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KippsDeSanto is pleased to share its 
first annual survey of mergers and 
acquisition (M&A) activity and sentiment 
in the Aerospace / Defense and 
Government Services sectors.

In this study, we asked key dealmakers 
from relevant sectors to share their 
predictions about M&A deal activity 
and valuations over the next year. We 
also asked them to share their insights 
on strategic drivers of M&A activity and 
the impact of recent events, including 
2017’s tax law changes and the Trump 
administration.

Respondents are very optimistic about 
the overall economy and M&A activity in 
the nearto medium-term. They expect 
activity levels and valuations to increase 
in 2018 due in part to the December 
2017 tax law changes and greater 
budget visibility.

About KippsDeSanto & Co.: KippsDeSanto & Co. is an investment bank focused on delivering 
exceptional results for leading, growth-oriented aerospace / defense and technology companies. 
We leverage our creativity and industry experience to provide M&A, private financing, and strategic 
consulting. Capitalizing on real-time industry trends and in-depth technical and strategic analysis, our 
solutions-driven approach is highly structured and uniquely tailored to each client. KippsDeSanto is 
recognized for its market insight and broad industry relationships. We help market leaders realize 
their full strategic value. KippsDeSanto, member FINRA / SIPC, is not affiliated with other companies 
mentioned herein. For more information, visit www.kippsdesanto.com.

Click here to access KippsDeSanto’s 
2018 Aerospace / Defense & 
Government Services M&A Survey
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GFY2019 Base Budget Breakdown(1)Operational / Funding Environment 
On September 14th, President Trump signed into law a 
Department of Defense (“DoD”) minibus spending bill for 
government fiscal year (“GFY”) 2019, authorizing a total of $674 
billion in defense spending. The DoD funding represents a 2.7% 
year-over-year (“YoY”) increase in spending over GFY2018 levels 
and allocates $606 billion in base discretionary funds and $68 
billion in Overseas Contingency Operations (“OCO”) funds.

The legislation is consistent with the key objective of increasing warfighter readiness outlined in 
President Trump’s National Security Strategy. Key procurements highlighted in the legislation include 
13 Navy ships, three DDG-51 destroyers, two VA-Class submarines, 95 F-35 aircraft, 15 KC- 46 tankers, 
55 AH-64 helicopters, and 13 V-22 aircraft. The bill does not directly address funding for the new 
Space Force, which is still under consideration by the House and Senate Appropriations Committees. 
This is the earliest the DoD budget has been signed into law in more than 40 years. Passing the 
budget ahead of the GFY-end on September 30th will help prevent the continuing resolutions and 
threats of government shutdowns that have occurred over the past decade.

In the aerospace sector, Boeing and Airbus 
have reached record backlogs through 
September 2018 of 5,849 and 7,383 aircraft, 
respectively. At the biennial Farnborough 
Airshow, Boeing led the way, securing $79 
billion in aircraft orders, as compared to 
$69 billion in orders for Airbus. Boeing 
has delivered 568 aircraft through 3Q18, 
representing a 4% YoY increase, regardless 
of its supply chain issues related to fuselage 
and engine delays which have driven nearly 
record high inventory levels (50 aircraft) at 
its Renton facility.

Boeing is also anticipating a surge in its 737 production rates, which are projected to increase 
from its existing rate of 52 aircraft per month to 63 aircraft per month in 2019. Supply chain issues 
are expected to improve in 4Q18, and Boeing anticipates a large ramp-up in deliveries during the 
quarter and into early 2019. Airbus deliveries through 3Q18 reached 503, representing an 11% YoY 
increase; however, it too has experienced supply chain issues, notably with its engine suppliers, Pratt 
& Whitney and CFM International. Despite this, Airbus’ A320 narrow body aircraft is set to increase its 
production rate of 12 aircraft per month to 14 aircraft per month in 2019, helping to make up for the 
delayed deliveries caused by these issues.
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Record Boeing and Airbus Backlog
(through September)

