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KippsDeSanto’s
Aerospace / Defense &
Government Services
2019 M&A Survey
KippsDeSanto is pleased to share
its second annual survey of merger
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, including
government elections and predictions on
the 2019 credit market.

Click here to access
KippsDeSanto’s 2019
Aerospace / Defense &
Government Services
M&A Survey

Respondents are optimistic about the
overall economy and M&A activity in
the near-to medium-term. They expect
M&A volume and valuations to remain
strong, similar to 2018 levels, due in part to
robust defense spending and economic
confidence.

About KippsDeSanto & Co.
KippsDeSanto & Co. is the largest independent investment banking firm exclusively focused on
serving leading, growth-oriented Aerospace / Defense & Government Services companies.
We are focused on delivering exceptional M&A and Financing transaction results to our clients
via leveraging our scale, creativity, and industry experience. We help market leaders realize
their full strategic value. Having advised on over 100 industry transactions, KippsDeSanto is
recognized for our analytical rigor, market insight, and broad industry relationships.
There is no substitute for experience.
For more information, visit us at www.kippsdesanto.com.
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KippsDeSanto’s Recent Advised Transactions
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Operational / Funding Environment
In late-June 2019, the U.S. Senate advanced the 2020
National Defense Authorization Act (“NDAA”), at $750 billion,
approximately $17 billion larger than the $733 billion figure
the House of Representatives has targeted for GFY2020. In
an 86-8 vote, the Senate passed the bill, which includes a
3.1% pay raise authorization for troops, an additional 6,200
service members, an allocation of $300 million in funding
for military housing, and full funding of Pentagon nuclear
modernization programs. The bill passed with ease despite
concerns regarding the U.S.’ nuclear capabilities and
the overall size of the budget. Proponents tout the bill’s
passage as a continuing effort to expand and modernize
the military to counter growing geopolitical threats. The
NDAA will now move to the House of Representatives for
a vote in late-July. While the House voiced comfort with
a military pay raise and parameters regarding the new
Space Corps within the Air Force, it is anticipated that there
will be resistance regarding the budget’s top-line figure,
specifically the level of funding allocated to the nuclear
arsenal as well as the proposed southern border wall. Inter-chamber negotiations to reconcile the House and Senate’s
respective versions of the bill are expected to commence immediately following the House’s advancement of the bill.
Congress must reach an agreement by October 1, 2019 to avoid risking a partial government shutdown.
In commercial aerospace, Airbus continued its positive
momentum at this year’s Paris Air Show, capturing new
orders or letters of intent for over 595 aircraft, outpacing
Boeing’s new orders for 234 planes. Collectively, 938 new
planes were ordered at this year’s air show. While this figure
is slightly lower than the new orders placed at the 2017
and 2018 air shows, it surpasses analysts’ expectations.
Moreover, Airbus has also outperformed Boeing in year-todate (“YTD”) deliveries, reporting 389 new aircraft deliveries
through 1H19, compared to Boeing’s 239. Boeing’s topline
figure is driven by 113 737 jet deliveries, accounting for
nearly one-half of its net total, to 65 different customers,
with only China Eastern Airlines, Base Defense Squadron
(“BDS”) United States Air Force (“USAF”) Tanker, Delta Air
Lines, and United Airlines receiving 10 or more aircraft.
Meanwhile, Airbus’ 389 YTD deliveries are slightly below
2018’s pace. The Company’s 800 deliveries in 2018
represented a 12% increase over 2017’s 712 deliveries, and
marked the 16th straight year that deliveries increased.
Airbus’ overall backlog remains strong at 7,276 aircraft, which is a slight decrease from 1Q19’s 7,357 aircraft. With respect
to net orders, Boeing fell from 91 through 1Q19 to -119 YTD in the aftermath of the two fatal crashes of its 737 MAX jets as
total orders canceled numbered 227. Airbus reported positive net orders, with its 88 count marking an improvement on
1Q19’s -58 net orders in 1Q19 as the orders of 94 A320 Neos and 57 A231 Neos drove performance. Robust passenger
growth should continue to drive a strong aerospace market, as passenger traffic and capacity have been up year-overyear (“YoY”) for each of the past five years.
While federal budgets remain strong, IT and cybersecurity have become key budgetary focus areas. In particular, the
Department of Defense (“DoD”) has cited cybersecurity as a major challenge and as a result it has become one of the
fastest growing areas of the budget. For example, the Naval Cybersecurity and IT budget is projected to grow from
$1.6 billion in GFY19 to $1.8 billion in GFY2020(2), as the Navy is looking to enhance legacy IT systems and network security
measures. As part of this growth, the Navy recently awarded a $6.2 billion, seven-year, multi-award, cybersecurity-focused
indefinite delivery / indefinite quantity (“IDIQ”) called Systems Center Pacific Cyberspace Science, Research, Engineering,
and Technology Integration. Awardees were BAE Systems, Booz Allen Hamilton, ICF, Leidos, Northrop Grumman, Parsons,
Perspecta, SAIC, and Scientific Research Corp, each with ceiling values ranging from ~$600 million to ~$800 million. In
addition, the Army has several training contracts and cyber innovation challenges in place and is currently shaping a new
$1 billion single-award contract, the Persistent Cyber Training Environment, which is expected to be awarded by GFY2021.
S&P Capital IQ, company filings, and KippsDeSanto research
Figures do not include classified IT spending by defense and intelligence agencies

