
If you haven’t heard about the Pentagon’s Black Budget, that’s because it’s normally talked about 
behind closed doors…

…until now.

In September of 2013, The Washington Post released information it received from the renegade whis-
tleblower, Edward Snowden, about the U.S. intelligent community’s funding for secret projects. It’s been 
dubbed the “Black Budget.” 

What they found was startling.

The 178-page report they received detailed exactly how the intel budget will be portioned out — I’m 
talking the who, what, when, where, etc. In case this isn’t clear: this information has NEVER been made 
public before!

Well, not intentionally. The last glimpse the public got into this shadow world was in 1994 when a 
Congressional committee accidentally released a detailed budget to the press. 

Using that as the last known benchmark, the changes made over the last two decades reveal a seis-
mic shift in the 16 U.S. intelligence agencies’ priorities, their pecking order, and a lot about the U.S. 
military-political strategy as whole. But I want to focus on two points.

The CIA — the spear-
head of intel “offen-
sives” overseas — 
which received just 11 
percent of intel money 
in 1994, will receive a 
whopping 28 percent 
of the “Black Budget” 
in the next fiscal year! 
That’s even more than 
what the NSA will get. 

Looked at this way, it’s 
a shift from defense 
to offense. With terrorists harder to find than ever and rogue states to worry about, we’re in “seek and 
destroy” mode now. It’s not a war you can readily see, but it’s very, very real.

I call it the “fifth domain.” You already know the first four — land, sea, air and space — but now war is 
also fought on a fifth plane: cyberspace. That’s my second point: this is where funding is shifting.
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In fact, cyberwarfare-related activities will receive more than $4.2 billion dollars, according to the Post’s 
breakdown. That’s nearly 10 percent of the whole intelligence community’s budget! My, how times have 
changed from the early days of the Internet.

The bottom line is that our military planners see the next big threat coming in the form of an attack on 
the computers that run our country, and they’re preparing.

And these revelations can and should move markets. At least if investors are paying attention.

That’s because when the government wants to expand its cybersecurity programs, develop new capa-
bilities or shore up its networks defenses, it relies on private cybersecurity companies to do most of the 
heavy lifting. They’ve got “the right stuff,” to borrow a phrase, and they’re for hire.

I’ve been following the public companies that are best poised to gain from these vast outlays of our tax 
dollars and I’ve been putting together my best ideas for you. 

But now that it’s all been leaked, we could see even bigger gains as more investors learn about shadow 
opportunities of the military-industrial complex and pile on.

So what are you waiting for? This is an opportunity you do not want to sit on. 

But before we go any further, let me get you caught up…

A Look at the 5th Domain — The Attacks Were Traced Here…

It’s called “Unit 61398” — a 12-story building in Shanghai, China. 

From the outside, it appears to be your average office building. 

On the inside, however, the facade is hiding a much more sinister workplace.

Some refer to them as “the comment crew” — a group of hackers that has made at least 115 attacks  
on U.S. government and U.S. Fortune 500 company computers in the last few years. 

Thanks to a leading-edge U.S.  
cybersecurity company called Man-
diant, we’re near certain that these 
attacks originated from Shanghai’s 
Unit 61398. 

So what is Unit 61398? It’s a “secret” 
cyberwarfare division within the Peo-
ple’s Liberation Army that’s believed 
to be based in the building below. 
Mandiant traced nearly all the attacks 
in its study to this neighborhood, and 
raised a very good question… 

Do we really believe that in the 
country with perhaps the most strictly 
controlled Internet usage in the 

Alleged headquarters for Unit 61938, China’s cyberwarfare center
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world, in a neighborhood that hosts the Chinese army’s cybertroops, an unaffiliated group of hackers 
are allowed to operate without the Chinese government’s knowledge and consent? Not likely. Although 
China denies it, the writing is on the wall that Unit 61398 is the country’s secret weapon in cyberwarfare.

China isn’t the only one in this game, either.

There are undeclared wars going on all over the world today. No, I’m not talking about simple border 
disputes in Africa or our ongoing operations in Afghanistan. And though you won’t hear it on the news, 
some of the world’s leading countries are involved — most likely, the U.S. is involved in at least one of 
these “wars” right now.

That’s because these conflicts are operating only in the fifth domain of war: cyberspace — the latest 
battlefield after land, sea, air and space. War isn’t strictly kinetic anymore. The limit of an army’s reach is 
no longer the range of its biggest gun — a navy’s striking range is no longer measured in the miles its 
missiles can fly.

In the fifth domain of war, invisible signals race back and forth through wires and circuitry in an attempt 
to gain information or disable key systems. Professionals in the cyberwarfare business often refer to 
these programs as “computer network operations,” or CNOs for short. And there are more of these 
“cyberwarriors” each year.