(1) Source: H.R.5515 - John S. McCain National Defense Authorization Act for Fiscal Year 2019 4
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In the government technology solutions sector, IT modernization and the vulnerability of inter-
agency data security have been main focal points of the Trump administration at the close of 
GFY2018. A 32% increase up to nearly $6.5 billion in cloud funding obligations from 2017 will create 
a multitude of opportunities as the government seeks to deliver its services with private sector 
efficiency.(2) The robust funding environment encourages federal agencies to find innovative and 
effective technologies to support cloud adoption and IT system modernization initiatives without 
hampering work flow or compromising security. Even across the Intelligence Community, an arena 
where data security continues to be a chief concern, organizations have continued a massive shift 
away from siloed IT systems toward shared service platforms capable of harnessing large amounts 
of data for rapid and informed decision making. Over the five-year horizon from 2017 – 2022, the 
cloud computing market is forecasted to expand at compounded annual growth rates (“CAGR”) 
of 10.1%, 19.5%, and 11.3% across Intelligence, Defense, and Civilian agencies, respectively as 
modern IT solutions, enterprise security, and efficiency drive competitive advantages for agencies 
and contractors alike.(3) Significant overhauls have begun manifesting themselves in the form of 
large, sole-source awards that cover multiple agencies and facilitate transition away from legacy 
systems. For example, the General Services Administration’s (“GSA”) new Centers of Excellence IT 
modernization (“COE”) initiative entered Phase II at the U.S. Department of Agriculture (“USDA”) to 
update agency practices in IT infrastructure optimization, cloud adoption, customer experience, 
data analytics, and contact center services. The GSA awarded multiple-award blanket purchase 
agreements to ten awardees spanning various sizes. Using multiple companies to facilitate 
modernization, the GSA hopes to position the USDA as a “lighthouse agency,” setting the precedent 
for other government agencies to pursue digital transformation in new and innovative ways.

(2) Source: Bloomberg Government: Cloud Services Market Expected to Hit All-Time High
(3) Source: Deltek Federal Priorities Spotlight, Cloud Computing, 2017 – 2022

Capital Markets and Public Market Valuation Trends 
In 3Q18, the aerospace, defense, and government technology solutions indices all experienced 
positive growth.

Aerospace shares continued to experience positive momentum, rising another 10.5% in the quarter, 
which represents 25.7% YTD, significantly outperforming the S&P 500 and its 8.7% YTD performance. 
Solid fundamentals, including record backlog levels and anticipated production rate increases, 
continue to drive these positive results.
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Alternatively, Embraer shares struggled during the quarter, decreasing 21.6%, driven in part by the 
company missing consensus earnings per share (“EPS”) estimates and the market reaction to the 
strategic partnership with Boeing for its commercial aircraft and services business. In line with the 
overall aerospace index’s rise in share price during 3Q18, the median enterprise value (“EV”) / next 
twelve months (“NTM”) EBITDA multiple reached 13.1x, setting a record high over the past three 
years after exceeding the high of 12.2x set in 2Q18.

