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military electronic components and communications equipment. MicroTel
International’s electronic components group, which includes XET Corporation
and its international subsidiaries, provides custom power conversion products
and digital switches to the electronic components global market primarily used
for defense, aerospace and industrial applications. MicroTel's communications
N group, consisting of CXR Telcom Corporation and CXR (France), provides
testing, transmission, and network access equipment to the North American and
European communications industry. Founded in 1983, the Company operates out
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of facilities in the U.S., France, the UK. and Japan. As of February 28, 2003,
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MicroTel International employed a total of 189 persons in its various subsidiaries

CEO: The company comes off a strong quarter as you earned 2 cents
per share for your fourth quarter ended December 31st. Could you
begin with an overview of the company and then we'll get into some of
the catalysts behind these improved results?

MCTL: We are an aerospace and military company. We build
electronic components and subsystems including digital switches and
power supplies that represent about 60 percent of the company's
revenue. We have about 40 percent of our revenue in communications
equipment and we built product for all the major carrier companies in
the United States. But the majority of our telecommunications
equipment is customer premises equipment, not for carrier companies.
The carrier companies are the most depressed in the market, followed by
telecommunications equipment manufacturers. We are an international
company. We have about 60 percent of our revenue in Europe and Asia,
40 percent in North America. We have operations in northern and
southern California, in England, France and in Japan. We had revenue
of about $22.5 million last year and we reported a small loss. We were
very profitable on our defense and military component side, and the
money that was lost was on the telecommunications side. The total loss
for the year was about $570,000, but we were profitable in the second
and the fourth quarters.

CEO: Let's start, if we could, with in fact the military opportunity,
which would appear to be an unprecedented one. Where do you fit in in
terms of this growing sector?

MCTL: I'd like to parallel our products by what we are doing with the
effort in Iraq. We are building devices that are at the man-machine
interface, switches that allow military personnel to provide command
and control over their aircraft or over their radio communication
systems or whatever it just happens to be. In fact, in Iraq today our
products are installed on nine fixed wing aircraft and five helicopters.
We're on two main battle tanks including the Bradley fighting vehicle.
We're on all the major naval destroyers. We're on the very important
A-10 Warthog aircraft, which is referred to as the tank killer. Just to give
you an example of numbers of products we deliver, on the A-10 Warthog
we have 19 of our switches. Half of them are in the storage and
weapons fire control system and the other half is in friend or foe
transponders. In terms of fixed wing aircraft, we're in the B-1, the B-2
Stealth Bomber, the 117A stealth aircraft, the F-15, 14, 18, we're in the
British Tomahawk, the British Harrier jump jet and the British Jaguar.

We're in the C-130, in rotary wing, we're in the Apache, the Apache
Longbow, the Cobra, the Blackhawk, among others. We're on the M1A1
gunner console. We're on battlefield computers for the Army. We're on
battlefield computers for the Marines. We're all over with our products
in the Iraqi theater, in the air, on the ground and at sea.

CEQO: As you look at the defense sector, in many areas the spending has
been a little bit slower than anticipated. What have you seen in terms
of your own business growth and how far are you into this cycle?

MCTL: We have begun to enjoy a higher level of orders on the
aerospace and military side. We're breaking through not only with our
digital switches but also our power supplies. Our digital switch business
is up about 5 to 7 percent, but our power supply business last year was
up 23 percent. We are forecasting with the programs that we're on to be
up about 25 percent this year. So there is no doubt that the war effort,
both in Iraq as well as the war on terrorism, is resulting in significant
increases in our business.

CEQ: What about the infrastructure necessary to support this growth?
What have you developed there?

MCTL: We have factory facilities in our aerospace and defense
business in England and Wales as well as in the United States. We are
fully facilitated with all the equipment necessary literally to build our
products from scratch. We are not a reseller of products. We design and
build custom products for all of the applications I've described, and that
capability exists in house. We could clearly leverage what we have as a
capability to even much higher levels of revenue than where we are now.

CEQ: What about strategic partners? Of course many of the smaller
companies in the defense sector will work with many of the large
contractors. What kind of relationships have you forged there?