Descriptions of their kind of war read more like science fiction than the annals of military history: Offen-
sives jump off at the stroke of a key… The sentries are firewalls, encryptions, passwords… Viruses drop 
behind enemy lines like guerillas and sow confusion. It’s a whole new way to wage war, and one that 
some predict will dominate international relations in coming decades. 

In fact, the increasing importance of cyberwarfare could well shake up the existing balance of military 
power around the globe. 

How can politicians and generals resist? With plausible deniability, it’s as close to war without risk as 
the military can get. Need to shut down a rival country’s secret weapons program, but can’t penetrate 
their airspace undetected? Drop a virus, instead of a bomb! That’s the kind of option policymakers and 
warriors have on the table now. It’s a whole new ballgame.

Indeed, some experts say the wars of the future will be fought only with Special Forces operators and 
computer programmers. Hmm, perhaps! However, until we figure out a way to profit from the Navy 
SEALs, I’ll stick to talking about the latter — cyberwarfare and the opportunities it gives investors.

Cyberwarfare is a $55 billion industry. It’s also America’s fastest-growing industry, set to double in the next 
12 months. Today I want to give you the inside track on cyberwarfare — or as I call it, the fifth domain of 
war. Without further ado, let’s take a look at this under-the-radar industry, including seven ways to play it.

From Hot Wars to Software

“The ultimate asymmetric weapon.”

That’s how one recent study characterized cyberwarfare. Why?

Because one of the biggest challenges that emerges in taking war to the fifth domain is that cyberwar-
fare capabilities offer a powerful and immediate force multiplier for rogue states. Especially for ones that 
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previously posed little threat when judged by conventional military standards, such as Iran, which doesn’t 
possess adequate conventional military force to directly challenge its regional enemies, Iraq and Israel, 
let alone global enemies like the United States. 

Iran’s conventional military doesn’t rank in the world’s top 10. Despite having more than a million men 
under arms and several thousand armored fighting vehicles and combat aircraft, it’s doubtful that it 
could survive a conventional war — it barely did against Saddam Hussein’s forces in the 1980s, which 
were in turn smashed by NATO forces in one of the shortest wars in modern history.

Yet a recent cyberwarfare study by the Atlantic Council, a beltway think tank, classified Iran as a tier-three 
cybermilitary — one capable of causing significant harm to civilian networks within the U.S., if not in the 
government. What a jump in capabilities for this fourth-rate military power halfway across the world! On 
its best day, Iran could hardly hope to sink a single U.S. Navy warship, but with its growing cyberwarfare 
capability, suddenly, it’s a real threat.

But the practical anonymity that makes cyberwarfare the perfect way for rogue states to attack the U.S. 
and its allies also makes it the perfect weapon for democratic countries without a mandate for “boots 
on the ground” warfare (or U.N. approval) to launch pre-emptive or retaliatory strikes against these 
threats. They go from being front-page news to wink, wink, nod, nod.

Most recently, it’s become known that the destruction of Iran’s latest nuclear testing facility was carried 
out in the fifth domain by a virus call “Stuxnet,” reputed to be a joint operation between the United 
States’ NSA and CIA and Israel’s military. This was the first time a virus did significant physical damage  
to a military facility. 

We should expect to see more of this type of attack in the event that a “cold” cyberwar heats up. [You 
can be sure that I’ll cover any credible stories of major cyberattacks in my weekly Military-Tech Alert and 
give them the exposure the mainstream media won’t dare!]

From Red Scares to Malware

The worst cyberattacks may still be ahead of us, however, and not necessarily of our making. While the 
U.S. was focused on preventing Iran from obtaining nuclear weapons, China was busy upgrading its 
cyberwarfare capabilities.

Since 2000, China has modernized in many ways. Its economy has changed so much that it’s gone from 
being a net exporter of petroleum products to the world’s No. 2 crude importer. It’s also digitized in a 
uniquely Chinese (read: censored) way and allowed unprecedented market freedom in places like Hong 
Kong. Its strategic military goals have changed, too.

No longer content to back a satellite government in North Korea and contest the legitimacy of an inde-
pendent Taiwan, Chinese leaders are looking to establish broader economic dominance in East Asia. That 
means cowing neighbors and neutralizing the threat of U.S. intervention. It’s too soon to call it another 
Cold War, but China has been looking for exploitable weakness in the U.S., beginning with our computers.

In 2011, China’s People’s Liberation Army made public the existence of its cyberwarfare arm, but before 
that, countries around the world had accused Chinese hackers of targeting their computers. China has 
been publicly accused of launching fifth-domain attacks on U.S. government websites by no less than 
the U.S. government.
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This is especially worrying because China’s current generation of military leaders really have no experience 
fighting a conventional war — the border conflicts of the 1960s and ’70s were a long time ago. So not only 
do we have very little idea of how they would escalate a conflict should one occur, they would be doing it 
for the first time. This carries over into how China may react to escalating cybermilitary tensions.