(1)
(2)
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Capital Markets and Public Market Valuation Trends
Strong performances throughout 2Q19 led to increases for aerospace, defense, and government services indices. The
aerospace index continued to climb finishing at 23.2%, which exceeded 1Q19’s growth of 22.7%. Despite the broader
aerospace index’s strong performance, Boeing shares continued to drop in the wake of the groundings of the 737
MAX 8, falling by 7.0% this quarter as it was announced a previously unknown software problem had been discovered,
pushing the return of the 737 MAX 8 until at least October. However, in response to Boeing’s groundings, Heico shares
have increased 76.2% YTD as the demand for current airplane parts has increased as fewer new planes are deployed.
This trend has also buoyed Transdigm’s stock as shares increased 42.2% YTD. Airbus has also benefited from Boeing’s
groundings as shares increased 7.4% in 2Q19 and 48.4% this year. The median aerospace enterprise value (“EV”) /
EBITDA multiple was steady, going from 10.3x to 10.2x.

The defense index continued its strong year, ending 2Q19 up 10.1% on the quarter and 25.6% YTD as gains were made
throughout the industry. L3 Technologies, Inc. had a strong quarter, as its stock rose 19.6% in reaction to its merger with
Harris Corporation, as well as continued growth in revenue and margins. As tensions have continued to rise between
the U.S. and Iran, defense companies stand to benefit, including Lockheed Martin and Northrop Grumman, whose
stocks rose 19.5% and 17.9%, respectively. Northrop benefited from a number of announced awards, including an
agreement to team with Raytheon Co. on hypersonic weaponry as well as a $958 million deal to produce radar
units for the Marine Corps. Meanwhile, Lockheed owns a record backlog of $133.5 billion boosted by the continued
expansion of the F-35 program. Defense spending is set for another record budget between $733 billion and $750
billion, which should allow for further growth across the industry. Defense multiples also had a steady quarter, with
the index’s EV / EBITDA multiple improving slightly from 10.9x to 11.1x. This marks a rebound from a down first quarter
compared to the 11.5x multiple the defense industry posted in 4Q18.
The government services experienced strong stock price appreciation in 2Q19, marking the second consecutive
quarter of strong stock gains driven by broader market upswings and budgetary tailwinds. The sector has posted
a 44.5% gain since January 1st, significantly exceeding the S&P 500’s gain of 19.4%, driven in large part by outsized
returns from Vectrus and Leidos. Vectrus was up 47.8% in 2Q19 after winning a desired spot on the $84 billion Logistics
Civil Augmentation Program (“LOGCAP”) V IDIQ contract in April, which provides support services for the U.S. military
worldwide. Vectrus’ stock immediately reacted to the contract award, having approached its all-time historic high of
$40 / share, a level which the company’s share price has sustained through the end of the quarter, while also ending
the quarter up 83.9% YTD. Similarly, Leidos’ shares rose 23.1% this quarter and 53.4% YTD, following ~5% higher than
expected revenue growth during 1Q19. In addition, Leidos’ adjusted EBITDA margin rose to over 10% for the quarter,
which partially reflects the company’s successful execution of integrating Lockheed’s Information Systems & Global
Solutions business. Furthermore, favorable budgetary conditions and elevated stock prices have enabled industry
median EV / NTM EBITDA valuations to remain at recent highs of more than 12.0x. Thus, the expectation of continued
strong federal funding and continued strong company performance across government services businesses is driving
above average market performance.
(1)

