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KippsDeSanto is pleased to share its second annual survey of mergers and
acquisitions (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 the 2018 United States
midterm elections.

In our previous survey that focused on predictions for 2018, we found dealmakers were very
optimistic about the overall economy and M&A activity. They expected strong to moderate overall
economic growth and increased M&A activity and valuations, due in large part to the 2017 tax law
changes and greater budget visibility.

In this follow-up survey, which assesses predictions for 2019, we find dealmakers remain quite
positive about 2019, with most expecting moderate economic growth and predicting M&A activity
will increase somewhat or remain about the same as 2018. These are quite positive findings, given
the relative economic high point of the past year.

Overall, 222 dealmakers who are interested in the Aerospace / Defense and Government Services
sectors participated in the survey. This includes 122 CEOs, presidents, CFOs, corporate development
executives, or other executive level respondents from corporate / strategic buyers, and 77 partners
and senior professionals from private equity groups — including most of the largest and most active
industry buyers. Just over 60% of respondents are strategic buyers and 35% are from private equity
groups.

“We have witnessed strong M&A activity in the Aerospace / Defense and Government Services sectors
over the past five years, totaling over 300 transactions annually during this period. As the largest
independent investment bank focused exclusively on these sectors, we have a unique position to
understand the dynamics driving this volume of activity. Through this report, we hope to present the
market with a broader view of the underlying factors that drive the decision-making of dealmakers in
these sectors. This includes potential drivers of continued momentum of M&A activity in Aerospace /

Defense and Government Services sectors in 2019.”

- BOB KIPPS, MANAGING DIRECTOR, KIPPSDESANTO & CO.


https://kippsdesanto.com/aerospace-defense-government-services-2018-ma-survey/
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Dealmakers Predict Moderate Economic Growth

Overall, dealmakers remain quite positive about the overall economy, with 75% expecting moderate
economic growth in 2019 and 7% expecting strong growth. The number of respondents predicting
no economic growth or slight contraction increased compared to 2018, with 14.5% predicting no
economic growth in 2019 and 3% predicting moderate contraction. These results are slightly less
optimistic than last year, when over a quarter of respondents expected strong economic growth and
no respondents expected economic contraction.

Expectations for the U.S. Economy in 2019

3%
W Strong economic growth
[ Moderate economic growth
M Flat / no economic growth
B Moderate economic contraction

B Strong economic contraction / recession

IN RESPONSE TO: Which of the following best describes your expectation for U.S. economic growth in 20192

M&A Activity Expected to Increase Slightly or Remain the Same in
Aerospace, Defense and Government Services Sectors

Nearly 50% of respondents in each sector expect M&A to remain as active in 2019 as 2018, while
approximately 28% expect activity to increase by 5% or more. While slightly less optimistic than

dealmakers’ predictions for 2018, it shows continued, if more tempered, optimism about activity
levels in each sector.

M&A Activity in 2019 vs. 2018 by Sector

Defense Government Services Aerospace
4.6% 2.2% 5.5%

M Increase by more than 10% [ Increase by 5-10% M Remain about the same as 2018
™ Decrease by 5-10% M Decrease by more than 10%

IN RESPONSE TO: In your opinion, how will overall M&A activity in 2019 compare to 2018 in each sector?
The number of deals closed in 2019 will ...
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Across all sectors, 47% of dealmakers expect to close the same number of deals in 2019 as they did
in 2018, while 35% expect to close more deals. In 2018, 50% of dealmakers expected to close more
deals and 38% expected to close the same number of deals as the previous year. This year, the
number of respondents expecting to close fewer or no deals remains the same as in 2018. Given
2018's activity levels, these results suggest M&A activity levels will remain high in 2019.

M&A Deals at Dealmaker's Own Organization
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IN RESPONSE TO: How active will your organization be in M&A in 2019 compared to 2018? We expect to ...

Majority of Dealmakers Expect Stable Valuations in 2019

Looking forward to 2019, 56% of respondents expect deal valuations to remain the same as 2018's
levels, up from 50% who made this prediction in our 2018 survey. Of those expecting a meaningful
change, more respondents expect valuations to decrease than to increase, the reverse of last year's
survey. In 2019, only 17% of respondents expect deal valuation to increase compared with 48% who
expected an increase in 2018, while 27% expect deal valuations to decrease in 2019 compared with
just 3.1% who expected a decrease in 2018. This is not surprising given the stock market volatility
during the second half of 2018.

Valuation Predictions

0.5% ——1.6%

M Increase by more than 15%

[ Increase by 5-15%

M Remain about the same as 2018
™ Decrease by 5-15%

B Decrease by more than 15%
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Interestingly, dealmakers at private equity firms are significantly more likely to predict that deal
valuations will decrease in 2019 than are corporate respondents.