Then there are China’s anti-satellite missile tests, which brought them a lot of negative publicity a few 
years ago. The media had Americans worried for a few days that China might try to shoot down a U.S. 
military satellite. 

Well… that’s kind of the point. China wants countermeasures against the U.S.’ military advantages, and 
now they have one, or so it seems. But this crosses the line back into the fourth domain of war — space, 
or least low Earth orbit. 

So getting back to cyberwarfare, how you can profit? Where do we look?

Arsenal of Democracy 2.0

Whenever the United States military is called upon to venture into new ways of making war, it eventually 
turns to the private sector… Our first warships were built in private shipyards… the first airplanes were 
built by the Wilbur brothers and Mr. Curtiss… the earliest submarines were built by inspired civilians… 
The list goes on.

And it’s no different today. High-tech American companies are helping the military venture into the fifth 
domain, with the solid experience and knowledge they’ve gained by protecting the private sector for years. 

For instance, when a group of radical Islamist hackers remotely erased 30,000 computer hard drives be-
longing to Saudi Arabia’s Aramco oil company, leaving only the image of a burning American flag on each 
monitor, who came to the rescue? A crack team drawn from high-tech companies across the U.S. private 
sector, that’s who. These companies already have the experience the military needs.

And they’re not just being called in to put out fires. We already know that — not content to wait for unseen 
enemies or terrorists to drop virtual “bombs” on U.S. soil, er, servers — the Department of Defense and 
others are working with these high-tech companies to build an arsenal that can take the fight anywhere, 
anytime. And not just for peacetime sabotage like the Stuxnet case with Iran, either.

Imagine the U.S. Air Force disabling an enemy’s integrated air defense network not by sending pilots on 
dangerous anti-radar attacks, nor by taking on risky, low-level flying missions, to avoid detection. Instead, 
Air Force cyberwarriors drop a virus weeks ahead of time that spreads and brings down the enemy’s whole 
radar and missile network before American flyers ever enter enemy airspace. That’s the future.

While the Department of Defense is going to broaden its role in cyberwarfare and will undoubtedly 
train more and more of its military and civilian personnel in cybersecurity roles, it’s going to be turning 
to the private sector for new ideas and ways of doing things for a long time to come. Each year, we’ll 
see new contracts and get clues about where the next big opportunities lie.

Top Cyberwarfare Opportunities

So without further ado, let me present what I think are the seven most promising investment opportunities 
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in the field of cybersecurity and warfare. 

Truly, the following companies hold the key to the fifth domain of war.

While I won’t include every one of them as an official recommendation in the MTA portfolio, all of these 
picks impress me with the potential upside of their cutting-edge technology and professional expertise.

L-3 Communications Holdings Inc. (NYSE: LLL)

This cybersecurity company specializes in surveillance electronics, aviation services and signal intel-
ligence, and its list of customers extends from the U.S. government and military to friendly states and 
corporations around the world. Another big part of its program is providing advisory work and training 
to government and military personnel in operating advanced intel and communications equipment. 
Some of the smartest cyberthinkers the world has to offer, these guys really know what they’re doing, 
and they’ll teach you, for a fee.

With all those irons in the fire, you can bet that L-3 isn’t a small-cap company. No, it’s got a market cap 
north of $8 billion, with a P/E around 11. Although its share price is a stitch below its 2008 high, it’s up 
more than 23% in the last year. In July 2013, LLL beat revenue expectations and saw its holdings eval-
uation upgraded by Merrill Lynch, both of which bode well for shareholders. Yes, with so many income 
streams, I see a good future ahead from L-3.

Action to take: Buy L-3 Communications Holdings Inc. (NYSE: LLL).

CACI International Inc. (NYSE: CACI)

Over 50 years old, CACI (originally California Analysis Center Inc.) is the grandparent among these picks, 
originally founded as a simulation programming company. Today, CACI mostly works with the U.S. gov-
ernment and sticks to what it does best: providing network security and identity protection. Their main 
products are systems that detect cyberthreats and intelligently respond to defend critical networks.

CACI’s market cap sits just above a billion dollars, with a share price that has steadily gone up over the 
years, despite a few hard corrections. Moreover, business is booming. In June 2013, CACI was award-
ed an $899 million support contract for the U.S Air Force and Navy, and in July, the company received 
intelligence contracts worth $425 million.

AVG Technologies NV (NYSE: AVG)

AVG is the “youngest” company on our list today, having incorporated in 2011 and made its initial public 
offering the next year. But in the fifth domain of war, it’s not age that matters! 

