
6/8/2021

1

Welcome to our SCV & SB Joint Chapter Meeting
June 9, 2021

SCV Chapter Host and Sponsor South Bay Chapter Host and 

Sponsors

scvedc.org

• A 11-year-old global aerospace and defense leadership community of over 2,400 

professionals that facilitates communication, collaboration, and commerce relative to 
the business of A&D

• Eight chapters – Los Angeles, San Fernando Valley, Santa Clarita Valley, South Bay, 
Orange County, San Diego, Ventura, Arizona and Dallas-Ft. Worth

• Conduct monthly meetings with presentations, panels and tours with industry leaders 
focused on some aspect of the business of A&D

Who We Are…

Webinar Guidelines

• Turn off camera video Alt+V ⌘+Shift+V

• Mute audio Alt+A ⌘+Shift+A

• Active Speaker View Alt+F1 ⌘+Shift+W

• Questions in Chat         addressed to Everyone



M&A Trends in the Aerospace Industry and Guidance for Small to 
Medium Sized companies and How to be Prepared

Presenters:
Paul Croci

Managing Director
Head of Aerospace and Defense Investment Banking
Wells Fargo Investment Bank
New York

Scott Dragicevich

Director
Southern California Investment Banking
Wells Fargo Investment Bank
Los Angeles

Commercial Aerospace Industry Update

Aerospace Trading Multiples

Aerospace 15-Year EV / NTM EBITDA

0.0x

5.0x

10.0x

15.0x

20.0x

25.0x

2006 2008 2010 2012 2014 2016 2018 2020

Median Median Median

Current 1-Year 3-Year 10-Year

Large Cap Aerospace Peers 18.2x 16.3x 13.1x 10.0x

Aerospace Supply Chain Peers 13.3x 11.9x 10.7x 9.3x

Source: FactSet | Note: Market data as of 6/2/21

Aerospace Large Cap Peers: Airbus, Boeing, General Electric, HEICO, Honeywell, Howmet, Raytheon Technologies, Rolls-Royce, Safran and TransDigm

Aerospace Supply Chain Peers: Barnes Group, Crane Co., Curtiss-Wright, Kaman, Meggitt, Moog, RBC Bearings, Triumph Group and Woodward 
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18.2x

1 2

3 4

5 6



6/8/2021

2

EBITDA 

Mult iple

Date Nov-20 Oct-19 Jun-19 Apr-19 Jul-19 Oct-18 Feb-19

Target
Cobham Aero 

Connect ivity

Bombardier 

Aerost ructures 

and 

Aftermarket  

Services 

AIM Aerospace
LORD 

Corporat ion
Exot ic Metals

Esterline 

Technologies 

Corp.

Florida Turbine 

Technologies, 

Inc. and FTT 

Core, LLC 

("FTT")  

Acquiror TransDigm

Spirit  

AeroSystems 

Holdings

Sekisui 

Chemical

Parker-

Hannifin 

Corporat ion

Parker-Hannif in 

Corporat ion

TransDigm 

Group, Inc.

Kratos Defense 

& Security 

Solut ions, Inc.

12.1x 

10.0x 

17.0x 16.5x 

13.0x 13.0x 13.3x 

0.0x

5.0x

10.0x

15.0x

20.0x

25.0x

Median Multiple:13.0x

Aerospace Select Transaction Multiples 

Pre-COVID deals were priced within a tight multiple range

Aerospace Precedent Transaction Multiples

Source: Factset, Capital IQ, Company filings, press releases 
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COVID/Uncertainty

 Domestic passenger traffic is expected to perform significantly better than international markets – driven by strong GDP growth, accumulated 

consumer disposable cash during lockdowns, pent-up demand and the absence of travel restrictions

 Broad vaccine rollout will lead to a significant uptick in air traffic in the Summer of 2021

 IATA estimates that domestic markets could recover to 96% of pre-crisis levels in the second half of 2021 (~48% improvement on 2020 performance)

 This should lead to an inflection point resulting in newfound optimism as the industry moves past the worst shock in over a decade. This would enable 

companies to put out a more credible forecast for 2022 and 2023 due to increased visibility, which should lead to higher valuations

Near-Term Aerospace Industry Outlook

Peak Production MAX Grounding

Low

Low
Summer 2021 could be the 

inflection point as the 

vaccine is broadly 

administered

Optimism/Visibility

~66% decline in air 

traffic 

Airbus/Boeing 

production ~30% 

below 2018 peak

737 MAX 

recertified in 

the U.S.