S&P Capital IQ, company filings, and KippsDeSanto research
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M&A Trends & Activity
A total of 70 aerospace, defense, and government services M&A transactions were announced in 2Q19, which remains
in line with quarterly transaction levels throughout the same periods from 2014 – 2018. Aerospace and defense deal
flow remains strong, collectively boasting 54 transactions in 2Q19, which is in line with the 51 deals announced in 1Q19.
2Q19 has seen a notable 16% increase in defense deals as a total of the combined aerospace and defense M&A
market relative to the previous year. The 28 defense deals represent the highest total number of defense transactions
since 1Q18 and mark the first time since 2Q11 that total defense deals have outnumbered total aerospace deals
within a single quarter. Though down from the 19 announced transactions in 2Q18, government services deal volume
remains strong with 16 announced transactions in 2Q19, totaling 40 YTD.
Although the 26 announced aerospace deals in the quarter are lower than recent quarters’ activity, 2Q19 witnessed
several high-profile transactions as strategic buyers sought scale to strengthen respective supply chains and expand
offerings. This phenomenon is most apparent in the anticipated merger between United Technologies, Inc. and
Raytheon Co. This deal will create the second largest U.S. aerospace and defense company by revenue, while
potentially saving more than $1 billion in costs and substantially expanding the combined entity’s product line.
The new company will have a wide variety of offerings including: Patriot missile launchers, space suits, navigation
systems, and flight controls. Another high-profile transaction was Parker Hannifin Corporation’s agreement to acquire
LORD Corporation for approximately $3.7 billion. Through implementation of initiatives in the supply chain and lean
productivity, the transaction is expected to create substantial cost synergies. LORD’s brand name and distributor
channels will also expand the addressable market for Parker’s products.

The defense electronics sector continues to be a key focus area within the defense industry. In April, Elbit Systems,
Ltd. agreed to acquire the night vision business of Harris Corp. for an estimated $350 million. The sale of the business
unit was a condition to receive regulatory approval for the Harris Corp. merger with L3 Technologies, Inc., which also
produces night vision equipment. This provided Elbit Systems with an opportunity to expand into a new market and
continue to widen its product base. Additionally, BAE Systems, Inc. acquired Riptide Autonomous Solutions, LLC, a
provider of unmanned underwater vehicle technology (“UUV”). This acquisition allows BAE to combine its expertise
in communications with Riptide’s UUV platform, which will position BAE to offer solutions in a growing market segment.
In 2Q19, there were 16 government services transactions announced. Driven by continued desires for increased scale
and access to vehicles, customers, and in-demand capabilities, sector participants remain heavily focused on M&A
as part of their growth strategies. In particular, financial sponsors remain extremely active given the attractive lending
environment and the availability of well positioned assets. Sponsors represented 40% of quarterly deal activity. Of
private equity transactions, four were new platform investments, including CM Equity’s acquisition of JANUS Research
Group, Enlightenment Capital’s acquisition of Trowbridge & Trowbridge, and Arlington Capital Partners’ acquisition
of Octo Consulting. In each instance, the operational expertise and financial resources provided by the buyer are
expected to accelerate inorganic growth strategies. Sponsors’ desires to invest in the sector continue to be driven
by predictable cash flows from long-term contracts, strong management teams, and attractive debt financing.
Additionally, private equity-backed portfolio companies have also been active acquirers and represented four of
the transactions in 2Q19. Representative transactions include Veritas-backed Peraton’s acquisition of Solers and
Sagewind-backed ByLight Professional Services’ acquisition of Metova Federal. Strategic firms also made some
meaningful acquisitions. These include DLH’s acquisition of Social & Scientific Systems and Jacobs’ $815 million
acquisition of KeyW.
(1)