AVG got its start designing and marketing high-quality computer security software for home users, who were 
at risk of exposing their computers to viruses on the Internet. Today, the company’s main software products 
are virus detection and cleanup software for commercial networked computers. In 2010, AVG expanded its 
business through a buyout into the world of mobile handheld devices, such as the Android and iPhone.

After a number of acquisitions — nearly a dozen during its short life so far — its market cap stands  
at $936 million, and it’s one of the best bargains in its field. AVG’s P/E (based on 2014) is around 8. 
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That’s dirt-cheap when you compare it with estimated growth of 15%. 

To top it off, managing has a big stake in the company, at 27%, and insiders have been buying shares 
over the last six months. Yes, things are looking good.

Palo Alto Networks Inc. (NYSE: PANW)

Palo Alto really sells only one thing — network security software — but its product is the market-leading 
next wave of cybersecurity technology, so its growth has been outstanding since it went public in 2012. It 
sells its signature firewall, along with other products and services, to customers on nearly every continent, 
but mostly North America and Europe. Its products have been recognized by the industry as bound-
ary-pushing and innovative, and the company holds the honor of inventing the “intruder prevention 
system” as we know it.

PANW has no debt and $783 million in cash. Insiders own 13.4%, and there’s been no insider buying  
in the last six months. 

Sourcefire Inc. (NASDAQ: FIRE)

Headquartered just a short drive from Agora Financial’s Baltimore office, Sourcefire is devoted to providing 
cutting-edge cybersecurity solutions for the U.S. government and its allies, as well as businesses world-
wide. Its key product is designed to detect and combat malware — the kind of viruses Chinese hackers 
have used against U.S. computer networks in the past. Sourcefire is also developing open source threat 
detection software that is rapidly becoming an industry standard.

FIRE’s P/E estimate is 45 times, based on 2014 figures. That value is expected to remain high, as the 2014 
outlook calls for earnings per share to grow by only 24%. FIRE has no debt, and its market capitalization 
rests at $1.65 billion. One major concern is that the last earnings estimate predicted a 28% decline —  
if future estimates continue lower, it could hit FIRE’s stock price big-time. But FIRE’s excellent product 
line could turn things around this year. Prudent investors might want to wait and see.

Tibco Software Inc. (NASDAQ: TIBX)

The oldest name on the list that was founded as a cybersecurity company, Tibco has been around since 
1997, and drew praise for surviving and thriving through the bursting of the dot-com bubble in 2001. Today, 
the company focuses on three main products and services: network design, optimization and software that 
helps networks share data automatically and intelligently.

Basically, Tibco designs digital storage spaces that are secured against unauthorized entry — such as 
from corporate thieves or hackers. Among its major customers Tibco has worked with are Yahoo, the 
Nasdaq and even Major League Baseball.

TIBX has a market cap of $3.37 billion, and its share price -earnings ratio looks cheap against estimated 
growth of 20% — cheaper still when you compare with to its sales, at 3.3 times. And its shares may be 
expected to rise after it completes a $300 million stock buyback. However, estimates for the next quarter 
have gone down from 26 to 18 cents, a 30% decline. Insider ownership is 5.19%, and there’s was no insider 
buying in the first half of 2013.
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Fortinet Inc. (NASDAQ: FTNT)

FTNT offers products and subscription services to governments and businesses around the world in 
need of greater network security. The company designs and markets both hardware and software and 
has been recognized by independent market research as the revenue leader in unified threat manage-
ment systems for several years running.

Fortinet’s estimated 2014 price-earnings ratio stands at 31, not bad against growth of 22%, but a little 
pricey when you compare that with its current sales. FTNT has no debt and $460 million in cash, repre-
senting about 15% of its market capitalization of $2.96 billion. While FTNT is not all that expensive, the 
risk of potential downside in the event of reduced growth estimates remains high. 

Where No Warrior Has Gone Before

At this point, I hope you’re convinced that the next great threat to our national security won’t come 
from an invading army, a hail of intercontinental ballistic missiles or even an airline hijacking. While 
these are always remote possibilities, we have to face the fact that the most common kinds of attacks  
are now carried out in the fifth domain of war, cyberspace. 

Thankfully, the U.S. military has some smart people at the top who also realize this, and they’ve been pre-
paring us for several years now. For you and me, the best thing to do is back up our important files, stock 
a little canned food and water and look for the next way to play the cybersecurity field for portfolio gains.

I hope you take a look at these picks and see if any of them fit your investment goals. In future alerts, I’ll 
come back to this topic again, because these threats are going to be with us a long time. Stay tuned!

Thanks for subscribing to MTA.

Best wishes…

Byron King

P.S. While I stand behind all of these companies as potential great picks, for the time being, I’ll add only 
L-3 Communications Holdings to the official MTA portfolio. I’ll touch on this company’s development 
more in future alerts, so stay tuned!
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