delegated within limits to the CEO certain discretion to increase or decrease the
annual incentive pool to allow for these adjustments.

Individual Performance. The Corporation has a formal performance management program called
Performance Review and Development Plan that applies to all salaried employees including the named executive
officers. Indtvidual performance goals are established at the beginning of each year and are aligned with the annual
operating plan. Performance against these goals is evaluated at the mid-year point and at the end of the year. The
CEO’s personal goals are approved by the Compensation Committee each year in September for the next year,
Following the end of the year at their November meeting, the Committee, with input from the other directors,
formally evaluates the CEO’s performance during its executive session. The CEQ approves the individual
performance goals of the other named executive officers at the beginning of each year, evaluates their performance
at the end of the year and recommends to the Committee any resulting performance adjustments to their salaries and
annual incentive payments.

Roles and Responsibilities

Compensation Committee. The Board of Directors has delegated to the Committee responsibility for
the development and oversight of the Corporation’s executive compensation programs. The Committee consists
entirely of independent directors. The Committee reports back to the Board of Directors the results of its review and
specific proposals regarding changes to compensation programs and actions regarding the CEQ. In accordance with
its charter (available at www.rockwelleollins.com) and its operating procedures and guidelines, the Committee is
responsible for the following:

» Evaluates and approves executive compensation plans and policies
¢ Reviews design and competitiveness of compensation plans

* Reviews and approves corporate financial and key business goals used for the annual and long-term
incentive plans
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« Sets salaries and annual and long-term incentive targets for the CEOQO, other named executive
officers, other executive officers and vice-president/general managers in the businesses (“desig-
nated senior executives’™)

» Oversees annual incentive, long-term incentive and deferred compensation plans and approves
payouts for annual and fong-term incentives for the designated senior executives

« Reviews the design and competitiveness of executive benefits and perquisites

*  Evaluates the CEQ’s performance, sets all elements of the CEQ’s compensation and approves his
annual and long-term incentive plan payouts

The Committee has established a recurring agenda that ensures a consistent and timely review of those
areas under its responsibility.

Independent consultant. The Committee selects and retains the services of an independent consultant
to provide professional advice related to the Corporation’s executive compensation plans. The independent
consultant, Semler Brossy Consulting Group, LLC (“independent consultant™), is retained by the Commitiee
and provides no other service to the Corporation. The independent consultant has direct interaction with the
" Committee’s chairman, attends Committee meetings and provides independent benchmarking of peer companies
and general industry compensation and practices. The independent consultant meets with new Committee members
to orient them to the various policies, programs and processes managed by the Committee. The independent
consultant meets with management to collect information, to solicit management’s input and to fully understand the
Corporation’s plans, goals and actual performance. The consulting relationship is reviewed by the Committee
annually to determine its satisfaction with the services and advice provided by the independent consultan.

Management. The CEO reports to the Committee about the Corporation’s performance, business unit
performance and individual performance of the other named executive officers. He also discusses the operational
and financial plans for future performance periods (annual and long-term) as they relate to compensation decisions.
The CEQ provides input on the design of compensation programs and policies. He also makes recommendations for
compensation changes for the other named executive officers. The Senior Vice President, Human Resources
provides additional support, analysis and counsel, including execution of the programs under the supervision of the
Committee. Certain members of management, including the CEQ, regularly attend Committee meetings. The CEO
is delegated authority for the compensation arrangements for executives below the designated senior exccutive
positions in the Corporation, with limitations that are established by the Comunittee. The Committee typically meets
for a portion of its meetings in executive session, with its independent consultant but without the CEO or other
members of management. The Committee's deliberations on CEQO compensation are held during a non-manage-
ment executive session that typically includes all board members.

Market Benchmarking

Prior to the beginning of each year, the Committee considers benchmark market data for total direct
compensation (base salary plus annual and long-term incentives) for the CEO, named executive officers and other
designated senior executives based on the research done by the independent consultant. The Committee utilizes this
market data to assess the competitiveness of the Corporation’s executive compensation and the mix of fixed (base
salary) and variable (annual and long-term incentives) compensation.

The Committee utilizes two sources of information to benchmark executive compensation — a general
industry peer group with revenues similar to the Corporation and a peer group of companies in the acrospace
industry.

+ General industry peer group: The Corporation’s senior executives have skills that are in demand
outside of the aerospace industry. The independent consultant conducts analysis using salary
information from a widely utilized executive compensation resource — the Towers Perrin Com-.
pensation Data Bank. The independent consultant reviews the compensation levels of industrial
companies with similar revenues.
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* Peer group of ten companies in the aerospace industry:
»  AAR Corporation
» Alliant Techsystems, Inc.
* General Dynamics
* Goodrich Corporation
» Harris Corporation
¢ L-3 Communications
+ Northrop Grumman Corporation
= PerkinElmer, Inc.
* Raytheon Company
» Teledyne Technologies, Inc.

These companies were selected because they are representative of companies that compete with us for
business and executive talent. The peer group is reviewed periodically to assure that it continues to meet the needs of
the Committee.

Each year the independent consultant collects compensation data from public filings for each of these
companies. Rockwell Collins’ revenue is around the median of the peer group; however, because some companies
are larger and some are smaller, the data is size-adjusted to obtain a more accurate view of the market. This data is
also interpreted giving consideration to year-over-year variability and the impact of changes of any individual
named executive officer among the peer group companies.

The Committee generally sets target total direct compensation (base salary and annual and long-term
incentives) around the median of the benchmark data. Each executive can be paid above or below that amount based
on years in the position, prior experience, individual performance and corporate performance.

Comprehensive Compensation Review

In the course of reviewing benchmark information from external sources and making decisions about the
CEOQ’s compensation or considering the CEQO’s recommendations for the other named executive officers, the
Committee also reviews comprehensive compensation portfolios for each named executive officer, This portfolio
information includes detailed modeling of the current dollar value of all aspects of compensation, including base
salary, annual and long-term incentives, perquisites, pension and savings plans, and health and welfare benefits. The
Committee reviews this information to ensure that the total compensation awarded to each named exccutive officer
is reasonable and consistent with the compensation philosophy and objectives discussed above.

Elements of the Compensation Program

The elements of the Corporation’s executive compensation program are as follows: base salary, annual
incentive, long-term inceatives, perquisites and benefits. Each year the Committee approves the design and
performance goals for both the annual and long-term incentives consistent with the Committee’s compensation
philosophy and objectives.

Allocation among the elements of direct compensation. The mix of base salary, annual and long-term
incentives varies by position. To support the pay-for-performance philosophy and consistent with external
benchmark information, the higher the level of responsibilities and accountability, the more compensation is
“at risk” for achieving the Corporation’s annual and long-term performance goals. For the CEO, other named
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executive officers and other executive officers, the mix of the elements of total direct compensation at target levels is
generally the foliowing:

Base Annual Long-Term
Po_sitio_n Salary Incentives Incentives
Chairman, President & CEO . ... .. .. . i i e e i e 20% 20% 60%
Other named executive officers . . ... ... it 30% 20% 50%
Other reports to the CEO . ..... .. P e 40% 20% 40%

Base Salary. Each of the named executive officers, including the CEO, is paid a base salary for
performance of his/her job duties and responsibilities. Base salary targets are generally set around the median of the
competitive data; however, actual salaries can be below, at or above the median depending on performance and past
experience. Newly promoted named executive officers are typically paid below the median of the competitive data
with salary increases over time designed to move them to the median subject to meeting or exceeding their
performance objectives.

Base salary is reviewed ‘annually and consideration is given for base salary adjustments based on
individual performance and available competitive data that is presented by the independent consultant. Salaries are
reviewed after the end of the fiscal year and any adjustments go into effect on January | each year, consistent with
practices for all salaried employees. The salaries of the CEO and the other named executive officers are decided by
the Committee after considering input from the CEO regarding salaries of the other named executive officers and
consulting with the independent consultant and the Board of Directors.

Annual Incentives. The Incentive Compensation Plan is an annual incentive plan with payouts based
on the achievement of specific financial goals and key business goals that are included in the Corporation’s annual
operating plan as approved by the Board of Directors. The annual operating plan reflects the Corporation’s
performance commitments to its key constituents — shareowners, customers and employees — for the upcoming
year. The Incentive Compensation Plan includes specific goals for sales, earnings per share and working capital as a
percentage of sales, and non-financial goals (“key business goals™) in the categories of growth/program pursuits,
operational excellence and people goals. The philosophy is to provide competitive annual incentive payouts when
financial and non-financial goals are met, to provide above-target payouts when these goals are exceeded, and to
provide below target or no payouts when these goals are not met.

The Committee establishes the annual performance target goals and sets each named executive officer’s
annual target bonus as a percentage of salary based upon the median of the competitive benchmark data for each
position. Annual incentive payments can range from 0% to 200% of the annual incentive target based on the
performance achieved against the financial and key business goals. Each named executive officer’s payout may also
be adjusted based upon the individual’s and his or her business unit’s performance during that fiscal year.

The annual incentive pool is the sum of all target bonuses for the named executive officers and other
executives who participate in the annual incentive plan multiplied by the annual incentive payout percent based on
the performance of the Corporation against the goals that were established for the year. The incentive pool is subject
to business unit, as well as individual, adjustments in accordance with recommendations from the CEO 1o the
Committee. Individual performance adjustments can be made to the resulting incentive payments; however, they
cannot in the aggregate increase the size of the incentive pool unless the CEO exercises the discretion delegated to
him by the Committee to increase the pool by up to 5%,

The 2006 Annual Incentive Compensation Plan for Senior Executive Officers, approved by shareowners
at the 2006 Annual Meeting, provides for performance-based annual incentive compensation that is in compliance
with Internal Revenue Code Section 162(m) allowing for the full tax deduction for the annuai incentive payment.
This plan defines a maximum amount for the awards that can be allocated each year to the CEO and to the other
named executive officers. The annual incentive awards actually paid based on the annual Incentive Compensation
Plan described above have been well below the maximum allowed by the Senior Executive Incentive Compensation
Plan.
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Annual Incentive Plan Performance Results. A disciplined performance philosophy has been applied
to the annual incentive plan. When results did not fully meet pre-established goals in 2002 and 2003 due to various
factors including the effects of September 1 1th on the Commercial Systems business, annual incentives were paid at
84% and 75% of target amounts, respectively. For 2004 through 2006, the Corporation’s performance has been
outstanding and has exceeded pre-established targets each year and, as a result, annual incentives were paid well
above target levels (191%, 200% and 143%, respectively). These payouts were the result of exceeding demanding
performance objectives, as the earnings per share (total earnings after taxes divided by total diluted shares
outsianding) goals clearly illustrate. The goal for a target payout cach year for 2004-2006 represented a substantial
increase over the prior year actuat earnings per share — about 13% per year increase on average during 2004-2006,
However, actual growth well exceeded even these targets, with earnings per share gains adjusted for acquisitions
and non-recurring items of 23%, 32% and 23% each year for 2004-2006. Sales growth goals and working capital
goals generally had similar patterns with performance exceeding demanding goals,

Long-Term Incentives. The 2006 Long-Term Incentives Plan, approved by the Corporation’s share-
owners, provides the Committee with the flexibility to grant long-term incentive awards in a variety of forms
including equity and multi-year performance awards. The purpose of long-term incentive compensation is to align
an executive’s performance to the long-term success of the Corporation and to the creation of shareowner value. As
a result, a significant portion of the compensation of the CEQ and other named executive officers is at risk for
achieving the strategic financial performance targets set by the Committee in these long-term incentive awards and
for growing the Corporation’s stock price. These awards also serve as an important retention tool because they vest
over multiple years.

Each year the Committee reviews the competitive market data and analysis for long-term incentive grants
provided by the independent consultant. This review includes the amount of compensation awarded and the design
of a long-term incentive plan that will support the Committee’s pay-for-performance philosophy. The target long-
term incentive compensation for the CEQ and other named executive officers is set around the median of the
competitive market. The Committee sets the long-term incentive target compensation in dollars. This dollar target is
converted to a mix of stock options and multi-year performance awards with overlapping performance cycles. This
approach allows the Committee to establish goals for each cycle that reflect the current strategic business plan.