Deliveries in 2022-2023, though 

higher, will likely still peak below 

2018 levels

Source: Aviation Week, Wells Fargo Securities

Passenger Traffic Returning Amidst Broad Vaccine Rollout

TSA Passenger Throughput
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Commentary

 Vaccinations are giving people 

confidence in traveling, and 

restaurants, stores and tourist 

attractions continue to reopen

 Overall passenger numbers are 

expected to reach 2.4 billion in 2021, an 

improvement over the ~1.8 billion 

people who traveled in 2020

 Corporate business travel in the U.S. is 

forecasted to start recovering after 

September 2021 and will be a driver in 

increased bookings

 Capacity is likely to return at a slower 

pace than demand as airlines face 

pressure from debt and fuel prices to 

operate only cash flow -positive service
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Recent News

 May 2021: Boeing announced the possibility of having production rate for 

the 737 MAX increase to 26 aircraft/month by the end of 2021, 31/month 

by March 2022 and 42/month in Fall of 2022

 April 2021: Boeing delivered 4 737 MAX aircraft, a deceleration from the 

19/month average in Q1 due to electrical issues on the aircraft

 Boeing has delivered more than 85 737 MAX jetliners since recertification 

and continues to work through the ~400 737 MAX in inventory (current 

backlog totals ~3,900 aircraft)

 777X deliveries are delayed until late 2023 due to an updated assessment of 

certification requirements 

2020 – 2022 Monthly Production Rates

 May 2021: Airbus announced that suppliers should be ready for an increase 

in the A320 production to 64/month by 2Q 2023

‒ Confirmed monthly production will increase to 45/month by 4Q 2021

 Airbus is also exploring rates as high as 70/month by early 2024 and 75 by 

2025

 Monthly production of A350 is also expected to rise from 5/month to 

6/month by autumn 2022

 The company is expected to deliver ~570 aircraft in 2021, ~650 in 2022 and 

~725 aircraft in 2023

Monthly Production Rates

Aircraft Production Updates

Boeing Production Rates

Airbus Production Rates

26

42

787 777/777X 737 MAX 767 7471

Production rate by year end

45

6

Production rate by year end

A350

5
2 3

Source: Wall Street Research, Boeing, Airbus
1 747 production expected to end in 2022
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In-Service Commercial Aircraft Fleet

Aircraft Retirements

Outlook on Aircraft Fleet and Retirements Over Next Decade

Commentary

 In-service fleet in December 2020 was 24,537, 

which was an increase from 20,841 aircraft in 

March 2020 but far below 2015 levels

 Total fleet growth is expected to be slightly lower 

over the next decade relative to recent growth 

experienced pre-COVID

 2020 led to increased number of retirements as 

companies pulled forward the retirement 

timeframe

 Large number of aircraft currently sitting in 

storage. If air traffic does not increase 

meaningfully and return to some sense of 

normalcy by Summer 2021, there will likely be 

another wave of retirements

‒ Not only dependent on leisure travel, but also 

heavily reliant on business travel

 As retirements increase, in number and as a 

percentage of the active fleet, green time 

components / engines will potentially flood the 

market which will put downward pressure on 

pricing for new parts and USM

 ~2,060 737s and ~1,950 A320s will be retired 

over the next 10 years
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Source: Aviation Week
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Engine Maintenance Pre- Covod Forecast

Pre-COVID-19

Forecast
~$37B of  lost  MRO demand in 2021-

2023

MRO Demand 2021-2030

 2021-2023 MRO demand is estimated to be ~$37B (~14%) lower than pre-COVID forecasts

 Accelerated aircraft retirements is resulting in a newer fleet, which delays services needs

 MRO market is expected to grow ~3.6% CAGR from 2021-2030, representing a total value of ~$880B over the next decade

 Engine MRO will be the fastest growing segment at ~4.9% CAGR

‒ Increase in MRO demand is due to higher utilization over the next decade in addition to legacy engines that are due for maintenance

‒ Growing supply of green time engines in the market that could lead to companies delaying maintenance

 ~$60B will be spent on airframe heavy maintenance over the next decade; A320 and 737 are the main drivers, representing 43% of demand

Total MRO Demand MRO Demand by Aircraft Type

46%
44%

6%
4%

Single Aisle Twin Aisle

Regional Turbofan Turboprop

Source: Aviation Week
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2020 vs. 2019