The defense index returned to positive growth in 3Q18, rising 5.9% in the quarter, placing the 
index back into positive territory at 3.7% YTD. Strong performance by large defense primes 
tempered earlier investor anxiety, as shares in the index have begun to recover much of the 
decline experienced following a broad selloff in 2Q18. Valuation expectations have also stabilized 
following a slight downtick in the prior quarter; EV / NTM EBITDA multiples have remained steady 
at 12.3x. Industry bellwethers Lockheed Martin and General Dynamics each had a solid quarter, 
with shares rising 15.7% and 9.3%, respectively. Lockheed’s shares steadily climbed over the course 
of the quarter and were further buoyed by its 2Q earnings, in which the company raised internal 
guidance while handily beating earnings expectations. Higher revenue expectations were driven by 
increased win rates on classified programs in the first half of the year and earlier-than-expected sole-
sourced orders. General Dynamics also reported a strong quarter, beating earnings expectations 
and reporting strong organic growth and bookings activity in its defense business. The government 
technology solutions index ended the quarter up 11.3%, marking the sixth consecutive quarter the 
index has posted positive returns (up 22.8% YTD). Benefitting from positive earnings announcements 
and a series of large contract awards, the government technology solutions index is poised to 
continue its positive trajectory into 4Q18 behind continued budgetary priorities of cloud and next-
generation solutions. EV / NTM EBITDA multiples reflected optimism, finishing 3Q18 at a recent high 
of 13.1x, up from a 2Q18 multiple of 12.2x to realize a fifth consecutive quarter of growth. Seven 
of the eleven companies in the index posted positive returns for the quarter, and all but VSE and 
Vectrus are up YTD. Perspecta recorded the largest upward movement in 3Q18, finishing its first full 
quarter of trading up 18.8% after falling 17.4% in June. Perspecta, which was formed through the 
combination of Vencore, KeyPoint Government Solutions, and the DXC U.S. Public Sector business, is 
poised to continue its positive momentum into 4Q18 after recently announcing a $787 million Navy 
award on September 6th and reporting $195 million of pro-forma adjusted EBITDA (up 37% YoY) in 
its August earnings announcement. Leidos was the second largest mover in 3Q18, rebounding from 
a 9.1% decline in 2Q18 to finish up 16.5% in 3Q18. The company was lifted by a strong July earnings 
announcement where it posted adjusted earnings of $1.12 per share, beating estimates of $1.05 and 
increasing 7.7% YoY. Both ManTech and Booz Allen Hamilton also finished the quarter strong, with 
returns of 16.3% and 11.3%, respectively. ManTech rose after reporting 19% YoY organic revenue 
growth, and while Booz Allen Hamilton increased after winning three $500+ million awards in the 
quarter, including a $1.0 billion cyber defense contract – the company’s second largest cybersecurity 
award ever. Despite reporting positive earnings, SAIC’s shares fell 9.1% on September 10th, the 
same day it announced its $2.5 billion agreement to acquire Engility with ~$900 million of assumed 
debt and finished the quarter down 1.2%. Engility’s shares finished 3Q18 up 16.5% overall despite 
dropping 0.6% since the deal announcement.

(1) S&P Capital IQ, company filings, and KippsDeSanto research
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M&A Transaction Volume(1)  For the Calendar Quarters 1Q11 – 3Q18

M&A Trends & Activity  
78 aerospace, defense, and government technology solutions M&A transactions were announced 
in 3Q18, surpassing the average volume of 72 deals per quarter since 2011, and representing a 
significant increase over the prior quarter.  228 transactions have been announced YTD, which is 
on pace with M&A activity seen through the first three quarters of 2016 and 2017.  There were 42 
aerospace transactions in the quarter, the largest number of quarterly deals since 2Q14.  With 106 
transactions announced YTD, the sector has already nearly reached 2017’s level of activity, and 
if current trends persist, it would be on pace for more than 140 transactions for the full year.  ST 
Engineering’s U.S.-based subsidiary, VT Systems, entered into an agreement to acquire Middle 
River Aviation Systems from General Electric (“GE”) for $630 million.  This transaction significantly 
deepens ST Engineering’s presence in the original equipment manufacturer (“OEM”) market through 
the addition of high-value engine nacelle manufacturing capabilities.  For GE, the divestiture 
represents the latest in a line of assets the company has shed, which it does not believe aligns with 
core strategies in its aviation, power, and healthcare divisions.  Space-related deals were also active 
during 3Q18, with five transactions having exposure to the sector.  Notably, Boeing announced 
its acquisition of Millennium Space Systems in August; this complements Boeing’s existing launch 
vehicle and satellite capabilities and better positions the company to take advantage of the rapidly 
expanding small satellite (“smallsat”) market. 