S&P Capital IQ, company filings, and KippsDeSanto research

6

Aerospace / Defense & Government Services MarketView Summer 2019

Aerospace Update
Select Aerospace Transactions LTM
with EV over $1 Billion

INDUSTRY CONSOLIDATION HITS PEAK WITH
UTC-RAYTHEON MERGER
IIn June, United Technologies Corp. and Raytheon Co.
announced an all-stock transaction to be structured as a
merger of equals between the two companies. With this
merger, the combined company, Raytheon Technologies
Corp., is expected to create the 2nd largest aerospace
and defense company. This deal emphasizes an industrywide trend of companies seeking to achieve scale and
streamline supply chains through large scale consolidation,
allowing for substantial cost synergies and consumer base
expansion. UTC and Raytheon’s announced merger
marks the fourth aerospace transaction over the last
twelve months (“LTM”) with an EV of more than $1 billion,
highlighting major industry players’ propensity to leverage
M&A as a tool for growth.

HONEYWELL BLOCKCHAIN MARKET SEEKS TO
REVOLUTIONIZE AFTERMARKET AIRCRAFT PARTS

Advantages of Blockchain for A&D Companies(1)

Honeywell is using blockchain technology to expedite transactions
for aftermarket aircraft component sales. Blockchain technology
is a decentralized system that creates and shares a digital ledger
of transactions, allowing for more efficient and secure transactions.
This technology facilitates a buyer’s ability to verify the certification
and origin of a given part and has to date been used for automation
to increase efficiency and reduce costs. Earlier this year,
Honeywell’s Aerospace unit introduced an online marketplace
based on blockchain that lets more than 800 global vendors trade
aerospace parts in real-time. The marketplace, called GoDirect
Trade, has accumulated more than ~$2 million in sales to date,
and Honeywell Aerospace projects sales of approximately $10
million by year-end. Current participants include Dassault Falcon
Jet Corporation and StandardAero Aviation. Honeywell intends for
blockchain to eventually facilitate the sale of whole used aircraft.
Aircraft Rental Provider Index vs Boeing & S&P 500(2)

RENTAL AIRCRAFT BUSINESS BENEFITS AS
737 MAX 8 GROUNDINGS FORCE AIRLINES
TO ADJUST SCHEDULES
The grounding of Boeing’s 737 MAX 8 aircraft has significantly
increased demand for aircraft rental services. Full-service
aircraft rental providers have experienced increased activity
as airlines attempt to patch their disrupted flight schedules
caused by the 737 MAX 8’s suspension. These rental
providers, which provide all essential components of flying a
plane, generally charge by the hour, with the cost of a singleaisle plane ranging up to several thousand dollars per hour.
Since the 737 MAX 8’s grounding, monthly lease rates have
increased more than 30% for narrow-body aircraft rentals.
The recent discovery of additional software problems relating
to the 737 MAX 8 has amplified the uncertainty around the
timeline for the aircraft’s return, fueling continued demand
for rental aircraft in the foreseeable future.

(1)
(2)

Accenture Blockchain In Aerospace And Defense
Index Consists Of AerCap Holdings, Fly Leasing Limited, BOC Aviation, and Air Lease Corp.
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Defense Update
PENTAGON REQUESTS $12.5B IN EFFORT
TO MODERNIZE ARMY

Army Chief of Staff’s Top Six Priorities, by Funding Amount
($ in Billions)

According to the Pentagon’s latest budget request,
the Army has outlined its top six modernization funding
priorities over the next five years. These priorities will better
help the Army to engage with adversaries, while readying
the service to be “multidomain” capable. Network
modernization is the second-largest funding priority
outlined by the Army’s chief of staff, representing ~24% of
the overall modernization effort. A significant portion of this
money will support purchasing and developing handheld
manpacks and small form fit radios. The need for resilient
communications as a response to sophisticated jamming
techniques is becoming more apparent, as the Army has
asked for more than $500 million for radios in GFY2020 and
approximately $3 billion over the next five years.
Iran’s Top Five Non-Oil Exports(1)