MRO Aftermarket Revenue Change for Leading Providers

Source: Aviation Week

Defense Industry Overview

Defense Trading Multiples

Defense 15-Year EV / NTM EBITDA

0.0x

5.0x

10.0x

15.0x

20.0x

25.0x

2006 2008 2010 2012 2014 2016 2018 2020

Median Median Median

Current 1-Year 3-Year 10-Year

Large Cap Defense Peers 12.6x 11.2x 11.1x 9.3x

Source: FactSet | Note: Market data as of 6/2/21

Large Cap Defense Peers: BAE, Boeing, General Dynamics, Lockheed Martin, Leonardo, L3Harris, Northrop Grumman, Raytheon Technologies and 

Thales

12.6x

EBITDA 

Mult iple

Dat e Feb-21 Feb-21 Jan-21 Dec-20 Dec-20 Aug-20 Jun-19 Feb- 20 Feb-20 Dec-19

Target
Cubic 

Corporation

Cobham 

Mission 

Solutions

Perspect a
Aerojet  

Rocket dyne

Northrop 

Grumman 

Federal IT and 

Mission 

Support 

Centauri, LLC
Raytheon 

Company

L3Harris' 

Securit y 

Det ection & 

Automat ion 

Business

Hydroid Inc. Dynet ics, Inc.

Acquiror

Verit as Capital, 

Evergreen 

Coast  Capit al 

Corporation 

(Elliott )

Eaton Corp. Veritas Capit al
Lockheed 

Mart in
Veritas Capit al KBR, Inc.

Unit ed 

Technologies 

Corporat ion

Leidos, Inc.

Hunt ingt on 

Ingalls 

Industries, Inc.

Leidos, Inc.

15.9x 
14.0x 

11.4x 

16.3x 

13.0x 

16.0x 
17.3x 

13.3x 

22.9x 

15.0x 

0.0x

5.0x

10.0x

15.0x

20.0x

25.0x

Defense MedianMult iple:15.4x

Defense Select Transaction Multiples 

Downside risk of looming federal deficit will pressure future deal multiples

Defense Precedent Transaction Multiples

21

Source: Factset, Capital IQ, Company filings, press releases  | 1 Reflects FY21E EBITDA multiple, 2 Multiple calculated using midpoint of industry sources estimated EBITDA range 
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Historical Budget Composition Over Time

Department of Defense Spending at Cyclical Peak
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2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Other

RDT&E

Procurement

Operat ion & Maintenance

($ in Billions)

Projected Budget Composition (Pre-COVID) 

288 291 289 285 289

143 142 148 144 159

99 93 90 86 89

170 172 171 173
175

$699 $698 $698  $688 
$712 

2021P 2022P 2023P 2024P 2025P

Ot her

RDT&E

Procurement

Operat ion & Maint enance

Source: Congressional Budget Office

Note: Figures shown in 2020 dollars

 After rising for 5 years, the DoD budget appears to be at or near 

a cyclical peak

 Pre-COVID, the CBO outlook for defense spending was relatively 

flat over the next 5 years

 Defense sector analysts and investors are beginning to focus on 

ballooning Federal deficits and the uncertainty associated with 

the Biden administration policies

 Defense sector valuations have lost a meaningful amount of 

ground through the COVID crisis as Defense spending broadly is 

l ikely flat to down

($ in Billions)
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Accumulated Federal Debt Federal Debt  Held by Public % of GDP

Observations Accumulated Federal Debt

Discretionary Budget Pressure Annual Federal Deficit

COVID Impact on Federal Debt Could Pressure Defense Spending

 Pre-COVID, the growing deficit level ($984 

bil lion in GY2019) and accumulated federal 

debt ($23 tri l lion in GY2019) was forcing the 

U.S. government to reassess defense spending

 By the end of September 2020, total debt had 

swelled to ~$26.9T

 The CBO predicts the deficit will reach $2.3T in 

GY2021 as a result of COVID-related measures 

and lower payroll tax income

 The defense budget is at risk of being 

squeezed in an effort to curb spending and 

reduce the annual deficit

($ in Trillions)

($ in Billions)

A ~50% increase in government spending led by 

trillions of stimulus spending coupled with flat tax 

revenue drove the annual federal deficit close to $3.1 

trillion in 2020 alone

Interest payments on the national debt at ~$520B in 

2020 are approaching the size of the DoD budget

T he debt to GDP ratio is approaching an a ll-time high set 

ba ck in 1946 post WWII at ~120%
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U.S. Department of Defense Spending Priorities 

Source: DoD | 1 Represents Command, Control, Communications, Computers and Intelligence Systems
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Science & Technology