Valuation Predictions
(Corporate vs. Private Equity)

70% 64.2%
60% -
50% -
40% -
30%
20% - 15.8% 13.9%
0% 1% 1.4% —_— 0.0% 1.4%
0%
Increase by Increase by Remain about Decrease Decrease by
more than15%  more than 5-15%  the same as 2018 by 5-15% more than 5-15%

W Corporations M Private Equity
IN RESPONSE TO: How will the overall valuations of U.S.-based M&A targets in 2019 compare to 2018?

Impacts of Political Changes on M&A Activity

We asked dealmakers if the 2018 U.S. midterm election results are impacting their M&A strategy
for 2019. Over 80% of respondents say the midterm results will have no impact. Interestingly,
respondents who say the midterms will impact their M&A strategy are about equally split on if the
elections will make them more or less aggressive.

Impact of 2018 U.S. Midterm Elections on M&A Strategy
(All Respondents)
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0% -

More aggressive Less aggressive No impact
on M&A on M&A
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There are, however, some small differences in responses between respondents from corporate
versus private equity organizations and respondents with different sectors of interest. Respondents
from private equity organizations are slightly more likely to be less aggressive on M&A due to the
midterms, while corporate representatives are slightly more likely to be more aggressive on M&A.
Similarly, respondents interested in aerospace are slightly more likely to be less aggressive on

M&A in response to the midterms, while respondents interested Defense and Government Services
sectors are slightly more likely to be more aggressive on M&A.

Impact of 2018 U.S. Midterm Elections on M&A Strategy
(Corporate vs. Private Equity)
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Impact of 2018 U.S. Midterm Elections on M&A Strategy
(By Sectors of Interest)
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IN RESPONSE TO: What impact will the recent U.S. midterm elections have on your M&A strategy in 2019
and beyond? We will be ...
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While the midterm elections had limited impact on predictions about M&A strategy, respondents
note that political changes may have a negative impact in the M&A arena. We asked dealmakers
to rank four possible risks to overall budgets and growth prospects from most to least important.
U.S. political changes and policy changes are the clear first and second highest rated risks. Federal
deficits rank as third most important and reduced security risks to the U.S. rank as least important.

Risks to Budgets and Growth Prospects

70%
. 59.4%
60% 1 50.9%
5076 1 19.9% 39.8%
40% - 27.8% 33.5% B 30.7%
30% - - 23.3% 23.3%
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20% - 15.4% pr—
12% 9.7%
10% - 5.9% 8% .
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IN RESPONSE TO: Rank the following based on which you think present the biggest overall risks to budgets
and growth prospects, 1 = biggest risk and 4 = smallest risk

M&A Momentum Drivers

Defense spending continues to be the most important factor influencing overall deal activity and
target valuations in the U.S., with nearly 80% of all respondents saying it is extremely or very
influential. Economic confidence, public valuations / stock pricing, and credit markets / interest rates
are all similar in importance, with between 53% and 58% of respondents saying they are extremely
or very influential in deal activity and valuations.

Drivers of M&A Momentum
(% saying factor is extremely or very influential)
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Corporate respondents are significantly more likely to say that public valuations / stock pricing is
extremely influential to deal activity levels and target valuations than private equity respondents.

Importance of Public Valuations / Stock Pricing in Overall
Deal Activity and Target Valuations

50% 1

45% - 44.5% 45 394,

40% -

35% 31.9% 32.4%

30% -

25% -

20% 16% 15.5%

15% -

10% - 55% 67% 4.2%
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o ——9— | 0 =
Extremely Very Moderately Slightly No
influential influential influential influential influence

M Corporations M Private Equity

IN RESPONSE TO: Rate the following factors based on how much influence they have on overall deal activity
and target valuations in the U.S.

2019’s Credit Market

We asked private equity dealmakers for their predictions about the credit market in 2019 given

its influence on deal activity levels and valuations. They are less optimistic about debt leverage /
availability in 2019 than they were in 2018. Perhaps as a result of 2018's capital market volatility, just
over 54% of private equity respondents expect debt leverage / availability to decrease compared to
2018; 36% expect it to remain the same; and 10% expect it to increase. This is the reverse of 2018,
when 50% of respondents expected it to remain the same and 30% expected it to increase.

Debt Leverage / Availability in 2019 vs. 2018

51.4%

1.4%

Very likely Somewhat likely Remainabout Somewhat likely Very likely
to increase to increase thesameas2018 todecrease todecrease

IN RESPONSE TO: How do you expect debt / leverage availability to change in 2019 compared to 2018 for
your transactions? (asked of private equity only) 7
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Main M&A Buyer Goals

When asked to rank their top M&A goals, adding critical mass with new customers (83%) and adding
new offerings / technologies (79%) continue to be the top priorities of M&A. Adding scale continues
to be a third priority.