Stock options are granted with an exercise price equal to the fair market value on the date of grant and
provide compensation value that is dependent on growth in the Corporation’s stock price. The performance award
payouts in cash and stock can range from 0% to 200% of the target amount and the payouts are determined after the
three-year results are evaluated against financial goals. A peer performance modifier, based on total return to
shareowners over the three-year period, can drive an adjustment up or down by 20% of the amount otherwise
payable under the performance awards. For further details on these long-term incentives, see “2007 Compensation,
Long-Term Incentives” below.

Long-Term Incentives Performance Results, The long-term performance awards have been strongly
linked o performance results. The Committee has chosen to use a combination of stock options and performance
cash or shares with multi-year performance cycles. The 2003 through 2006 awards were driven by organic sales
growth and by return on sales (profit after tax divided by total sales) to encourage profitable growth. The return on
sales goals for the 2003-2005 and 2004-2006 cycles reflected high historical margins with 9% or more return on
sales and 8% per year organic sales growth. The Corporation not only exceeded these goals, but also exceeded the
maximum return on sales goal for those cycles. As a result, the long-term incentive awards resulted in payments of
162% and 300% in 2005 and 2006, respectively, reflecting the Corporation’s strong performance. For the same
cycles the Corporation’s total return to shareowners was over 100% (2003-2005 was 125%:; 2004-2006 was 110%).

Due to the performance achievements by the Corporation, the Commiittee raised the return on sales goals
higher for each cycle from 2004 through 2006 and starting with the 2006 through 2008 cycle also lowered the
maximum payout available to participants from 300% of target to 200% of target.

Equity grant practices. The Committee has a practice of approving long-term incentives (including
stock options) at its November meeting each year. The meeting date is scheduled at least one year in advance. Stock
options are granted with an exercise price equal to the closing price of the Corporation’s Common Stock on the date
of the meeting that is the date of grant, This meeting follows the public release of annual earnings typically by one to
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two weeks. The Corporation intends for the market to absorb the impact of its public release of year-end financial
resulis before making the grant. The Committee on occasion will make grants at other regularly scheduled meetings
when a new executive is named either as a resuli of an internal promotion or hiring. The Committee has delegated to
the CEO the authority to make individual equity grants to positions below the designated senior executives. These
grants are approved by the CEQ on the date of a regularly scheduled meeting of the Board of Directors. The
Committee reviews the use of this delegation at its November meeting each year,

Benefits. The CEO and other named executive officers generally are covered by the same broad range
of benefit programs available to other U.S. salaried employees of the Corporation. These benefits include medical,
prescription drug, dental, vision, flexible spending accounts, pension and savings plans, employee stock purchase
plan, life insurance, disability payments and vacation. The Corporation provides a broad array of benefit programs
to attract and retain a skilled and highly talented workforce and to provide employees with choice to meet their
personal needs. These benefits are compared to external benchmarks periodically to assure that they remain
competitive and cost effective. It is the Corporation’s intention to provide a comprehensive benefits program that in
total value is around the median of competitive practice.

Effective October 1, 2006 the Corporation froze its defined benefit pension plan applicable to the named
executive officers and other salaried employees and shifted its emphasis to a defined contribution plan. The
qualified and non-qualified defined benefit pension plans no longer accrue benefits for salary increases and service
rendered by the named executive officers and other salaried employees after September 30, 2006. The penston plan
was frozen to reduce the volatility of expense inherent in defined benefit pension plans, Effective October 1, 2006
the defined contribution savings plan was amended to include an additional corporate contribution using a percent
of eligible earnings ranging from 0.5% to 6% based on age and service. No additional or special retirement benefits
are provided to the CEO or other named executive officers after the pension freeze. For more information about the
CEO and other named executive officer’s pension and savings plan benefits, see the Pension Benefits and the Non-
Qualified Deferred Compensation Tables.

Deferral Plans. To provide a tax-effective opportunity to save for retirement or other future needs, the
Board of Directors has authorized compensation plans that allow for the elective deferral of the receipt of base
salary and performance-based awards (annual incentive and long-term performance awards) when earned and
otherwise payable to eligible employees. Eligible employees include the CEO, other named executive officers and a
select group of other management and professional employees. Amounts deferred into the plan accrue earnings
based on each participant’s selection of investment choices (“tracking funds”) that are generally similar to the core
funds provided in the Corporation’s qualified savings plan.

Perquisites.  As part of a comprehensive executive compensation program, the Committee has provided
the CEO and named executive officers certain annual perquisites, such as:

» Car Allowance
+ Financial Planning Allowance
* Reimbursement for an Executive Physical Exam

These perquisites are designed to be competitive within the industry that the Corporation competes for
executive talent. They are reviewed annuatly by the Committee to assure that they continue to be competitive and
consistent with the overall compensation philosophy. Details about the perquisites provided to the CEO and other
named executive officers are included in the Summary Compensation Table and its footnotes.

2007 Compensation

At its November 2006 meeting, the Committee approved base salary and annual incentive targets for
2007. Long-term incentive grants in the form of stock options and performance awards for the period 2007 through
2009 were also made. At its November 2007 meeting the Committee approved annual incentive payments for 2007
and long-term incentive payments for the performance period 2005 through 2007. These actions are outlined below,

The alignment of pay with performance continued to show results in 2007. The performance of the
Corporation for 2007 was strong in both the Commercial and Government Systems business units, exceeding the
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long-term targets for both growth and financial performance. Earnings per share were 26% above the prior year
while sales increased by 14%. Working capital as a percentage of sales decreased in 2007 to 8.1%. As a result,
payouts for 2007 to the named executive officers for their annual and long-term incentives significantly exceeded
their targets.

Base Salary

The Committee approved a base salary increase for the CEO effective on January [, 2007 of 6.7% to bring
his salary to $260,000, around the median for similar-sized companies in the general industry and peer group and to
recognize the continuing strong performance by the Corporation and his achievements against his personal goals.
The CEO recommended to the Commitiee base salary adjustments for the other named executive officers ranging
from 6% to 15% using the same criteria — market position and performance — as for all other salaried employees.

Annual Incentives

Target Awards for 2007. Target annual incentive amounts for the CEO and other named executive
officers are reviewed annually by the Committee using the competitive information provided by the independent
consultant. Target awards are set around the median of the competitive data for each position. The target awards are
expressed as a percentage of annual salary. For 2007, the target annual incentive (as a percentage of base salary) for
each named executive officer was as follows:

Chief Executive Officer .. . ... . . i e e 100%
Chief Operating Officers ... ...... ... i i e 65%
Chief Financial Officer. . . .. .. ... ... ... . . e 60%
General Counsel . ... .. e e e 55%

Performance Measures for 2007. Prior to the beginning of each year, the CEQ recommends to the
Committee performance measures based on the annual operating plan that are most important to achieving the
Corporation’s goals. For 2007, the Committee selected earnings per share, sales and working capital (defined as
current assets excluding cash and deferred taxes, minus current tiabilities excluding debt) as a percentage of sales.
The working capital measure is based on an average of the measurement taken at the beginning of the year and the
end of each quarter of the year.

Beginning in 2006, the Committee added key business goals as a fourth measure. These goals allow the
Committee to consider non-financial performance that contributes to or detracts from the future success of the
Corporation. These non-financial goals for 2007 (weighted 20% of the target award} included program wins,
product deliveries, facility consolidation and enterprise diversity goals.

The weighting of these measures is evaluated each year. By weighting eamings per share and sales most
heavily and equally at 35% each, the desired balance of sales growth and profit are reflected. In the early years after the
spin-off of the Corporation from Rockwell, working capital management was weighted more heavily to encourage
enhancement of performance in that key measure of success; due to significant improvements from 12.5% of sales in
2004 to a goal of 8.6% for 2007, that measure now represents a smaller portion of the total award at 10%.

Performance Goals for 2007.  For each of these measures, the Committee sets specific target goals based on
the Corporation’s annual operating plan approved by the Board of Directors. A minimum threshold below which no
payment will be made and “stretch™ goals are set for each measure to establish the maximum payout range for the year.

Significant improvements in company performance over what was achieved in 2006, adjusted for
acquisitions and non-recurring items, were required to eam target awards in 2007 as evidenced by the “% Change”
column below:

Measure 2007 Target 2006 Actual % Change
Sales ($inbillions). . . ... ... ... ... ... ... $4.250 $3.843 10.6%
Earnings pershare. ... ...................... $ 3.15 $ 271 16.2%
Working capital as %eof sales ................. 8.6% 9.1% 3.5%




Actual Performance and Payments for 2007,  The financial performance for 2007 and the Committee’s
assessment of key business goals resulted in a payout of 171% of the target award before any adjustments for
business unit and individual performance. The maximum payout was achieved for earnings per share and above
target amounts were realized for sales, working capital and key business goals.

The Corporation’s 2007 actval performance, adjusted for acquisitions and certain other non-recurring
items, on these financial goals, adjusted for acquisitions and non-recurring items, exceeded 2006 actual perfor-
mance as shown below:

Measure 2007 Actual 2006 Actual % Change
Sales ($inbillions). . . ........ ... o ... $4.413 $3.843 14.8%
Earnings pershate. . .. ......... .. .o .. $ 345 $ 2.71 27.3%
Working capital as % of sales .. ............... 8.1% 9.1% 11.0%

The Committee determined the specific achievements during the year for each of the key business goals.
The Committee considered the assessment of performance on each goal individually and overall. Using their
discretion and qualitative judgment, they assessed the overall performance as having exceeded the goals set by the
Committee resulting in an above-target payout of 30% for the key business goals.

Payment to the CEQ — The annual incentive payment to the CEO for 2007 that was determined by the
Committee in executive session was $1,616,000 or 171% of his target award for 2007. No additional adjustment was
made to the formula award.

Payments to the Named Executive Officers — The Committee reviewed and considered the CEO’s
recommendations in approving annual incentive awards to the other named executive officers and other designated
senior executives. Minor adjustments were made to the named executive officers’ incentives based on individual
performance. :

Long-Term Incentives

2007 Grant. At its November 2006 meeting, the Committee provided for grants of stock options and
three-year performance awards (for years 2007 through 2009) to the CEOQ, the other named executive officers and
certain other employees under the 2006 Long-Term Incentives Plan.after consultation with the independent
consultant, The target awards in dollars for the CEO and other named executive officers were set after taking into
account levels of responsibility, competitive market data and the relative contribution of each position to the
business (i.e., internal equity or consistency between positions).

At its April 2007 meeting, the Committee reviewed trends in the forms of awards used by peer companies
and the design of the long-term incentive plans with the independent consultant. Since 2006, the Committee has
granted long-term incentives as stock options (50% of the target dollar value) and a multi-year performance award
(50% of the target dollar value with half in cash and half in performance shares) to provide balance to encourage
achievement of multi-year financial goals and increased shareowner value. To further strengthen the emphasis on
balancing these key success factors and to align with enhancing shareowner value, the Comimittee determined that it
would, beginning in November 2007, provide the long-term incentives grant as 50% stock options and 50%
performance shares for performance over a three-year period. The cash portion of the performance award will be
eliminated.

Stock Options — 50% of the 2007 target dollar value for each named executive officer’s long-term
incentive award was granted as stock options. The exercise price of the options is the fair market value defined as the
closing sale price of the stock as reported in the New York Stock Exchange-Composite Transactions on the date of
grant and the options vest in three equal amounts on the first, second and third anniversary of the grant. The number
of stock options is determined on the date of grant by dividing the target stock option compensation in dollars by the
fair market value of one stock option (using an option pricing model for valuation) and rounded up to the nearest
100 shares.

Performance Awards — 50% of the 2007 target dollar vatue for each named executive officer’s long-term
incentive award was granted by the Committee in the form of a three-year performance award (denominated half in
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cash and half in performance shares) for achievement of pre-established financial goals for the years 2007 through
2009. The financial goals, based on the strategic plan approved by the Board of Directors, focus on long-term
profitable growth of the Corporation — measured by return on sales and cumulative sales — and total return to
shareowners relative to peer companies. These measures reflect the importance of long-term financial performance
balanced by its impact on total return to shareowners.

Financial goals:

*+ Return on sales is determined by taking the net income divided by the total sales for the years 2007
through 2009, The goal was set at 11%. The goal was increased from 10.5% set for the prior cycle; this
is the third consecutive grant where the goal to achieve a target award has been increased. The return
on sales goal significantly exceeds the return on sales achieved by the peer companies.