There were 17 defense transactions announced in 3Q18, a slight uptick over the prior quarter, 
putting the industry on pace for 80-90 transactions in 2018.  Mercury Systems broadened its product 
offering and customer base through its $45 million acquisition of Germane Systems, a provider of 
rugged servers, computers, and storage systems.  This transaction complements Mercury’s February 
acquisition of Themis Computer, creating a $100+ million line of business focused on rugged 
computing solutions for defense applications.  KippsDeSanto & Co. served as exclusive financial 
advisor to Germane and Themis in their respective transactions.  The acquisition of Germane also 
builds on a broader trend in the defense electronics subsector, with buyers seeking to broaden 
technology portfolios, bolster their ability to deliver integrated solutions and systems, and gain 
increased presence on vital and enduring defense programs, fueling the considerable interest and 
rising transaction valuations the subsector has realized in recent years.

(1) S&P Capital IQ, company filings, and KippsDeSanto research
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The 19 government technology solutions transaction announcements this past quarter bring the 
YTD deal count in the sector to 60 (e.g. SAIC’s blockbuster acquisition of Engility).  There were several 
key takeaways from 3Q18 M&A activity.  Large-scale industry consolidation continues to heavily 
shape the market, private equity firms are aggressively competing with strategic buyers for coveted 
assets, and acquirers continue to seek higher-end capabilities focused on DoD / Intel and NextGen 
IT.  The SAIC deal highlights ongoing industry consolidation as scale remains a critical differentiator 
in the market.  Middle-market activity remains robust in 2018, spurred in large part by private equity 
buyers looking for new platforms and bolt-on acquisitions.  Of the 19 announced transactions in 
3Q18, two involved private equity buyers and six involved private-equity portfolio companies.  The 
financial sponsors active in 3Q18 are familiar names in the space: AE Industrial Partners, Arlington 
Capital, Enlightenment, H.I.G., New Mountain Capital, NewSpring, and Veritas.  Veritas-backed Alion 
acquired MacAulay-Brown to expand its national security footprint and add NextGen engineering 
expertise in electronic warfare, artificial intelligence, cybersecurity, and cloud solutions.  Arlington 
Capital acquired Tyto Athene (formerly Black Box federal), a provider of networking and secure 
communications, while its portco Integrity Applications Incorporated acquired Dependable Global 
Solutions, a provider of cybersecurity and intelligence services. 

(1) S&P Capital IQ, company filings, and KippsDeSanto research
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England’s biennial Farnborough Air Show was headlined by more 
than $154 billion of aircraft orders this year. Industry giants 
Boeing and Airbus experienced an uptick in performance with 
more than 900 orders and commitments from customers. This 
adds to already robust backlogs of 7,383 for Airbus and 5,849 
for Boeing as of 3Q18. However, this tally was overshadowed 
by an estimated 400 deals where the names of the buyers were 
withheld. Airbus believes ongoing trade tensions have made 
some companies nervous about appearing to side with the U.S. 
or other economic powers in a growing global trade battle. In 
line with the past, the A320neo and 737 MAX families accounted 
for the vast majority of the orders and commitments; however, 
as backlogs grow, OEMs may soon feel pressure to provide 
quality parts on time. On the whole, the airshow confirmed 
increased confidence in global aerospace trade.

FARNBOROUGH AIRSHOW 2018 SETS A RECORD 
$154 BILLION IN ORDERS

The smallsat market has been rapidly transforming since 
2013, as new technologies have emerged for an increasing 
number of applications. The number of smallsats is expected 
to quadruple by 2025, causing spending to reach $22.0 billion 
(up from $12.5 billion in 2016). While much of this growth will 
come via the commercial sector, specifically in the areas of 
imaging / earth observations and satellite communications, 
the government remains an important player in the science, 
exploration, and national defense aspects of the industry. 
Driven by the significant market expansion of smallsats, 
downstream and adjacent markets, such as weather modeling 
and prediction, are expected to experience similar tailwinds in 
the near-term.