Space Based Systems
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Missile Defeat & Defense

Ground Syst ems

C4I Systems¹

Aircraft  Syst ems+6%

(51%)

+13%

+27%

+70%

+44%

+40%

+21%

‘10-’21 % Change

($ in Billions)

Department of Defense Spending Allocation

 Over the past decade, conflicts in the Middle East have been the focal point for Defense and Intelligence agencies

 Today, the U.S. DoD is refocusing on investing in next generation technologies to meet near term threats of both China and Russia

 U.S. defense priorities will need to adapt to new challenges that differ from the predominantly land-based focus of prior years

A&D Exit Strategies

“How to Prepare for Sale”

Key Steps for a Sale 

�Clarify Objectives (Control, Growth and Liquidity)

Weigh Options (Straight Sale, IPO, Private Placement, SPAC)

Develop 5-Year Growth Plan

Resolve any Lingering Legal, Tax, Ownership and Accounting Issues

Complete 2-3 Years of Financial Audits

Consider Employment Agreements for Key Leaders and / or Onboarding Senior Staff with 

Helpful Experience (Legal, Finance, Accounting, Investment Relations and M&A)

�

�

�

�

�
Retain Investment Bank

Source: Wells Fargo Securities

�

“Is Now a Good Time to Sell?”

Current Outlook

Financing 

Capital Gains / Tax 

Considerations

Industry Outlook –

Aerospace

Industry Outlook –

Defense

Buyer Appetite –

Strategic

Buyer Appetite –

Financial Sponsor

Buyer Appetite –

SPAC

Source: Wells Fargo Securities

“Special Purpose Acquisition Company (SPAC) Considerations” 

What is this?

 Sponsor team raises a blind pool of money through an IPO for the purpose of acquiring an unspecified operating company

 Sales pitch: Reputable management with the experience and financial backing to effect an acquisition and run a public company

 Target company not identified at the time of IPO, target sector may or may not be identified, specified deadline for completion

 Deadline for business combination: Typically 18-24 months

How does it work?

How long does it take?

Does the Seller lose control 

of the company

Why do Sellers merge with 

SPACs?

 SPAC identifies a private operating company (target)

 Negotiates a deal with the target to bring it public (merger in which cash is contributed in exchange for shares)

What is a SPAC looking for? 

 Current revenue 

 Cash flow 

 Outsized growth plan 

 Contracts / backlog

 Strong management team

 Preparation: 2 – 6 months 

 Negotiation / diligence: 2 – 3 months 

 Sign / close: 3 – 6 months 

 The Seller typically does not lose control of the company, retaining 50 – 80% of shares outstanding 

Can the Seller take cash 

out?
 Yes, but relatively modest amount (<30%)

What is the catch?

 Sponsor promote 

 Warrants

 Public company reporting 

 Retain control

 Raise growth capital

 Currency for M&A

 Path to monetization

 Access to capital markets

 Premium valuation

Source: Wells Fargo Securities

Upcoming Chapter Webinars/Meetings

Webinars start at 8:00am Pacific Time unless otherwise stated.

• June 11: “Defense and Aviation Markets: Navigating the Covid Aftermath”; 

Richard L. Aboulafia, Vice President, Analysis, Teal Group | Ventura County  

Chapter

• July 15: “The Future of the Wide-Body”; Jens Flottau, Executive Editor, 

Commercial Aviation, Aviation Week | Santa Clarita Valley & San Fernando Valley 

Chapters

19 20

21 22

23 24
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Upcoming Chapter Webinars/Meetings

Webinars start at 8:00am Pacific Time unless otherwise stated.

• August 26: Leon Alkalai, Co-Founder, Verrix, Founder/CEO, AstroLabs, Former JPL 

Tech Fellow | Ventura County  Chapter

• September 23: “A Business Health Assessment – Whether Exiting or Not”; Larry 

O’Toole, Founder, Yosemite Associates | Los Angeles Chapter

Recordings of over 250 chapter and webinar presentations are available for download by 

A&D Forum members (Individual Membership is $350/year), in addition to free 

attendance at all A&D Forum meetings and webinars.  Membership is free for those not 

located near one of the nine operating chapters.

You can join the mailing lists of any chapters for free, which will also provide you the 

monthly A&D Forum Newsletter.

Opportunities to sponsor chapters and to sponsor webinars are available.

For more info:

https://aerospacedefenseforum.org/

Thank You

For more info:

https://aerospacedefenseforum.org/
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