» Cumulative sales reflects an average annual organic growth rate of 8% per year for the years 2007
through 2009. The three-year cumulative sales goal of $13.8 billion was increased by 14.2% over the
previous three-year cycle (years 2006 through 2008).

Peer performance modifier:

» The modifier is a potential adjustment to the award (otherwise determined based on return on sales and
cumulative sales) up or down by 20% depending on the Corporation’s total return to shareowners
(share price growth plus dividend yield) measured against a group of peer companies.

» The peer performance adjustment will be made as follows:

* If performance is among the top three peer companies, the award based on achievements for return
on sales and cumulative sales will be adjusted upward by 20%.

» If performance is among the middle four companies, no adjustment will be made.

+ If performance is among the bottoni three peer companies, a reduction of 20% will be made to the
final award.

+ The peer companies are AAR Corporation, Alliant Techsystems, Inc., The Boeing Company, General
Dynamics, Goodrich Corporation, L-3 Communications, Lockheed Martin Corporation, Northrop Grum-
man Corporation, Raytheon Company and Teledyne Technologies, Inc. This peer group differs slightly
from the compensation peers listed earlier because it more accurately reflects the relative differences
between the Corporation’s stock performance and market conditions within the industry and alternative
investments for shareowners irrespective of the size of the company. The compensation peer group is more
balanced as to size {a few larger and a few smaller companies) to aliow for appropriate compensation
comparisons.

The total shares awarded in November 2006 for stock options and performance shares at target payout
represent 0.3% of total shares outstanding as of the date of grant.

The Committee will review management’s achievement of the pre-established financial goals at its
November 2009 meeting and determine the payment, if any, earned by participants under the 2007 performance
awards.

Cash Performance Unit Payment for the period ending in 2007. In November 2007, the Comsmittee
determined the payments (o participants for the three-year cash performance unit granted in November 2004
covering the years 2005 through 2007. The pre-established goals for the three-year period were for cumulative sales
and return on sales. Performance for the three-year performance period is summarized below:

* Return on Sales, after adjustment for acquisitions and non-recurring items, was 12.8%, substan-
tially exceeding the target of 10%. This compares to a median return on sales of 5.2% among the
peer companies over the same period.

» Cumulative sales, after adjustment for acquisitions, was $11.4 billion compared to a goal of
$10.2 billion.
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+ Total return to sharcowners was among the middle 4 of the 10 peer companies so there was no
adjustment for this measure.

Based on the Corporation’s strong performance during the three-year period for cumulative sales growth
and return on sales against the pre-established performance goals, payment of 300% of target awards was made to
113 executives of the Corporation, including the CEO and other named executive officers, based on the formula
established for the awards. The Committee made no other adjustments to the final award. The CEO received a
payment in November 2007 of $1.8 million resulting from the three-year performance at 300% of his target award.
This performance award payout represented the last cycle that included maximum payouts up to 300% of the target.
All subsequent awards include maximum payouts at 200%, subject to any peer performance modifier.

Compensation for 2008

At the November 2007 meeting of the Committee, the independent consultant presented competitive
benchmark data for named executive officers’ compensation and the CEO reviewed the performance of the other
named executive officers and designated senior executives. In addition, based on the competitive report provided by
the independent consultant, the Committee considered the CEQ’s recommendation in approving target annual
incentives for 2008 and long-term incentive grants made up of stock options and three-year performance share
awards that are dependent on the Corporation’s performance for the years 2008 through 2010 for cumutlative sales,
return on sales and total shareowner return. For the other named executive officers, the annual incentive targets were
increased five percentage points for the chief operating officers and general counsel and ten percentage points for
the chief financial officer. The long-term incentive target values were increased by $50,000 for two of the named
executive officers who are relatively new to their positions. These adjustments were made to remain competitive
with the median of the benchmark data. The performance goals for 2008 through 2010 were increased over prior
cycles for the fourth consecutive cycle.

The Committee mel in executive session with the CEO to discuss his performance for 2007. The
Committee then met in executive session with the independent consultant and without the CEO present to discuss
CEO compensation. They reviewed the Corporation’s results for 2007 and established the CEQ’s annual incentive
payment (as outlined above) and 2005 through 2007 cash performance unit payment according to the pre-
established formula approved in 2004. Based on the input of the independent consultant and after consulting with
the other members of the Board of Directors, the Committee approved a base salary increase for the CEO of 4% 10
$1 million annually to be effective January 1, 2008, the 2008 target annual incentive at 100% of base earnings and a
Jong-term incentive target award of $3 million made up of stock options and a three-year performance share award
payable for achievement of pre-established goals for return on sales, cumulative sales and total return to
shareowners for the performance period of fiscal years 2008 through 2010. The long-term incentive target for
the CEQ was increased by 25% over prior years to remain competitive with the median of the benchmark
compensation data reported by the independent consultant.

Stock Ownership Guidelines .

The Committee believes that senior executives should have a significant equity interest in the Corpo-
ration. To promote equity ownership and further align the interests of senior executives with the Corporation’s
shareowners, the Committee increased ownership guidelines for senior executives in 2006.

These guidelines require that each executive officer own shares of the Corporation’s common stock with a
market value of at least a specified multiple of their salary within a predetermined time period. At the Committee’s
April 2006 meeting, the guidelines were increased to six times salary for the CEQ, three times salary for the other
named executive officers and two times salary for certain other executive officers. Progress toward meefing the
higher guidelines was reviewed by the Committee at its April 2007 meeting and it is expected that the ownership
guidelines will be met by January 1, 2012, the time period.established by the Committee in 2006.

The Corporation considers all shares held as follows toward meeting the ownership requirements: shares
owned outright (including in trusts and those held by a spouse), shares in the qualified savings plan, share
equivalents held in the non-qualified savings plan, and shares in the employee stock purchase plan. Unexercised
stock options and unearned performance shares are not included toward meeting the target.
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Employment, Severance and Change of Control Agreements

The Committee does not generally enter into employment contracts with the executive officers, including
severance arrangements. The executives serve at the will of the Board. This approach allows for removal of an
executive officer prior to retirement whenever it is in the best interest of the Corporation to do so, with discretion on
whether to provide any severance package (excluding vested benefits). On the rare occasion when an executive
officer is removed, the Committee exercises its business judgment in approving any appropriate separation
agreement in light of all relevant circumstances, including the individual’s term of employment, past accomptish-
ments and reasons for separation.

The Committee has approved change of control employment agreements with each of the named
executive officers and with certain other executives. The current agreements were approved after reviewing the
competitive benchmark data for simitar arrangements with the independent consultant. The Committee has adopted
these agreements to provide executive officers with a strong incentive to remain with the Corporation if there is a
change of control, or the threat of such a transaction, and to maintain a competitive total compensation program.,
These change of control employment agreements also protect executives'if they are terminated by the acquirer
following the change of control. The payments are subject to a “double trigger” requiring that a change of control
occur and a termination, or constructive termination, of employment also occur. Since constructive termination can
be open to interpretation, the agreements also provide a 30-day period one year after the change of control during
which the executive can exercise the right to leave the Corporation and collect the severance benefits (however, the
benefits in these circumstances are reduced by 50% except Iong-\tenn incentive awards paid under the terms of a
separate sharcowner approved plan). These agreements are set to be re-evaluated on or before June 2009.

The Committee has provided for special treatment of long-term incentive awards upen death, disability
and retirement, as well as change of control. The Committee evaluates these provisions from time to time and
believes they are appropriate as part of a competitive total compensation program. For additional details about the
terms and potential payments in the event of change of control and other separations, see the discussion of “Potential
Payments upon Termination or Change in Control.”

Payment Recovery Provisions

Executive officers are subject to certain restrictive agreements that could be relevant upon a termination
of employment, including confidentiality restrictions, mutual arbitration agreements, non-competition covenants
and employee non-solicitation arrangements. An executive could lose all cutstanding long-term incentives and/or
be required to refund various long-term incentive benefits realized in the prior two-year period for breaching the
non-compete or non-solicitation restrictions.

The CEO and CFO could also be required by law to reimburse the Corporation for certain incentive
compensation amounts received associated with misconduct leading to an accounting restatement.

Tax Deductibility of Executive Compensation

Under Internal Revenue Code Section 162(m), a publicly held Corporation may not deduct in any taxable
year compensation in excess of one million dollars paid in that year to its CEO and its other named executive
officers unless the compensation is “performance based.” Awards under the Senior Executive Incentive Compen-
sation Plan, grants of stock options and grants of performance awards are’designed to be “performance based”
compensation. Since the Comumittee retains discretion with respect to base sataries and certain other compensation
awards, those elements would not qualify as “performance based” compensation for these purposes. For year 2007,
the Commiltee believes that all of the compensation for the named executive officers is deductible under this tax
code provision,
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COMPENSATION COMMITTEE REPORT

The Compensation Committee of the Board of Directors acts on behalf of the Board to establish and
oversee the executive compensation program in a manner that serves the interests of the Corporation and its
shareowners. For a discussion of the policies and procedures, see Corporate Governance; Board of Directors and
Committees — Compensation Commitice.

Management of the Corporation prepared the Compensation Discussion and Analysis of the compen-
sation program for named executive officers. We reviewed and discussed the Compensation Discussion and
Analysis for fiscal year 2007 (included in this proxy statement) with management. Based on this review and
discussion, we recommended to the Board of Directors that the Compensation Discussion and Analysis be included
in this proxy statement and incorporated by reference in the 2007 Form 10-K for the year ended September 30,
2007, for filing with the Securities and Exchange Commission. The Board has approved that recommendation.

Compensation Committee
Anthony J. Carbone, Chairman
Mark Donegan
Joseph F. Toot, Jr.

SUMMARY COMPENSATION TABLE FOR 2007

The following table sets forth information concerning compensation, from all sources, paid to or earned
by our chief executive officer, chief financial officer and our other three most highly compensated executive officers
at September 30, 2007, plus one other person who was an executive officer during.2007 and would have been
included as one of our other three most highly compensated executive officers if he had remained an executive
officer at September 30, 2007 (the “named executive officers”), for services rendered in all capacities to us and our
subsidiaries for the 2007 fiscal year.

Non-Equity Change in

Stock Option Incentive Plan Pension All Other

Name and Salar Bonus  Awards Awards Compensation Value Compensation

Principal Position Year (9 ®F @ [ ™ () [ Total (5)

Clayton M. Jones 2007 $945.000 —  $720486 $1,926,428 $3416000 $1,021347 $167,709  $8,196,970
Chairman, President '
and CEO .

Gregory S. Churchill 2007 $480,000 —  $290340 % 598900 $1,283,600 § 115398 3§ 92,257 $2,860.495
EVP and COQ,
Government Systems

Patrick E. Allen 2007 $420,750 —  $191,905 $ 384,883 § 919,200 $§ 23,338 $ 63,139 $2,003,215
SVP and CFO .

Gary R. Chadick SVP, 2007 $364,700 —  $145015 $ 301,728 $ 733,000 § 18638 % 59,705 $1,622,786
General Counsel
and Secretary

Robert K. Ortberg 2007 $400,000 —  $145465 $ 211,111 $ 564600 § 32,228 $ 70,135 $1,423,539 .
EVP and COO, )
Commercial Systems :

Robert M. Chiusano'” 2007 $216,148 —  $ 78,786 $ 317,252 $ 865249 $1,328,258 $ 36,969 32,842,602

Former EVP and COO,
Commercial Systems

(1) Includes amounts deferred by the executives. Each of the executives also contributed a portion of his salary to the company’s
qualified and non-qualified savings plans. Mr. Chiusano's salary also includes the final payout of earned but unused vacation
paid at retirement.

{2) No discretionary bonus was paid to any named executive officer in this table.

(3) The dollar values set forth in this column are equal to the compensation cost recognized in 2007 for financial statement
purposes in accordance with SFAS 123(R), but do not reflect a reduction for possible forfeitures. A discussion of the
assumptions used in recording compensation cost for stock options and performance shares is set forth in Note 13 of the
Notes to Consolidated Financial Statements of our 2007 Annual Report to Shareowners.
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4)

(3)

(6)

The dollar values set forth in this column represents the sum of performance unit payouts denominated in cash (long-term
incentives) for the 2005-2007 performance period and annual incentive compensation plén payments for service in 2007 as
follows: Mr. Jones $1,800,000 for long-term incentives and $1,616,000 for annual incentive. M. Churchill $750,000 for long-term
incentives and $533,600 for annual incentive. Mr. Allen $487,500 for long-term incentives and $431,700 for annual incentive.
Mr. Chadick $375,000 for long-term incentives and $358,000 for annual incentive, Mr. Oriberg $120,000 for long-term incentives
and $444,600 for annual incentive. Mr. Chiusano $625,000 for long-term incentives and $240,249 for annual incentive.