U.S. IMPOSES SANCTIONS IN RESPONSE TO POTENTIAL
IRANIAN NUCLEAR ESCALATION
Following Iran’s announcement that it would restart parts of its nuclear
program, the U.S. imposed significant sanctions against Iran’s industrial-metals
sector. The sanctions target the country’s iron, steel, aluminum, and copper
industries, which directly affect more than $5 billion of Iran’s non-oil exports or
about 10% of its yearly non-oil exports. Iran recently stated it would relinquish
limits on stockpiling nuclear materials if European countries supported its
struggling economy as tensions with the U.S. continue to rise. Nevertheless, if
key European countries such as France, the United Kingdom, and Germany
refuse to help Iran circumvent U.S. sanctions, Iran has threatened to escalate
its nuclear program, which would involve re-opening its plutonium reactor
complex and increasing production of enriched uranium. These European
countries have yet to signal their respective decisions, as they have thus far
sought to defuse the tension between the two countries and move forward
with continued negotiations, as of the end of 2Q19.

POTENTIAL SPACE FORCE SET TO COST TWICE
AS MUCH AS INITIALLY ESTIMATED
An independent report released from the Congressional Budget
Office (“CBO”) estimated President Trump’s proposed Space
Force could cost as much as $4.7 billion to launch. This estimate
is more than double the Trump Administration’s previous estimate
of $2 billion to establish the Space Force over a five year period.
The primary assumption driving this disparity is the Administration’s
optimism around the Space Force’s ability to leverage existing
Air Force infrastructure to remain efficient and suppress costs,
especially given the U.S.’ strong satellite foundation. Furthermore,
uncertainty surrounding who will fill the position of Secretary
of Defense, after President Trump’s initial nominee - Patrick
Shanahan - withdrew his name, has created additional cost and
implementation concerns. The Administration’s GFY2020 budget
request included $72 million to begin the launch of the Space
Force, which is expected to require 600+ personnel for operations
in the coming year, most of whom would transfer from other military
space organizations such as the National Space Defense Center.

Number of Active Government
Satellites by Country(2)

World’s Top Exports, Iran
World Economic Forum as of Nov. 2018

(1)
(2)
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Government Services Update
Jacobs’ Acquisition Expands Capabilities in
Key Growth Areas

JACOBS’ ACQUISITION OF KEYW
The acquisition of KeyW in June of 2019 further positions
Jacobs in the government services space and bolsters its
presence in high-demand areas, including intelligence,
cyber, and counterterrorism. KeyW CEO Bill Weber said, “[t]
his transaction will propel KeyW’s capabilities further and
create new opportunities for research and development
our customers need to enhance their national security and
intelligence capabilities.” KeyW will significantly add to
Jacobs’ expertise in command, control, communications,
and computers ISR, as well as advanced technology and
analytics capabilities, giving it a larger footprint in highgrowth sectors. The Dallas-based Jacobs’ $815 million deal
is in line with the efforts seen from other engineering firms,
like Parsons, Huntington Ingalls, and KBR, to augment their
position in the government services sector via M&A.

COMBINING PRODUCT AND SERVICES
OFFERINGS VIA M&A

Attractive Option to Create Combined Product /
Services Platform

Recently, certain government services companies have
looked at augmenting services offerings with products
and intellectual property (“IP”). Products can provide
additional customer “stickiness” and barriers to entry, and as
a result drive long-term and high-margin revenue streams.
Examples of companies looking to increase product offerings
include CACI, which recently acquired LGS Innovations
and Mastodon, providers of well established cyber, signal
intelligence (“SIGINT”), and electronic warfare products to
the DoD and Intelligence Community (“IC”). Additionally,
Leidos’ CEO Jim Reagan recently stated that “the thing
we’re looking for to build the company inorganically would
be the kind of company with both the services and a product
differentiator.”
Government Services Companies by Revenue in Billions,
2019 (Including AECOM Government Services)(1)