SMALL SATELLITES CONTINUE TO ALTER THE 
LANDSCAPE OF THE SPACE INDUSTRY

AEROSPACE UPDATE

Airbus and Boeing, along with other aircraft OEMs, are having 
trouble keeping up with aircraft demand. Cascading supply 
chain issues in multiple facets of assembly, such as engine and 
fuselage shortages, have forced Airbus and Boeing to deliver 
fewer aircraft than expected in 3Q18. In addition, a shortage of 
experienced workers is contributing to the slowdown. In order 
to combat struggling parts manufacturers delaying deliveries, 
Boeing has been vertically integrating to further control 
deliveries and timing, as well as to bolster margins. Meanwhile, 
Airbus has asked suppliers like Spirit Aerosystems to build up 
future inventory, and audited vendors to ensure they have 
the staff / resources to keep up with production. While supply 
chain logjams continue to impact immediate deliveries, both 
companies are confident in maintaining year-end delivery 
schedules and financial forecasts.

AIRBUS AND BOEING’S SUPPLY CHAIN SHORTAGES 
LEAD TO TROUBLES MEETING DEMAND
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The U.S. and India signed a breakthrough security accord that would 
allow India to purchase advanced U.S. weaponry. With this agreement, 
India and the U.S. will participate in joint military exercises. The U.S. 
sees its alliance with India as a critical measure in countering the 
growing Chinese influence in the region. This deal caps off a budding 
military relationship between the two countries; over the past decade, 
weapons sales from the U.S. to India increased from relatively 
insignificant amounts prior to 2008 to a cumulative $15 billion through 
2018. India is expected to order several F-16 and F-18 fighter jets 
from Lockheed Martin to modernize its aircraft capabilities, which 
would replace its existing Russian models. Moreover, India is forecast 
to spend $30 billion in military modernization over the next seven 
years; however, 70% of the infrastructure required to sustain and 
support the spending has not been built. This provides a tremendous 
opportunity for U.S. companies to benefit, as they have the expertise 
and technology to provide the necessary infrastructure to India.

U.S. BUILDS MILITARY RELATIONSHIP WITH INDIA

DEFENSE UPDATE

The Pentagon has proposed a four-pronged approach for the 
U.S. military’s future in space that includes the creation of a Space 
Force as a sixth branch of the armed forces. As Russia and China 
emerge as potential U.S. adversaries in space, the formation 
of a Space Force has become a top U.S. priority. The approach 
requires the following phases: (i) the DoD establishes a Space 
Development Agency to develop and field space capabilities; 
(ii) the Pentagon develops a Space Operations Force to support 
combatant commanders; (iii) the DoD creates the governance, 
services, and support functions of the Space Force to be approved 
by Congress; (iv) the Pentagon creates the U.S. Space Command, 
led by a four-star general.

PENTAGON PROPOSES SPACE FORCE AS THE SIXTH 
BRANCH OF THE MILITARY

Research, Development, Test & Evaluation (“RDT&E”) 
funding for GFY2019 is budgeted at $131 billion, a 4.5% 
increase from GFY2017 with spending highly concentrated 
among the DoD and DHS (~70% of total funding between 
the two. The DoD’s allocation is 16.2% above 2017 levels, 
representing a renewed focus on modernizing U.S. defense 
capabilities to keep pace with adversaries. Considering 
recent nuclear advancements made by Russia and China, 
the DoD has made developing its nuclear competencies one 
of the highest priorities. Key platforms, including the B-21 
Bomber, Columbia Class submarine, Long Range Standoff 
(“LRSO”) Missile, and Ground Based Strategic Deterrent 
(“GBSD”) platforms, are expected to experience significant 
growth as a result of these initiatives.