The amounits displayed are the sum of the increase (decrease) in the annualized present values (discounted at 6.6%) of qualified
and non-qualified pension plan benefits for each named executive officer as follows: Mr. Jones $19.517 in the qualified plan and
$1,001,830 in the non-qualified ptan, Mr. Churchill ($4,323} in the qualified plan and $119,721 in the non-qualified plan. Mr. Allén
($3,573) in the qualified plan and $26,911 in the non-qualified plan. Mr. Chadick ($310) in the qualified plan and $18,948 in the
non-qualified plan. Mr. Ortherg (35,266} in the qualified plan and $37,494 in the non-qualified plan. Mr. Chiusano $298,609 in the
qualified plan and $1,029.649 in the non-qualified plan. On October 1, 2006, the Company adopted the measurement date
provisions of SFAS 158, Employers” Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of
FASB Statements No. 87, 88, 106, and 132(R), by changing the measurement date to match the end of the fiscal year, Because the
change occurred after the 2006 annual report, the values in the table are prorated to show the annualized change rather than the
15 months between June 30, 2006 and September 30, 2007. The actual sum of increased present values of qualified and non-
qualified pension plan benefits for each named executive officer for the 15 month measurement date period are as follows:
Mr. Jones $24,396 in the qualified plan and $1,252,288 in the non-qualified plan. Mr. Churchill ($5,404) in the qualified plan and
$149.651 in the non-qualified plan. Mr. Allen ($4,466) in the qualified plan and $33,639 in the non-qualified plan. Mr. Chadick
($388) in the qualified plan and $23,6835 in the non-qualified plan. Mr. Ortberg ($6,583) in the qualified plan and $46,867 in the
non-qualified plan. Mr. Chiusano $373,261 n the qualified plan and $1,287,061 in the non-qualified plan. For more information
about these plans see the Pension Benefits section. None of the named executive officers had above-market earnings in the non-
qualified deferred compensation plan.

For Mr. Jones the amount in this column represents the sum of the following components: $25,200 for automobile allowance,
contributions to the company’s qualified and non-qualified savings plans made up of $56,700 in company matching
contributions and $57,738 for retirement contributions, plus other items totaling $28,071, which includes the incremental
value of the executive lang-term disability benefit, personal use of the company aircraft, financial planning, executive
physical, incidental costs from offsite Board of Directors meetings, discounted sale of unused vacation time, and a tax
gross-up on non-qualified savings and deferred compensation.

For Mr, Churchill the amount in this column represents the sum of the following components: $20,400 for automobile
allowance, contributions to the company’s qualified and non-qualified savings plans made up of $28,800 in company
matching contributions and $29,319 for retirement contributions, plus other items totaling $13,738, which includes the
incremental value of the executive long-term disability benefit, financial planning, airline club memberships, incidental
costs from offsite Board of Directors meetings, discounted sale of unused vacation time, event tickets and a tax gross-up on
non-qualified savings and deferred compensation.

For Mr. Allen the amount in this column represents the sum of the following components: $20,400 for automoebile allowance,
contributions to the company’s qualified and non-qualified savings plans made up of $25,245 in company matching
contributions and $11,678 for retirement contributions, plus other items totaling $5,816, which includes the incremental
value of the executive long-term disability benetit, financial planning, incidental costs from offsite Board of Directors meetings,
event tickets and a tax gross-up on non-qualified savings and deferred compensation.

For Mr. Chadick the amount in this column represents the sum of the following components: $20,400 for automobile allowance,
contributions to the company’s qualified and non-qualified savings plans made up of $21,882 in company matching
contributions and $7,294 for retirement contributions, plus other items totaling $10,129, which includes the incremental
value of the executive long-term disability benefit, financial planning, airline club memberships, incidental costs from offsite

Board of Directors meetings, event tickets and a tax gross-up on non-gualified savings and deferred compensation.

For Mr. Ortberg the amount in this column represents the sum of the following components: $20,400 for automobile allowance,
contributions to the company’s qualified and non-qualified savings plans made up of $24,000 in company matching
contributions and $20,001 for retirement contributions, plus other items totaling $5,734, which includes the incremental

- value of the executive long-term disability benefit, financial planning, airline club memberships, incidental costs from offsite
. Board of Directors meetings, event tickets and a tax gross-up on non-qualified savings and deferred compensation.

(M

For Mr. Chiusano the amount in this column represents the sum of the following components: $8,300 for auiomobile
allowance, contributions to the company’s qualified and non-qualified savings plans made up of $11,500 in company
matching contributions and $12.969 for retirement contributions, plus other items totaling $4,000, which includes the
incremental value of the executive long-term disability benefit, financial planning, and a tax gross-up on non-gualified
savings and deferred compensation.

Mr. Chiusano retired on March 31, 2007.
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GRANTS OF PLAN-BASED AWARDS

Shown below is information on grants to the Named Executive Officers of plan-based awards during

fiscal year 2007.

All Other
All Other Option

Stock Awards: Exercise  Grant Date

Estimated F'uture Payouts  Estimated Future Payouts .\t:abred:d P“::JI:-I:I'!;, DP:IE:?E v.l;.;':r of

In:]el;‘:;:ehl’cl.:;lag::}r.l‘ls Unde;’l';:gu:\{nl:ic: meive Sharesof  Under-lylng  Option Stock and

Stock or Options Awards Option

Name Grant Dute and Type Target ($)  Maximum ($)  Target (#) Maxi #  Unlts(®) ()] {$/Sh) Awards ($)
Jomes. . ... 10/1/2006  ICP*Y $945,000  $1,890,000 — — — - — —_
11/9/2006  Performance Units™  $600,000 $1,440,000 — — — — - —

11/9/2006  Performance Shares™ — — 10360 24,864 — - —  $ 600,051
11/9/2006  Stock Options™ — — — — — 74700 $57.92  $1,237.779
Churchill . . 10/1/2006 1CP™V $312,000 § 624,000 —_ — — — —_ —
11/9/2006  Performance Units®™®  $250,000 $ 600,000 — —_ — — — —
11/9/2006  Performance Shares™ — = az7 10,361 — — — $ 250,041
11/9/2006  Stock Options™ — — — —- - 29,300  $57.92 $ 485501
Allen. .. .. 10/1/2006  1ICP'Y $252450 $ 504,900 — — _ — — —
11/9/2006  Performance Units™®  $162,500 § 390,000 — - -— _ — —
11/9/2006  Performance Shares*™ — — 2806 6.734 — — — $ 162524
11/9/2006  Stock Options™ — — — — — 19,700  $57.92 $ 326,429
Chadick . . . 10/12006  ICP\Y $200,585 § 401,170 — — — — — —
11/922006  Performance Units™  $125,000 $ 300,000 — — — _ — —_
11/9/2006  Performance Shares'™ — — 2,159 5,182 — — — § 125,049
11/9/2006  Stock Options™ — — — wram — 15100  $57.92 $ 250,207
Orberz ... 10172006 ICP" $260.000 $ 520,000 — — — — — —
11972006 Performance Units™  $225000 § 540,000 — — — — — -
11/9/2006  Performance Shares™ — — 3885 9,324 —_ — — § 225019
11/9/2006  Stock Options®™ — — — —_ — 27200 $5792 § 450,704
Chiusano .. 1012006 ICP™ $124,5838 249,167 — — — — — —

(n

2

(3)

Sy

The amounts set forth in this row represent the 2007 annual incentive established for each named executive officer under the
Annual Incentive Compensation Plan (ICP), which is an incentive program designed to reward for the achievement of annual
performance goals. The performance measures and methodology for calculating payouts is described in the CD&A section.
Payouts can range from 0% to 200% of target,

The amounts set forth in this row represent performance unit awards in 2007 under our 2006 Long-Term Incentives Plan
denominated in cash, which are performance based long-term incentives that are designed to reward for the achievement of
specified goals over a three-year performance period. Payouts can range from 0% to 200% of target and are also eligible fora
potential adjustment that is based on our total shareowner return for the performance period as measured against a group of
peer companies. This adjustment is a multiplier of plus or minus 20 percent. The performance goals for the FY07-FY09
performance period are cumulative sales growth and return on sales. See the CD&A section for more information. Named
executive officers must remain employed through the performance period to eamn an award, although pro-rata vesting results
if employment terminates earlier due to retircment, death or disability. See the “Estimated Payments on Termination or
Change in Control” section for trcatment of performance units in these situations.

Similar to performance unit awards, the amounts set forth in this row represent performance share awards in 2007 under our
2006 Long-Term Incentives Plan, which are also performance based long-term incentive grants that are designed to reward
the achievement of specified goals over a threc-year performance period. The payout range, goals and potential adjustment
are the same as listed above for performance units. See the CD&A section for more information. The grant date fair values
were derived by multiplying the grant date per share price times the target number of shares, Until the distribution of any
Common Stock after the performance period is complete, executives do not have rights to vote the shares, receive dividends
or any other rights as a shareowner. Similar to the treatment of performance units, named executive officers must remain
employed through the performance period to eamn an award, although pro-rata vesting results if employment terminates
carlier due to retirement, death or disability. See the “Potential Payments Upon Termination or Change in Control” section
for treatment of Performance Shares in these situations.

The amounts set forth in this row are the number of stock options granted to each named executive officer in 2007 under our
2006 Long-Term Incentives Plan. Stock options are exercisable in three equal annual installments beginning on the first
anniversary of the date of grant, Stock options may also vest upon a change in control under certain circumstances, and a
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portion of the stock options may vest upon termination due to retirement, death or disability. See the “Potential Payments
Upon Termination Change in Control” section for a discussion of treatment of stock options in these situations. Stock
options expire ten years from the date of the grant. No dividends or dividend equivalents are payable with respect to stock
options. Per our 2006 Leong-Term Incentives Plan, the exercise price for these grants was equal to our closing share price on
the New York Stock Exchange on the date of the grant.

(5) These amounts have been prorated based on Mr. Chiusano’s retirement on March 31, 2007,

Annual Incentive Compensation Plan

The Annual Incentive Compensation Plan is an incentive plan with payouts based on the achievement of
specific financial goals and key business goals that are aligned with our annual operating plan as approved by the
Board of Directors. It includes specific goals for sales, earnings per share and working capital as a percentage of
sales and non-financial goals (“key business goals™) in the categories of growth/program pursuits, operational
excellence and people goals. Annual incentive payments can range from 0% to 200% of the incentive target based
on our performance achieved against the financial and key business goals. Individual performance adjustments can
be made to the incentive payments. The 2006 Annual Incentive Compensation Plan for Senior Executive Officers
(Senior Executive Plan), approved by shareowners at the 2006 Annual Meeting, provides for an IRS Section 162(m)
compliant maximum amount for the incentive awards that can be allocated each year to the named executive
officers based on a percentage of pre-tax segment operating earnings. The Senior Executive Plan generally yields a
potential inceative payout to the named executive officers that is significantly higher than the incentive payout to the
named executive officers calculated in accordance with the incentive plan applicable to a broader group of
executives. The Compensation Committee regularly exercises its discretion under the Senior Executive Plan to
reduce and more closely align the actual payout to the named executive officers with the more broadly applicable
incentive plan.

Performance Units and Performance Shares

Performance awards are based on three-year performance periods tied to established targets for cumu-
- lative sates and return on sales. Payouts can range from 0% to 200%. In addition, the awards include a potential
multiplier adjustment up or down by 20 percent depending on the Corporation’s total return to shareowners (share
price growth plus dividend yield) measured against a group of ten peer companies. If performance is with the top
three peer companies, 20 percent of the amount otherwise payable will be added to the award. If performance is with
the middle four companies, no adjustment will be made. If performance is with the bottom three peer companies, a
reduction of 20 percent of the amount otherwise payable will be made to the final award. The actval cash or share
amount, to the extent earned, will be determined after the applicable three-year period is complete. The perfor-
mance units are payable in'cash while the performance shares are payable in shares of Common Stock.
Stock Options

The provisions of the stock option grants are as follows:

+ Ten-year term.