AECOM TO SPIN-OFF
GOVERNMENT SERVICES UNIT
In a divergence from the current market-wide consolidation
of government services companies, AECOM announced
a plan to spin-off its management services segment into a
standalone government services company, which will allow
AECOM to focus on its infrastructure professional services
business. Upon release of this news, AECOM’s share price
jumped ~5%. This new company will provide intelligence,
cyber, and IT services to the DoD, Department of Energy
(“DoE”), and the IC. The new company will have ~$4 billion
of revenue and $20 billion of backlog, affording it significant
revenue visibility. The existing management team is expected
to continue to lead the new company once the transaction
is completed. Once fully separated, the company will be
the sixth largest government services contractor by revenue.
The transaction is currently expected to be completed in the
second half of AECOM’s fiscal 2020.

(1)

S&P Capital IQ, company filings, and KippsDeSanto research
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Public Company Trading Analysis(1)
($ in millions, except per share amounts)

(1)
S&P Capital IQ, company filings, and KippsDeSanto research
NA = Not Applicable
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Public Company Trading Analysis, cont.(1)
($ in millions, except per share amounts)

(1)
S&P Capital IQ, company filings, and KippsDeSanto research
NM = Not Meaningful
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Public Company Trading Analysis, cont.(1)
($ in millions, except per share amounts)

(1)
S&P Capital IQ, company filings, and KippsDeSanto research
NA = Not Applicable
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About KippsDeSanto & Co.
KippsDeSanto & Co. is the largest independent investment banking firm exclusively focused on serving leading,
growth-oriented Aerospace / Defense & Government Services companies. We are focused on delivering
exceptional M&A and Financing transaction results to our clients via leveraging our scale, creativity, and
industry experience. We help market leaders realize their full strategic value. Having advised on over 100 industry
transactions, KippsDeSanto is recognized for our analytical rigor, market insight, and broad industry relationships.
There is no substitute for experience. For more information, visit www.kippsdesanto.com.
We welcome the opportunity to have a more detailed discussion of developments in our focus industries. For
more information, please contact us:
Robert D. Kipps
Managing Director
bkipps@kippsdesanto.com

Kevin P. DeSanto
Managing Director
kdesanto@kippsdesanto.com

Michael J. Misantone
Managing Director
mmisantone@kippsdesanto.com

Karl M. Schmidt
Managing Director
kschmidt@kippsdesanto.com

Marc B. Marlin
Managing Director
mmarlin@kippsdesanto.com

Warren N. Romine
Managing Director
wromine@kippsdesanto.com

Jon Yim
Managing Director
jyim@kippsdesanto.com

George “Toby” Albright
Director
talbright@kippsdesanto.com

Kate W. Troendle
Director
ktroendle@kippsdesanto.com

Brian T. Tunney
Director
btunney@kippsdesanto.com

Nick A. Dodson
Director
ndodson@kippsdesanto.com

Stephen M. Jonas
Vice President
sjonas@kippsdesanto.com

Scott R. Kendrick
Vice President
skendrick@kippsdesanto.com

Nathan C. Wilson
Associate
nwilson@kippsdesanto.com

Alexia N. Marchetta
Associate
amarchetta@kippsdesanto.com

James P. Reid
Associate
jreid@kippsdesanto.com

Joey M. Chadwick
Associate
jchadwick@kippsdesanto.com

Jeremy C. Migden
Associate
jmigden@kippsdesanto.com

The information and opinions in this newsletter 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 newsletter constitute the current judgment of
the author as of the date of this newsletter. They do not necessarily reflect the opinions of KippsDeSanto & Co. and are subject to change
without notice. This newsletter 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 newsletter. Unless otherwise described, the companies
identified are also not affiliated with one another.
This newsletter 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, including ratings, and are not responsible for any errors or omissions (negligent or
otherwise), regardless of the cause, or for the results obtained from the use of such content. Third party content providers give no express or
implied warranties, including, but not limited to, any warranties of merchantability or fitness for a purpose or use. Third party content providers
shall not be liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses,
legal fees, or losses (including lost income or profits and opportunity costs or losses caused by negligence) in connection with any use of their
content, including ratings.
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