RDT&E BUDGET FUNDING HIGHLIGHTS
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The federal market has drawn renewed interest from large commercial 
entities, such as Amazon, Google, Oracle, and Microsoft as they square 
off over sizable and lucrative government cloudcomputing contracts. 
The Office of Management and Budget “Cloud Smart” strategy posits 
federal agencies have struggled to efficiently adopt and implement new 
cloud technologies in a timely manner, lacking the certified personnel 
necessary for a successful transition. This dynamic positions innovative 
and agile contractors with differentiated expertise deploying commercial 
technologies, such as Appian, Salesforce, and ServiceNow, to fill that skill 
gap and deliver highly-sought after capabilities and domain knowledge 
for agencies struggling to transition to cloud services. Situated at the 
nexus of priority spending, the scarcity value of companies fluent in 
these cloud computing technologies drives significant enterprise value 
as federal customers seek to procure these services and the buyer 
community realizes the fundamental value to be gained through tactical 
partnerships and strategic acquisitions.

COMMERCIAL ATTENTION INTO THE FEDERAL MARKET

Federal agencies and the DoD are increasingly relying on AI as a priority 
that will allow them to efficiently analyze high volumes of data. AI and 
machine learning spending at the DoD is expected to increase, as the 
Pentagon estimates it will invest $1.7 billion over the next five years 
towards establishing the Joint Artificial Intelligence Center (“JAIC”). The 
move towards AI comes partly in response to Russia and China racing 
to integrate AI into their military applications. Large players in this 
space include Google, IBM, Microsoft, and Booz Allen Hamilton — which 
recently won a five-year $885 million DoD and IC contract. As AI continues 
to materialize in the federal space, companies will seek to bolster their 
capabilities through strategic acquisitions for talented personnel and 
leading technologies, including Microsoft, which recently made its third 
AI acquisition of 2018. The integration of AI will also require advanced 
data preparation and cybersecurity services, given that the integrity of the 
input data is crucial to AI’s mission.

ARTIFICIAL INTELLIGENCE / MACHINE LEARNING

Public government contractors continue to leverage 
M&A, turning to transformative acquisitions to achieve 
increased scale and meaningful cost synergies in today’s 
increasingly competitive marketplace. SAIC’s acquisition 
of Engility is the latest in a long line of industry-shaping 
deals, and follows General Dynamics’ successful bid 
for CSRA over SAIC and CACI, who was reported to 
also have been an interested party in the Engility deal. 
CACI’s interest in both deals suggests they are seeking 
a transformative deal of their own. As large, public 
government contractors attempt to gain scale and 
diversify capabilities and customers via consolidation, 
middle market players that are pushed to the periphery 
may also become attractive acquisition targets.

CONTINUED FEDERAL CONSOLIDATION 
WHO IS NEXT?

GOVERNMENT TECHNOLOGY SOLUTIONS UPDATE
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About KippsDeSanto & Co.

KippsDeSanto is an investment banking firm focused on delivering M&A and financing expertise.  
Our solutions are focused on the sectors we know — aerospace/defense and government 
technology solutions. We are recognized for our depth of industry experience, knowledge of  
sector-specific transaction drivers, and long-standing relationships with industry participants.

We welcome the opportunity to have a more detailed discussion of developments in our  
focus industries. 

For more information, please contact us at (703) 442-1400.

The information and opinions in this report were prepared by KippsDeSanto & Co. and the information herein is believed 
to be reliable and has been obtained from and based upon public sources believed to be reliable. KippsDeSanto & Co. 
makes no representation as to the accuracy or completeness of such information. Opinions, estimates, and analyses 
in this report constitute the current judgment of the author as of the date of this report. They do not necessarily reflect 
the opinions of KippsDeSanto & Co. and are subject to change without notice. This report is meant to impart general 
knowledge about a sector or industry and is not expected to provide reasonably sufficient information upon which to make 
any investment decisions.

KippsDeSanto & Co. is not affiliated with any of the companies identified in this report. Unless otherwise described, the 
companies identified are also not affiliated with one another.

This report may contain information obtained from third parties. Reproduction and distribution of third party content in 
any form is prohibited except with the prior written permission of the related third party. Third party content providers do 
not guarantee the accuracy, completeness, timeliness or availability of any information.
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