MCTL: Well, in our case, I believe Fortune magazine just put out their
list of 500 largest companies, but I'll just focus our product deliveries
and relationships with the Fortune 100. Microtel is delivering products
either on the aerospace and defense side or on the communications side
to about 25 out of the Fortune 100. Just to give you some names,
General Electric, IBM, Verizon, Hewlett Packard. On the aerospace and
defense side Boeing. On the communications side, AT&T, SBC
Communications, AOL Time Warner, Sprint. Back on the defense



side, Lockheed Martin, Motorola, Honeywell. BellSouth on the while telcom is hurting us, it is the smaller of the two businesses.
communications side, and perhaps the last example, Northrop Grummaie will be solidly profitable in one of the two pieces, the customer
on the aerospace and defense side. So we are solidly in bed with majpremises piece, and we are likely to break even on the test instrument
major players, both on the communications as well as on the aerospasiele here in the U.S.
and defense side. Of course this is only in the United States. If we go to
Europe and Asia, we are delivering product and have partnershi@EO: What about the electronic components segment? It appears as if
arrangements with Alcatel, with Siemens, BAE Systems. In Asia, we'rgou've seen a significant pickup there. What's the impact of this on your
delivering product to Toshiba, Hitachi, Toyo Com, Tamura. We are @ottom line?
small player in a very big league and our products with almost all of our
customers are custom products. We are typically sole sourced and haW&CTL: Our electronic component business, which is not only
print position in programs that will go on for years and years to comeaerospace and defense but also include other industrial customers as
We are already delivering product for the new European fighter aircrafivell, has made the major profit contribution in the year 2002 and it will
and the new Eurocopter and there's no doubt in my mind that we will bbe a major contributor to profitability in the year 2003. Just to put this
on the new U. S. Joint Strike Fighter aircraft here in the United Statesbusiness in perspective, in 2002, we lost $1.9 million after corporate
overhead on the communications side and yet we reported a $570,000
CEO: Of course the other key business for the company is théoss after tax, so you can do the arithmetic. The profitability on the other
communications business. This has of course been a challenging areside of the business was very, very substantial. We'll continue on an
How have you managed in the current environment? upward trend going forward. So if all Microtel does in the year 2003 is
continue profitably with its French subsidiary on the customer premises
MCTL: We've cut costs. We've pruned products and we haveide and merely break even on our test instruments with our operations
been very fortunate in that we play in two segments of thehere in the United States. Then, we would have a significant profit for
telecommunications business, one which is nowhere near as depressbd year '03.
as the other. The bigger piece for us is that segment which is known as
"customer premises equipment”. We build transmission and networCEO: What should investors now look for in the coming quarters and
access products for the French Post Office, French and other Europehow seasonal is your business, as you come off a strong fourth quarter?
military, for banks and many other enterprises such as these. We welethis something that typically is replicated in the first?
impacted last year by the general downturn but we were more impacted
by the political elections in France which caused us to have a problemCTL: It is not, for only one reason, not so much our transmission but
on that side of the business. However, we came back to profitabilitpur test instrument business is seasonal. The aerospace and defense and
with that operation in the month of September and we were profitableomponents end of the business is very flat, not in terms of its growth,
in the fourth quarter, making a major contribution to our ability to but it has very even shipments throughout the year with little, if any,
turn in our fourth quarter profit. The most depressed end of tha&easonality. But our biggest problem is here in the U.S. with test
telecommunications business is right here in the U.S. with carriemstruments. The budgets by Verizon and SBC and others have been
companies who have very severely restricted their capital spending. Seleased later this year even than they were last year. As a result we
while Verizon, SBC, BellSouth, AT&T and others are our major tradingalways have a very difficult first quarter. We will regrettably report
partners, their revenue expenditures on capital equipment are dowperhaps a small loss in the first quarter. It will be far, far reduced from
We have had to change in our U.S. operation that served this markete loss of the previous fiscal year, but we expect to be profitable in the
to an offshore manufacturing model where product is coming insecond, third and fourth quarter and we expect to turn in a profit for the
fully assembled from Asia. This has allowed us to greatly reduce ouiull year.
loss in that end of the business, and as a corporation looking forward,
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