» The exercise price is the fair market vatue defined as the closing sale price of the stock as reported in
the New York Stock Exchange-Composite Transactions on the date of grant.

* Vest in three equal amounts on the first, second and third anniversary of the grant.

= Continue to vest upon retirement under one of our retirement plans (eligibility is currently as early as
age 55) provided the retirement occurs on or after the first anniversary of the grant.

* Upon death, the stock options become fully exercisable.
» In the event of a change in control, all stock options then cutstanding become fully exercisable.

» Incentive stock options are utilized for a portion of the grant to the named executive officers.

98-




General

For further information about these plan-based awards, see the “Compensation Discussion and Analysis.”

OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END

The following table provides outstanding stock options and unvested stock awards information for the
named executive officers as of September 30, 2007.

Option Awards Stock Awards
Equity
Incentive Plan Equity Incentive
Awurds: Plan Awards:
Number Market
Number of Number of of Unearned or Payout
Securities Securities Shores, Value of
Underlying Underlying Units or Other Unearned Shares,
Unexercised Unexercised Option Option Rights That Units ar Other
Options (#} Options (#) Exercise Expiration Have Not Rights That Have
, Name Grant Date  Exercisable  Unexercisable'”  Price ($)(2) Date Vested (#)" Not Vested ($)""'
| Jones . ........ .. 10/4/99 144,900 — $32.61 10/4/09 — —
; 7/5/01 437,067 — $22.35 FI57H1 — —
! 9/11/02 248411 - $2097 9112 — —
11/6/03 250,000 — $27.97 L6113 — —_
1172/04 123,333 61,667 $36.55 11/2/14 — _ —
1 1/17/05 32,933 65,867 $44 .85 11/17/15 27,582 $2,014,589
11/9/06 — 74,700 $57.92 11/9/16 20,720 $1,513,389
Churchill .. ...... 10/4/99 10,143 — $32.61 10/4/09 — —
7/5/01 14,000 — $22.35 75111 — —
6/12/02 15,0600 — $24.86 6/12/12 — —
9/11/02 38,032 — $20.97 91 1/12 — —
11/6/03 100,000 —— $27.97 11/6/13 — —
11/2/04 49,333 24.667 $36.55 i1/2/14 — . -
11/17/05 13,333 26.667 $44.85 LIS 10,814 $ 789,855
11/9/06 — 29.300 $57.92 L1/9/16 8,634 $ 630,627
Allen........... 10/2/00 14,796 — $18.60 10/2/10 — —
7/5/01 38,000 — $22.35 751 — —
9/11/02 19,000 - — $20.97 9711712 — —_
11/6/03 19,000 — $27.97 11/6/13 — —
1172/04 32,666 16,334 $36.55 11/2714 — —
11/17/05 8,800 17,600 $44.85 /1715 7,248 $ 529394
11/9/06 — 19,700 $57.92 11/9/16 5612 5 409,900
Chadick ......... 11/6/03 50,000 — $21.97 11/6/13 -— —
11/2/04 24,666 12,334 $36.55 1172114 — —
11/17/05 6,666 13,334 $44.85 11117115 5,396 $ 394,124
11/9/06 — 15,100 $57.92 11/9/16 4,318 $ 315387
Ortherg. . .. ... ... 10/4/99 2,576 — $32.61 10/4/09 — —
745101 26,000 — $22.35 7511 — —
9/11/02 16,000 — $20.97 911/12 — —
11/6/03 16,000 — $27.97 11/6/13 — —
11/2/04 8,066 4,034 $36.55 11/2/14 — —
11/17/05 2,166 4,334 $44.85 11717415 1,784 $ 130,303
" 11/9/06 — 27,200 $57.92 11/9/16 7,770 $ 567,521
Chiusano ........ 11/2/04 15314 24,667 $36.55 33112 — —
1{/17/05 13,333 26,667 $44.85 3/31/12 5,407 F 394927
=20




(1) Stock options are excrcisable in three equal annual installments beginning on the first anniversary of the date of grant.

(2) The optien éxercise price for these grants was cqual to our closing share price on the New York Stock Exchange on the date
_of the grant,
(3) The amounts set forth in this column were derived by multiplying each named executive officer’s target performance shares
by the maximum payout percent assuming no adjustment for the Total Shareowner Return multiplier. The actuat number of
* shares that will be granted, to the extent eamed, will be determined after the applicable three-year performance period is
complete. Vesting and payment of performance shares for the Noverber 2005 grant (covering the 2006-2008 performance
period) will be based on performance for the three-year cycle ending on September 30, 2008, Vesting and payment of
performance shares for the November 2006 grant (covering the 2007-2009 performance period) will be bascd on
performance for the three-year cycle ending on September 30, 2009,
(4) The market value of performance shares that have not vested as of our year-end 2007 was calculated using our year-end
closing share price of $73.04 multiplied by the number of shares displayed in the prier column.

OPTION EXERCISES AND STOCK VESTED

The following table shows (i) exercises by the named executive officers during 2007 of options to
purchase Common Stock granted under our equity compensation plans; and (i) vestings of stock, including
restricted stock, restricted stock units and similar instruments for the named executive officers in 2007.

Option Awards Stock Awards
Number of Shares Number of Shares
Acquired on Value Realized on Acquired on Vesting Value Realized on
Name Exercise (#) Exercise ($)'" (#) Vesting ($)
Jones . .. ... ... 148,138 $6,786,186 — —_
Churchilt .. ................. 69,168 $3,163,270 — —
Allen. ... ... . ... 24,981 $1,107,721 — —
Chadick . . .................. 50,145 $2,460,190 — —_
Ortberg ......... ... — —_ — —
Chiusano . .................. 240,000 $§7,781,413 — _

(1) The amounts shown in this column were calculated using the spread between the price at which the shares were sold on the
date of exercise minus the stock option excrcise (purchase) price, multiplied by the number of stock options excrcised. The
stock options exercised include both incentive stock options and non-gualified stock options.
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PENSION BENEFITS

The following table provides information as of September 30, 2007 (the pension measurement date for
purposes of the Corporation’s financial statements) for each named executive officer regarding retirement benefits
under our qualified and non-qualified pension plans,

Number of Years Present Value of Payments During

Name Plan Name Credited Service (#) Accomulated Benefit Last Fiscal Year ($)
Jones ....... Rockwell Collins Pension Plan 26.8 $ 759,838 —

Rockwell Collins Non-

Qualified Pension Plan 26.8 $6,434 968 —
Churchill. .. .. Rockwell Collins Pension Plan 26.1 $ 381,100 —

Rockwell Collins Non-

Qualified Pension Plan ‘ 26.1 $ 878,338 —
Allen ....... Rockwell Collins Pension Plan 11.8 $ 104,002 —

Rockwell Cotlins Non-

Qualified Pension Plan 11.8 $ 185,185 —_
Chadick ..... Rockwell Collins Pension Plan 53 $ 69,781 —_

Rockwell Collins Non- _

Qualified Pension Plan 5.3 $ 139,389 —
Ortberg . . . ... Rockwell Collins Pension Plan 19.2 3 253,066 —

Rockwell Collins Non-

Qualified Pension Plan 19.2 $ 200,297 —
Chiusano’ ... Rockwell Collins Pension Plan 28.7 $1.014,657 $ 43,610

Rockwell Collins Non-

Qualified Pension Plan 28.7 $2,637.846 $108,489

(1) Mr. Chiusano retired during the'fiscal year and the present value reflects his actual benefil calculation and form of payment.
The present value of accumulated bencfits is adjusted for the benefis received since retirement.

In September 2006, we froze our qualified and non-qualified defined benefit pension plans applicable to
the named executive officers and certain other salaried employees and shifted our emphasis to a defined
contribution plan, Set forth below is further disclosure relaung to these qualified and non-qualified defined benefit
pension plans that have been frozen,

We maintain qualified and non-qualified defined benefit pension plans for our employees. As part of the
2001 spin-off from Rockwell, ali of the qualified defined benefit pension plans were merged into one plan and
renamed the Rockwell Collins Pension Plan (“Qualified Pension Plan™). Effective September 30, 2006, the plan was
amended to discontinue benefit accruals for salary increases and services rendered after that date, other than for
employees covered by collective bargaining agreements. The annual incentive paid in December 2006 for service
rendered through September 30, 2006 is included in the defined benefit accruals. Each of the current named
executive officers is eligible for a benefit under the Qualified Pension Plan that is included in the totals above.
Benefit calculations for each named executive officer are unique depending on age, years of service and average
annual covered compensation. Covered compensation includes salary and annual incentive.

We also maintain a non-qualified supplemental defined benefit pension plan {the Rockwell Collins Non-
Quaiified Pension Plan (“NQ Pension Plan™)) to provide eligible employees, including the named executive
officers, with supplemental pension benefits in excess of the maximum benefit allowed under the Qualified Pension
Plan by reason of limitations of the Internal Revenue Code. A participant’s supplemental retirement benefit is
generally based on a continuation of the participant’s benefit calculation formula under the Qualified Pension Plan.

Executive officers hired after January 1, 1993 are covered by an enhanced early build-up retirement
benefit provision broadly available to the other salaried sub-plan participants hired before 1993. This benefit was
also frozen on September 30, 2006,
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The present value of the accumulated pension benefit for each named executive officer is calculated using
a 6.6% discount rate as of September 30, 2007, and a retirement age of 62, the earliest age an executive can retire
without a reduction in benefits. The form of payment assumes a weighted average of a joint and 60% survivor
annuity and a single life annuity. For further discussion related to our pension assumptions, see Note 11 of the Notes
to Consolidated Financial Statements of our 2007 Annual Report to Shareowners.

The Qualified Pension Plan does not have a lump sum option. Payments from the NQ Pension Plan are
made in the same form and at the same time as paymenis from the Qualified Pension Plan for service prior to 2005.
The Corporation adopted the 2005 Non-Qualified Pension Plan {2005 NQ Pension Plan™} t¢ comply with the
requirements of the Internal Revenue Code Section 409A for non-qualified benefits earned after 2004, Under the
2005 NQ Pension Plan, participants will make an election al the end of 2007 as to the form and timing of the
payments that will be made upon separation from the Corporation. For benefits payable under the 2005 NQ Pension
Pian, participants can elect an annuity, one lump sum or up to ten annual installments.

We have established a master rabbi trust relating to the NQ-Pension Plan. The master rabbi trust requires
that, upon a change of control, we fund the trust in a cash amount equal to the unfunded accrued liabitities of the'NQ
Pension Plan as of such time.

NON-QUALIFIED DEFERRED COMPENSATION

The table below provides information on the non-qualified deferred compensation of the named executive
officers in 2007, including:

Deferred Compensation Plan.  The plan allows eligible employees to defer a portion of their income
and earnings until a future date when distributions are received from the plan. Participation in the plan is an annual
decision that covers only the upcoming calendar year and must be made during cach year’s annual enrollment
period. The participants are not allowed to change their deferral election during the year.

The named executive officers may elect to defer up to 50% of base salary and/or as much as 100% of any
annual incentive award. With respect to distributions, the named executive officers may elect to receive their
balance on a future specified date, at retirement {up to 15 annual installments or as a lump sum) or upon termination
(lump sum only). All deferrals of base salary and/or incentive awards made in a calendar year will be subject to the
same distribution election, ‘

The named executive officers can choose any of the measurement funds offered by the plan and have the
ability to change their investment election at any time. The measurement fund options are intended to mirror as
closely as possible the performance of underlying mutual funds.

Separate deferral and distribution elections are made for performance awards (long-term incentives).

Non-Qualified Savings Plan. The primary purpose of the Corporation’s non-qualified savings plan
(“Non-Qualified Savings Plan™) is to supplement the Corporation’s qualified savings plan (“Qualified Savings
Plan™) by allowing employees to receive credits for contributions that would have been made to the Qualified
Savings Plan, but could not be made due to the Internal Revenue Code compensation limit or annual additions limit.
Additionally, employees receive similar credits for amounts that would have been contributed to the Qualified
Savings Plan as company maiching contributions and company retirement contributions. Company contributions
include credits equal to 75% of the first 8% of the executive’s base salary, and company retirement credits equal toa
percentage of eligible compensation, such percentage determined based on each executive’s age and length of
service.

The named executive officers may defer up to 50% of base salary to the plan. To comply with Internal
Revenue Code Section 409A regulations, the contribution percent in effect for the Qualified Savings Plan on
December 31 of the prior year will be the contribution percent in effect for the current year in the Non-Qualified
Savings Plan. With respect to distributions, contributions made prior to 2005 permit participants to receive their
balance upon termination of employment either through a lump sum payment or in annual installments up to
10 years. Contributions made in 2005 through 2007 are paid in lump sum only upon termination of employment,
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The Corporation adopted the 2005 Non-Qualified Savings Plan in September 2007 to comply with Internal Revenue
Code Section 409A requirements.

The investment funds available for the employee and company credits are identical to the investment
funds in the Qualified Savings Plan. Investment elections to the Non-Qualified Savings Plan are made indepen-
dently from the Qualified Savings Plan. Contribution credits not directed to a specific investment fund will be
invested in a Fidelity Freedom Fund designed for a target retirement date that is closest to the date that the employee
turns age 65. Employees may transfer credits to other investment funds within the plan at any time.

Distributions for the Deferred Compensation Plan and Non-Qualified Savings Plan are processed within
the first 60 days of the calendar year following the year that an employee terminates or retires. However, if the
named executive officer terminates or retires after June 30, the distribution will be processed within the first 60 days
following June 30 of the following calendar year.

Non-Qualified Deferred Compensation

Executive Registrant Aggregate

contributions contributions in lnst Aggregate earnings in withdrawals / Aggregate balance at
Name in last FY ()" FY (5)'* last FY ($¥ distributions ()" last FYE ($)"
Jones ........... ..., $1,417,385 $88.476 $1,235,409 — $8.861,184
Churchill. . . ....... ... $ 122492 $31,638 $ 80487 —_ $ 576,503
Allen . ... ... .. ... $ 151,548 317,179 $ 66,381 — $ 54994]
Chadick ............. $ 75145 $1,176 $ 30,519 — $ 213,003
Orberg. ............. $ 70322 316,154 $ 23477 — $ 184,070
Chiusano®™ ... .. ... ... S 18,400 $13,800 $ 96,849 — $ 507.086

(1) The amounts shown in this column include elective deferrals into the Deferred Compensation Plan from October 1, 2006
through September 30, 2007, and contributions into the NQ Savings Plan from October 1, 2006 through September 30, 2007.
This column includes amounts for executive contributions of base salary to the Deferred Compensation Plan and executive
contributions to the NQ Savings Plan that were also reported in the Summary Compensation Table as salaries as follows:

Name Deferred Compensation Plan Contribution  Non-Qualified Savings Plan Contribution
Jomes. . ........ ... ..., — $58,985
Churchill . .. ........... $38,400 521,092
Allen ... . .......... $58,388 $15,660
Chadick............... $36,469 511,176
Ortberg . .. ............ $40,000 $11,748
Chivsano . . ............ — $18,400

(2) The amounts shown in this column include corhpany contributions credited to each exccutive's NQ Savings Plan account
from October 1, 2006 through September 30, 2007, Company contributions include credits equal to 75% of the first 8% of
the executive’s base salary, and retirement credits equal to a percentage of eligible compensation, such percentage
detcrmined based on cach executive’s age and length of service. This column includes the amounts for registrant
contributions to the NQ Savings Plan that were also reported in the Summary Compensation Table as other compensation.

(3) The amounts shown in this column include dividends and market value changes based on the measurcment or investment
funds selected by the executives in the Deferred Compensation Plan and NQ Savings Plan accounts from October 1, 2006
through September 30, 2007.

(4} This column represents withdrawals or distributions from the named executive officers’ Deferred Compensation Plan and
NQ Savings Plan accounts during the 2007 fiscal year. As of September 30, 2007 there had been no withdrawals or
distributions from the accounts of the named executive officers,

(5) This column represents the combined balance of the Deferred Compensation Plan and NQ Savings Plan on September 30,
2007.

{6) Mr. Chiusano retired from Rockwell Collins in March 2007. Distributions from his Deferred Compensation Plan and Non-
Qualified Savings Plan accounts are scheduled 10 commence in February 2008.
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POTENTIAL PAYMENTS UPON TERMINATION OR CHANGE IN CONTROL

The following information and table set forth the amount of payments to each of our named executive
officers in the event of death, disability or termination of employment as a result of certain triggering events. The
table also sets forth the amount of payments to each of our named executive officers in the event of a change in
control without a termination of employment. Note, however, that the change in control agreements discussed in
further detail below principally provide for the payment of benefits only in the event of a termination of
employment after a change in control and not upon the change in control itself.

We do not generally enter into employment contracts with our executive officers nor do we have any
severance plan or arrangement for our executive officers. The executives serve at the will of the Board. This
approach allows us to remove an executive officer prior to retirement whenever it is in the best interest of the
Corporation, with discretion on whether to provide any severance package (excluding vested benefits). On the rare
occasion when an executive officer is removed, the Corporation exercises its business judgment in approving any
appropriate separation agreement in light of all relevant circumstances, including the individual’s term of
employment, past accomplishments and reasons for separation. I

Executive officers are subject to certain restrictive agreements with us that could be relevant upon a
termination of employment, including confidentiality restrictions, mutual arbitration agreements, non-competition
covenants and employee non-solicitation arrangements. An executive could lose all outstanding long-term
incentives and/or be required to refund various long-term incentive benefits realized in the prior two-year period
for breaching these non-compete or non-solicitation restrictions.

Assumptions and General Principles. The following assumptions and general principles apply with
respect to the table below and any termination of employment of a named executive officer. The amounts shown in
the table assume that each named executive officer was terminated on September 30, 2007. Accordingly, the table
includes estimates of amounts that would be paid to the named executive officer upon the occurrence of a
termination or change in control. The actual amounts to be paid to a named executive officer can only be determined
at the time of the termination or change in control.

A named executive officer is entitled to receive amounts earned during his term of employment regardless
of the manner in which the named executive officer’s employment is terminated. These amounts include base salary
and unused vacation. These amounts are not shown in the table because they are not specifically retated to the
termination of employment.

Pursuant to the awards under the Long-Term Incentives Plans, a named executive officer who terminates
employment by death, disability or retirement during the performance period under the award is eligible to receive a
pro-rata payment for the portion of the period that elapsed prior to the termination of employment. In the event of a
voluntary termination or a termination for cause before the end of the performance period, no payments will be
made. See the discussion of “Long-Term Incentives” in the “Compensation Discussion and Analysis” section
earlier in this proxy statement for a description of our long-term incentive compensation plans,

A named executive officer may exercise any stock options that are exercisable prior to the date of
termination, Any payments related 1o these exercisable stock options are not included in the table because they are
not specifically related to the termination of employment.

A named executive officer will be entitled to receive all amounts accrued and vested under our retirement
and savings programs, pension plans and deferred compensation plans in which the named executive officer
participates. These amounts will be determined and paid in accordance with the applicable plan and are not included
in the table because they are not specifically related to the termination of employment. Certain of these amounts are
set forth in the “Pension Benefits™ table and the “Non-Qualified Deferred Compensation Table™.

Normal and Early Retirement. A Naméd Executive Officer is eligible to elect normal retirement at
age 65 and early retirement between the ages of 55 and 64. All of our full-time salaried employees hired prior to
October 1, 2006 with at least ten years of service are eligible for health care and life insurance benefits upon normal
retirement subject to the terms of the plans. In addition, upon normal and early retirement, alt outstanding stock
options will continue to vest in accordance with their terms and be exercisable for up to five years from retirement.

-34-




As of September 30, 2007 and apart from Mr. Chiusano, none of the named executive officers was eligible for
normal retirement, and only Mr. Jones was eligible for early retirement.

On October 2, 2006, Mr. Chiusano ceased serving as Executive Vice President and Chief Operating
Officer of Commercial Systems, and was appointed Executive Vice President and Special Assistant to the Chief
Executive Officer. On March 31, 2007, Mr. Chiusano retired as an employee of the Corporation. The payments and
benefits provided to Mr. Chiusano in 2007 and the payments and benefits that will be provided to him in the future
are described below.

* The prorated annual incentive compensation paid to Mr. Chiusano for service in 2007 is $240,249.

* Amounts payable to Mr. Chiusano during 2007 under the retirement plans are disclosed in the
“Pension Benefits” table. Mr. Chiusano is entitled to receive during his lifetime the following
retirement benefit payments: $7,268 per month pursuant to the Qualified Pension Plan and $18,082
per month pursuant to the Non-Qualified Pension Plan. Mr. Chiusano’s spouse is entitled to survivor
benefits in the form of 60% of Mr. Chiusano's retirement benefits for her lifetime.

*  Mr. Chiusano’s balances in deferred compensation plans are disclosed in the “Non-Qualified Deferred
Compensation” table. Mr. Chiusano’s balances in these plans will be paid in a lump sum in February
2008. He will also receive his balances accumulated in our qualified savings plan in accordance with
his elections from time to time.

* Mr. Chiusano’s stock options will continue to vest in accordance with their terms and be exercisable
for up to five years from his retirement.

» Pursuant to long-term incentive awards other than stock options, Mr. Chiusano is eligible to receive
pro-rata payments for the portions of the performance periods that elapsed prior to his retirement. The
maximum payment to Mr. Chiusano under his 2006-2008 performance unit award is $250,000, and the
maximum number of shares to be issued to Mr. Chiusano under his 2006-2008 performance share
award is 5,407, assuming in both cases that there is no adjustment for the total shareowner return
multiplier.

Death and Disability. In the event of the death of a named executive officer, all outstanding stock
options will immediately vest and become exercisable. The amounts set forth in the table for stock options reflect
the difference between the closing price of our common stock on September 30, 2007 and the exercise prices for
each option for which vesting accelerated.

In the event of the disability of a named executive officer, all stock options will continue to vest in
accordance with their terms and the Corporation’s practices.

Each named executive officer is eligible for company-paid life insurance. Under our life insurance
program, the beneficiary of a named executive officer is entitled to receive a death benefit equal to one times his
annual salary. Life insurance benefits are not shown in the table because the one times salary amount is based on the
same formula as that generally available to all salaried employees.

Each named executive officer also participates in our disability insurance programs, which consist of
salary continuation, short-term disability, and long-term disability. The salary continuation and short-term
disability benefits for named executive officers are based on the same formula as those generally available to
all salaried employees, and are not shown in the table. For purposes of these programs, “disability” is defined as a
condition caused by a non-occupational accident or sickness that results in an inability of the employee to do his or
her job, and the inability to do any other job for which he or she is fit by education, training, or experience. The
executive long-term disability program pays as follows: Upon the occurrence of a disability under the program, a
named executive officer will receive a monthly benefit equal to 50% of base salary and 50% of the monthly average
of the executive’s last five annual incentive pay awards until the earlier of: (a) age 65; (b) recovery from the
disability; (c) the date the named executive officer begins recetving retirement plan benefits; or (d) death. The
amounts set forth in the table reflect the amount of the first year’s payments under the program and only reflect those
amounts in excess of long-term disability benefits that would be generally available to all salaried employees.
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Voluntary Termination and Termination for Cause. A named executive officer is not entitled to
receive any additional forms of severance payments or benefits upon his voluntary decision to terminate
employment with the Corporation prior to being eligible for retirement or upon termination of employment by
the Corporation for cause.

Change in Control. We have entered into change in control employment agreements with each of the
named executive officers. Forms of these agreements have been publicly filed as exhibits to our reports filed with
the SEC. Each employment agreement is set to expire in June 2009 and becomes effective upon a “change of
control” of the Corporation during the term, as follows: '

» the acquisition by any individual, entity or group of 20% or more of the combined voting power of our
outstanding securities; or

* achange in the composition of a majority of our board of directors that is not supported by our current
board of directors; or

* 4 major corporate transaction, such as a reorganization, merger or consolidation or sale or other
disposition of all or substantially all of our assels, that results in a change in the majority of our board
of directors or of more than 50% of our shareowners; or .

+ approval by our shareowners of the complete liquidation or dissolution of our company.

Each agreement provides for the continuing employment of the executive for three years after the change
of control on terms and conditions no less favorable than those in effect before the change of control. Severance
benefits are available after a change of control, if a named executive officer’s employment is terminated by us
without “cause” (termination for reasons other than willful nonperformance of duties after written demand or
willful engagement of illegal conduct or gross misconduct) or if the executive terminates his or her own
employment for “good reason” (including decrease in position, authority, duties or responsibilities, failure to
maintain compensation, change in office location by more than 35 miles or certain breaches of the agreement)
within that three-year period. The executive is entitled to severance benefits equal to three times his or her annual
compensation, including bonus, and other retirement, health and welfare benefits for three years. In addition, if the
executive terminates his or her own employment for any reason during the 30-day period beginning one year after
the change of control, the executive is entitled to 50% of these severance benefits. The executives are entitled to an
additional tax gross-up payment, if necessary, to make them whole as a result of any excise tax imposed by the
Internal Revenue Code on these change.of control payments, unless the safe harbor amount above which the excise
tax is imposed is not exceeded by more than ten percent, in which event the payments will be reduced to avoid the
excise tax. The executive is required to waive any claims based upon his termination of employment in exchange for
these benefits.

In addition to the change in control agreements, our long-term incentive agreements also include
accelerated vesting and potentially enhanced payout provisions in the event of a loss of employment in connection
with a change in control of the Corporation. These long-term incentive arrangements include:

+ Performance units and performance shares are paid out at the higher of target or the prior three-year
average payout percentage; and

+ Stock options are fully vested automatically upon a change in control.
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The table below presents as of September 30, 2007 estimated incremental payments potentially payable

to the named executive officers upon the following specified events:

Estimated Incremental Payments on Termination or Change in Control

M Jones Churchill Allen Chadick Ortberg
Death; Normal and Early Retirement
2006-2008 Performance Units'" $ 200,000 $ 333,333 % 216,667 $ 166667 $ 53333
2006-2008 Performance Shares™® $1,343,060 $ 526,570 § 352,929 % 262,749 § 386,869
2007-2009 Performance Units'> $ 400,000 $ 166,667 $ 108333 $ 83333 $ 150,000
2007-2009 Performance Shares™ $ 504,463 § 210209 § 136,633 $ 105129 $ 189,174
Stock Qptions™ $5,236,484  $2.004.858  $1,390,036  $1.054,265 $ 680,640
Disabitity
2006-2008 Performance Units'" $ 800,000 § 333333 § 216667 $ 166667 $ 53,333
2006-2008 Performance Shares™ $1,343060 $ 526570 $ 352,929 $ 262749 $ 86,869
2007-2009 Performance Units'> $§ 400,000 $ 166,667 § 108333 $§ 83,333 § 150,000
2007-2009 Performance Shares $ 504463 $ 210,209 $ 136633 % 105129 § 189,174
Stock Options™ $5.236,484  $2,094.858  $1,390,036 $1.054,265 $ 680,640
Disability Benefits® $ 424925 $ 161,190 $ 121,540 $ 111,340 $ 99,288
Change In Control Without Termination
2006-2008 Performance Units'” '$1,200,000  § 500,000 $ 325000 § 250,000 $ 80,000
2006-2008 Performance Shares™ $2.014,580  § 789,855 $ 529,394 3 394,124 $ 130303
2007-2009 Performance Units'” $1.200000 § 500,000 $ 325000 $ 250,000 § 450,000
2007-2009 Performance Shares® $1,513,389  $ 630,627 $ 409900 $ 315387 § 567,521
Stock Options® . $5,236,484  $2,094,858  $1,390,036 $1,054,265 § 680,640
Termination Without Cause After A Change

In Controll¥
Salary Continuation'" $2,880,000 $1,470,000  $1,305,000  $1,110,000  $1,200,000
Annual Bonus®'? $4,848,000 $1,600,800  $1,295,100  $1,074,000  $1,333,800
Health and Welfare Benefits Continuation™®  § 33,600 § 35675 § 35279 $ 29,388 § 35,027
Retirement Plan Benefits!'? $1,134,421  § 383,347 % 191,850 $ 144991 § 207,401
Outplacement Assistance™ $ 10000 $ 10000 $ 10,000 $ 10000 $ 10,000

280G Tax Gross-up''® $4,821,097 ° $2.002204  $1,666,077 —UD $1,599,567
p .

(1

)]

3)

)

(5)

The dollar values set forth represent a pro-rata value. The values were derived by multiplying each named executive
officer’s target performance units times the maximum payout percent assuming no adjustment for the Total Shareowner
Return multiplier and then pro-rating the amount for two thirds (24/36ths) participation.

The dollar values set forth represent a pro-rata value, The values were derived by multiplying each named executive
officer’s target performance shares times the maximum payout percent assuming no adjustment for the Total Shareowner
Return multiplier, pro-rating the amount for two thirds {24/36ths) panticipation and then multiplying by our fiscal year end
closing share price of $73.04.

The dollar values set forth represent a pro-rata value. The values were derived by multiplying each named executive
officer’s target performance units times the maximum payoul percent assuming no adjustment for the Total Shareowner
Return multiplier and then pro-rating the amount for one third (12/36ths) participation.

The dollar values set ferth represent a pro-rata value. The values were dertved by multiplying each named executive
officer’s target performance shares times the maximum payout percent assuming no adjustment for the Total Shareowner
Return multiplier, pro-rating the amount for one third (12/36ths) participation and then multiplying by our fiscal year end
closing share price of $73.04. ‘

The dollar values sct forth represent the spread value or “in the money” value of all outstanding unvested stock options at
the end of the fiscal year as if they otherwise had become vested at the end of the fiscal year. For details on outstanding
unvested stock options see the “Outstanding Equity Awards At Fiscal Year End” table.
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(6) The dollar values set forth represent the incremental benefit amount for the executive Long-Term Disability (LTD) ptan.
During the first 26 weeks of disability, named executive officers receive one week of salary continuance for each year of
service (with a minimum of 2 weeks). After the expiration of salary continuation, named executive officers receive 60% of
base pay, up to a weekly maximum of $1,385. The Short-Term Disability (STD) benefit ends afier 26 weeks of disability
(salary continuation and STD combined). While on LTD, named executive officer’s receive 50% of base pay, payable until
age 65. In addition, named executive officer’s receive an amount equal to 50% of the monthly average of their last five
annual Incentive Compensation Plan awards. The total of LTD payments will be reduced by any other income benefiuts that
exceed 20% of their monthly base salary.

(7) The dollar values set forth are based on full participation during the performance period. The values were derived by
multiplying each named executive officer’s target performance units times the maximum payout percent assuming no
adjustment for the Total Shareowner Return multiplier.

(8) The dollar values set forth are based on full participation during the performance period. The values were derived by
multiplying each named executive officer’s target performance shares times the maximum payout percent assuming no
adjustment for the Total Shareowner Return multiplier and then multiplying by our fiscal year end closing share price of
$73.04.

(9) The dollar values set forth represent the spread value or “in the money” value of all outstanding unvested stock options at
the end of the fiscal year that would become vested in the event a change in control were to occur. For details on outstanding
unvested stock options see the “Outstanding Equity Awards At Fiscal Year End” table.

(10) Itisassumed a change in control previously occurred for purposes of this termination event. Upon such a termination, these
amounts would be incremental to those set forth above under “Change In Control Without Termination”. The estimated
potential benefit amounts set forth under this heading would also be applicable for a termination of employment by the
executive for good reason after a change in conirol, provided that such amounts would be reduced by 50% (and the tax
gross-up payment would be reduced significantly) if the executive terminates employment based on the 30-day window
period beginning one year after the change in control,

(i1) The dollar values set forth represent three times the named executive officers’ base salary at the end of the fiscal year.

(12) The doliar values set forth represent three times the named executive officers” highest annual bonus paid in the last three
fiscal years. '

(13) The dollar values set forth represent the estimated cost to us for health and welfare benefits for three years following a
termination after a change in control.

(t4) The dollar values set forth represent the estimated sum of benefit amounts for providing an additional three years of service
in our defined contribution plan and for providing an accelerated payment of accrued non-qualified pension plan benefits.

{15) The dollar values set forth represent an estimate of Ouiplacement Assistance expense. In the event Outplacement
Assistance is necessary, the expense could vary.

(i6) The dollar values set forth represent estimated excise taxes and amounts to gross-up payments 1o cover named executive
officers’ excise taxes determined in accordance with Section 280G of the Internal Revenue Code.

(17) Mr. Chadick’s estimated incremental payments do not exceed the safe harbor amount, therefore Mr. Chadick would not be
subject to excise taxes and no gross-up would be necessary.

PROPOSAL TO APPROVE THE SELECTION OF AUDITORS

The Audit Committee of our Board of Directors has selected the firm of Deloitte & Touche LLP
(“Deloitte™) as our auditors for fiscal year 2008, subject to the approval of our shareowners. Deloitte has acted as our
auditors since our inception as a public company in June 2001.

Before the Audit Committee selected Deloitte, it carefully considered the qualifications of that firm,
including their prior performance and their reputation for integrity and for competence in the fields of accounting
and auditing. Representatives of the auditors are expected to be present at the annual meeting, will have an
opportunity to make a statement if they desire to do so and will be available to respond to appropriate questions.

_38-




Fees Paid to Independent Auditors

The aggregate fees billed by Deloitte in fiscal years 2007 and 2006 were as follows (in thousa'nds):

2007 2006
Audit Fees' Lo $3,179  $2,985
Audit-Related Fees'® . . 317 486
Tax Feest ™ . 58 290
All Other Fees . ... . e L _- -
Total ... $3.554  $3.761

(1) For professional services performed by Deloitie for the audit of our annual financial statements, assessment of our internal
control over financial reporting and review of financial statements included in our quarterly reports on Form 10-Q and
services that are normally provided in connection with statutory and regulatory filings or engagements.

(2) For assurance and related services performed by Deloitte that are reasonably related to the performance of the audit or
review of our financial statements. This includes: employee benefit and compensation plan audits (including $235,000 in
2007 and $216,000 in 2006 for services performed for and paid by the plans); and attestations by Deloitte that are not
required by statute or regulations.

(3) For rax compliance services, including preparation of original and amended tax returns, refund claims, tax audit assistance
and tax work stemming from audit-related items ($51,000 in 2007 and $255,000 in 20006) and tax planning services
including research and advice on federal, state and international tax matters (37,000 in 2007 and $35.000 in 2006).

Pre-Approval of Audit and Non-Audit Services

The Audit Committee has adopted a pre-approval policy requiring it to pre-approve the audit and
permissible non-audit services performed by the independent auditor in order to assure that the provision of such
services does not impair the auditor’s independence. The Audit Committee pre-approved all the fiscal year 2006 and
2007 services provided by Deloitte. The Audit Committee also pre-approved in September 2007 certain audit and
non-audit services contemplated to be performed by Deloitte in fiscal year 2008. The pre-approval policy requires
that the details be provided to the Audit Committee of the particular service or category of service contemplated to
be performed and such services are generally subject to a specific budget. The Audit Committee may also pre-
approve separately services to be performed on a case-by-case basis. The Audit Committee may delegate pre-
approval authority to one or more of its members, but not to management. Any pre-approvals by a member under
this delegation are to be reported to the Audit Committee at its next scheduled meeting. Management and Deloitte
are required to periodically report to the Audit Committee on the extent of the services provided by Deloitte
pursuant to the pre-approval, including the fees for the services performed to date.

The Board of Directors recommends that you vote “FOR?" the selection of Deloitte & Touche LLP as
our auditors, which is presented as item (2) on the accompanying proxy card.

VOTE REQUIRED

The two nominees for election as directors to serve until the 2011 Annual Meeting of Shareowners who
receive the greatest number of votes cast for the election of directors at the meeting by the holders of our Common
Stock entitled to vote at the meeting, a quorum being present, shall become directors at the conclusion of the
tabulation of votes. An affirmative vote of the holders of a majority of the voting power of our Common Stock
present in person or represented by proxy and entitled to vote on the subject maiter, a quorum being present, is
necessary to approve the action proposed in item (2) of the accompanying Notice of 2008 Annual Meeting of
Shareowners. The presence, in person or by proxy, of the holders of at least a majority of the shares of our Common
Stock issued and outstanding on the record date set for the meeting is necessary to have a quorum for the annual
meeting,.

Under Delaware law and our Restated Certificate of Incorporation and By-Laws, the aggregate number of
votes entitled to be cast by all shareowners present in person or represented by proxy at the meeting and entitled to
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LEITY

vote on the subject matter, whether those shareowners vote “for”, “against” or abstain from voting (which will
exclude broker non-votes), will be counted for purposes of determining the minimum number of affirmative votes
required for approval of the action proposed in item (2) and the total number of votes cast “for” that matter will be
counted for purposes of determining whether sufficient affirmative votes have been cast. The shares of a shareowner
who abstains from voting on a matter or whose shares are not voted by reason of a broker non-vote on a particular
matter will be counted for purposes of determining whether a quorum is present at the meeting so long as the
shareowner is present in person or represented by proxy. An abstention from voting or a broker non-vote on a matter
by a shareowner present in person or represented by proxy at the meeting has no effect in the election of directors
(assuming a quorum is present).

Although broker non-votes would be entirely disregm"ded in determining the vote on any other matter,
abstentions from voting have the same legal effect as a vote “against” any other matter even though the shareowner
or interested parties analyzing the results of the voting may interpret such a vote differently.

OTHER MATTERS

The Board of Directors does not know of any other matters that may be presented at the meeting. Our By-
Laws required notice by November 16, 2007 for any matter to be brought before the meeting by a shareowner. In the
event of a vote on any matters other than those referred to in items (1) and (2) of the accompanying Notice of 2008
Annual Meeting of Shareowners, it is intended that proxies in the accompanying form will be voted thereon in
accordance with the judgment of the person or persons voting such proxies.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act requires our executive officers and directors, and persons
who own more than ten percent of a registered class of our equity securities, to file reports of ownership and changes
in ownership on Forms 3, 4 and 5 with the SEC and the New York Stock Exchange. Officers, directors and greater
than ten percent shareowners are required by SEC regulation to furnish us with copies of all Forms 3, 4 and 5 they
file.

Based solely on our review of copies of such forms we have received and written representations from
certain reporting persons confirming that they were not required to fite Forms 5 for fiscal year 2007, we believe that
all of our executive officers, directors and greater than ten percent beneficial owners complied with all SEC filing
requirements applicable to them under Section 16(a) of the Securities Exchange Act with respect to transactions
during fiscal year 2007,

ANNUAL REPORTS

Our 2007 Annual Report to Shareowners, including financial statements for fiscal year 2007 and this
Proxy Statement, or a Notice containing instructions on how to access the proxy materials online are being mailed to
shareowners.

We will provide to shareowners, without charge, upon written request, a copy of our Annual Report on
Form 10-K for the fiscal year 2007, as filed with the SEC (without exhibits). Exhibits to the Form 10-K will be
furnished upon written request and payment of a fee of ten cents per page covering our costs. Writien requests
should be directed to us at 400 Collins Road NE, Cedar Rapids, lowa 52498, Attention: Investor Relations.

Our 2007 Annual Report to Shareowners, our Form 10-K for fiscal year 2007 and this Proxy Statement
are also available free of charge on our website at www.rockwellcollins.com. All reports we file with the SEC are
also available free of charge via EDGAR through the SEC’s website at www.sec.gov.

SHAREOWNER PROPOSALS FOR ANNUAL MEETING IN 2009

To be eligible for inclusion in our proxy statement, shareowner proposals for our 2009 Annual Meeting of
Shareowners must be received by us on or before August 20, 2008 at the Office of the Secretary at our corporate
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headquarters, 400 Collins Road NE, Cedar Rapids, lowa 52498. In addition, our By-Laws require a shareowner
destring to propose any matter for consideration of the shareowners at our 2009 Annual Meeting of Shareowners to
notify our Secretary in writing at the address listed in the preceding sentence on or after October 16, 2008 and on or
before November 15, 2008. If the number of directors to be elected to the Board at our 2009 Annual Meeting of
Shareowners is increased and there is no public announcement by us naming all of the nominees for director or
specifying the increased size of the Board on or before November 5, 2008, a shareowner proposal with respect to
nominees for any new position created by such increase will be considered timely if recelved by our Secretary not
later than the tenth day following such public announcement by us.

EXPENSES OF SOLICITATION

The cost of the solicitation of proxies will be borne by us. In addition to the use of the mail, proxies may be
solicited personally, or by telephone, facsimile or e-mail, by a few of our regular employees without additional
compensation. We will reimburse brokers and other persons holding stock in their names, or in the names of
nominees, for their expenses for sending proxy material to principals and obtaining their proxies.

GENERAL Q&A ABOUT THE MEETING

Why are you receiving this proxy statement? We are furnishing this proxy statement to you in connection with the
solicitation of proxies by the Board of Directors of Rockwell Collins, Inc. for use at the 2008 Annual Meeting of
Shareowners to be held on February 12, 2008, and at any adjournments thereof. On or about December 26, 2007, we
commenced mailing to our shareowners: this proxy statement, the accompany proxy card, and a copy of our 2007
Annual Report to Shareowners or a Notice containing instructions on how to access the proxy materials online.

What is a proxy? A proxy is your legal designation of another person to vote the shares you own. That other person
is called a proxy. If you designate someone as your proxy in a written document, that document is also called a proxy
or a proxy card.

What is a proxy statement? This document is a proxy statement. [t is a document that we are required by law to give
you when we ask you to name a proxy to vote your shares. We encourage you to read this proxy statement carefully.
In addition, you may obtain information about Rockwell Collins, Inc. from the 2007 Annual Report delivered with
this proxy statement.

Why did you receive a Notice of Electronic Availability of Proxy Statement and Annual Report? As permitted by
rules recently adopted by the SEC, we are making this Proxy Statement and cur 2007 Annual Report available to our
shareowners electronically via the Internet. If you received a Notice by mail, you will not receive a printed copy of
the proxy materials in the mail. Instead, the Notice instructs you how to access and review all of the important
information contained in the Proxy Statement and 2007 Annual Report. The Notice also instructs you how to submit
your vote over the Internet. If you received a Notice by mail and would like to receive a printed copy of our proxy
materials. you should follow the instructions for requesting such materials included in the Notice.

What is the purpose of the meeting? The purpose of the 2008 Annual Meeting of Shareowners is to obtain
shareowner action on the matters outlined in the notice of meeting included with this proxy statement. These
matters include the election of two directors and approval of the selection of Deloitte & Touche LLP as our
independent auditors for fiscal year 2008. This proxy statement provides you with detailed information about each
of these matters.

Who can vote? Shareowners of record as of the close of business on December 14, 2007 are entitled to vote. On that
day, 163 million shares of Common Stock were outstanding and eligible to vote. Each share is entitled to one vote on
each matter presented at the Annual Meeting.

How many shares are you entitled to vote? The number of shares you own are entitled to vote, are reflected on the
proxy card and coded as follows: COM — common shares registered with our Transfer Agent; SAV PL — shares in
the Rockwell Collins Savings Plans; or USA ESPP — shares in the United Space Alliance employee stock purchase
plan. These designations apply only if you hold your shares through the Transfer Agent or these plans.
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What is the difference between a record owner and an owner holding shares in “street name”? If your shares are
registered in your name, you are a record owner. If your shares are in the name of your broker or bank or other
nominee, your shares are held in “street name”.

How do you vote if your shares are held in your name as a record owner? You have a choice of voting by:
+ Internet;
+ Telephone;
+  Mail; or
* In person at the Annual Meeting.

Voting on the Internet is easy and fast. Go to the website referenced on the enclosed proxy card and follow the
instructions. Please have the proxy card in hand when going online. This vote will be counted immediately, and
there is no need to send in the proxy card.

Voting by telephone is also simple and fast, Call the toll-free number on the proxy card and listen for further

" instructions. I[n order to respond to the questions, you must have a touch-tone phone and the proxy card in hand. This

vote will be counted immediately, and there is no need to send in the proxy card.

If you are a shareowner of record, you can save us money by voting by telephone or on the Internet. Alternatively,
you can vote by mail by completing, signing, dating and mailing the enclosed proxy card. If you plan to attend the
Annual Meeting, you can vote in person. In order to vote in person at the Annual Meeting, you will need to bring
proper identification with you to the meeting. As long as your shares are registered in your name, you may revoke
your proxy at any time before it is exercised. There are several ways you can do this:

* By filing a written notice of revocation with our Corporate Secretary;

¢ By duly signing and delivering a proxy that bears a later date;

« By subsequently voting by telephone or Internet as described above; or
« By attending the Annual Meeting and voting in person.

How do you vote if your shares are held in “street name”? 1f your shares are registered in the name of your broker
or nominge, you should vote your shares using the method directed by that broker or other nominee. A large number
of banks and brokerage firms are participating in the Broadridge Financial Solutions, Inc. online program. This
program provides eligible “street” name shareowners the opportunity to vote via the Internet or by telephone. Voting
forms will provide instructions for shareowners whose banks or brokerage firms are participating in Broadridge’s
program. If you plan to attend the Annual Meeting and to vote in person, you should contact your broker or nominee
to obtain a broker’s proxy card and bring it, together with proper identification and your account statement or other
evidence of your share ownership, with you to the Annual Meeting. If your shares are held in street name, you must
contact your broker or nominee to revoke your proxy.

How do you vote if you participate in our Direct Stock Purchase and Dividend Reinvestment Plan? Shareowners
participating in the Wells Fargo Shareowner Service Plus Plan that allows for direct stock purchases and dividend
reinvestment are record owners, and Wells Fargo will vote the shares that it holds for the participant’s account only
in accordance with the proxy returned by the participant to Wells Fargo, or in accordance with instructions given
pursuant to our telephone or Internet voting procedures.

How do you vote shares held in the Rockwell Collins Savings Plans? If you are a participant in the Rockwell
Collins Savings Plans, the portion of the voting card providing directions to the trustee will serve as the voting
instruction card to the trustee of the plans for all shares of our Commeon Stock that you own through the plan(s).

Will your vote be confidential? It is our policy to keep confidential the proxy cards, ballots and voting tabulations
that identify individual shareowners, except as may be necessary to meet any applicable legal requirements and, in
the case of any contested proxy solicitation, as may be necessary to permit proper parties to verify the propriety of
proxies presented by any person and the results of the voting. The judges of election and any employees associated
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with processing proxy cards or baliots and tabuiating the vote are required to acknowledge their responsibility to
comply with this policy of confidentiality.

What are your voting choices and what is the required vote? By giving us your proxy, you authorize our senior
management to vote your shares at the Annual Meeting or any adjournments thereof in the manner you indicate.

Proposal 1. Election of Directors. With respect to the election of nominees for director, you may:

*  Vole “for” the election of all of the nominees for director named in this proxy statement;

+  “Withhold” authority to vote for all of the nominees; or

*  Withhold authority to vote for any individual nominee by writing that nominee’s number in the space
provided.

If a quorum is present at the Annual Meeting, the two nominees receiving the greatest number of votes will be
elected to serve as directors. Because of this, non-voted shares and shares whose votes are withheld will not affect
the outcome of the election for directors, Shareowners may not vote for more than two nominees,

Proposal 2: Approval of Selection of Auditors. With respect to this proposal, you may:

* Vote “for” the proposal;
* Vote “against” the proposal; or
* “Abstain” from voting on the proposal.

If a quorum is present at the Annual Meeting, the affirmative vote of a majority of the shares represented at the
Annual Meeting and entitled to vote on this proposal will be required to approve the proposal. Because of this, a vote
to abstain from voting on any of these matters will have the effect of a vote against such matter.

What does it mean if you receive more than one proxy card? If you receive more than one proxy card, it likely
means you have multiple accounts with brokers, our savings plans and/or our transfer agent. Please vote all of these
shares.

Where can you find the voting results of the Annual Meeting? We intend to announce the preliminary voting
results at the Annual Meeting and publish final results in our quarterly report on Form 10-Q for the second quarter of
fiscal year 2008.

December 17, 2007
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If you plan to attend the Annual Meeting of Shareowners to be held in Cedar Rapids, lowa on February 12,
2008, be sure to:

* mark the appropniate box on the proxy card and mail the card using the enclosed envelope; or
« indicate your desire to attend the rﬁeeling through our telephone or Internet voting procedures; or
« call the Corporation’s Shareowner Relations line at (319} 295-4045.

If you indicate “Yes™ you plan to attend, your name will be on the admittance list at the Annual Meeting
Registration Desk
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