M&A Strategy Goals

70% 1
60% 58.8%
50% - 43.5%

’ 42.9%  40.1% o
40% - N 35%

0% -
3 21.5% %
20% - 17% 15.8%
= . ¥ s

0% - ; ;

Add / gain critial mass Add / gain critial mass with Add scale

with new customers new offerings / technologies

M 1st Priority ™ 2nd Priority M 3rd Priority

IN RESPONSE TO: Please rank how important the following goals are in your organization’s M&A strategy.

Top M&A Interest Areas by Industry Sector

In the Aerospace sector, the top priority area for M&A activity remains the same as in 2018:
Proprietary, Engineered Components / Subsystems is named as a top priority by 75% of respondents.
However, respondents’ prioritization of other target areas shifted since 2018. MRO (airframe, engine,

component or line) and Avionics are no longer in the top four priority areas, replaced by Machining
/ Forming and Additive Manufacturing chosen as top priorities by 33% and 32% of respondents
respectively. Supply Chain Management remains one of the top four priority areas chosen as a top
priority by 36% of respondents.

Aerospace Priority Interest Areas

80% - 75.3%
70% - (% chosen as a priority interest area)
60% -
50% - M&A Activity in 2019 vs. 2018 by Sector
o/ | 0,
4°f’ 35.8% 333%  321% 32.1%
30% - 0
20% - BoX  18.5% 12,390
3%
BN
0% -
Proprietary,  Supply chain Machining / Additive MRO Avionics Training  Airport Services Interiors
engineered management forming manufacturing (airframe, engine, (Pilots)  (Ground handling,

components / (distribution &

subsystems

logistics)

component or line)

passenger boarding)

IN RESPONSE TO: Based on the following list, choose and rank which M&A target areas are the top three

priorities for your organization in the Aerospace sector over the next 12 to 24 months. You may only choose
and rank three target areas. 8
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In the Defense sector, the top three priority M&A interest areas remain the same as 2018: Defense
Electronics, C4ISR and Unmanned Systems are again chosen as top priorities by the largest
percentage of respondents (57%, 51% and 34%, respectively). For 2019, software is the fourth most
chosen priority area (chosen by 24% of respondents) pushing Simulation and Training out of the top
four. However, Software, MRO / Logistical Support, Simulation and Training, and Space are chosen as
priority areas by a similar percentage of respondents (24% to 26% each).

Defense Priority Interest Areas
(% chosen as a priority interest area)

80% -

70% -
60% - 56.6%

50.5%
50% -
40% - 37.4%
30% - 26.3% 25.3% 24.2% 24.2%
20% - 17.2% 16.2% 15.2%
AN EERER

0%
Defense C41SR Unnamed Software MRO / Simulation Space Land Composites Ordnance /
Electronics Systems (UAVs, Logistical ~ &Training Systems Missiles
unmanned sea, Support

or ground vehicles)

IN RESPONSE TO: Based on the following list, choose and rank which M&A target areas are the top three
priorities for your organization in the Defense Technology and Products sector over the next 12 to 24
months. You may only choose and rank three target areas.

In the Government Services sector, Cybersecurity and IT modernization are the clear first priorities,
followed by Systems Engineering. The same as in our 2018 survey.

Government Services Priority Areas
(% chosen as a top priority interest area)

70% -
60%
50% | 46.6% 45.5%
40% |
30% |
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4
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Cybersecurity IT Systems Technology Platform Program Management, Logistics & Technical IT Support
Modernization Engineering Consulting / Integration  Financial Management, Support Services Services
(Cloud, Big Data) (Salesforce, ServiceNow, Management Consulting

Amazon)
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We also asked respondents interested in government services how likely they are to seek targets

in a range of key end markets. Department of Defense is the most popular, with nearly 80% of
respondents very or somewhat likely to seek targets in this end market in 2019. Interestingly, private
equity dealmakers are significantly more interested in all end markets than corporate respondents.

Priority End Markets for the Government Services Sector

100% 1

90% -
80% - 77.9%

0% - 63.2%
6o% 56.8% 57.9%
50% - 42.8% 39 7% Bl Very / somewhat likely
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Intel Department of Civilian Health Homeland Security /
Defense (DoD) Law Enforcement

IN RESPONSE TO: How likely are you to seek U.S.-based targets in the following end markets over the next
12 to 24 months? (Asked of respondents interested in government services only)

Most Dealmakers Not Considering Expansions into Non-U.S.
Government Areas

We asked dealmakers interested in the Government Services sector if they are considering
expanding into any non-U.S. government areas. The majority of respondents are not considering this
type of expansion, with between 55% and 78% saying they will not expand, depending on the area.
Of respondents who are considering expanding, more are considering expanding by acquisition than
by organic growth in all areas except international governments.

Interest in Expanding to Non-U.S. Government Areas
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IN RESPONSE TO: Is your firm considering expanding organically or inorganically into any of the following
non-U.S. government areas? 10
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Private Equity Organizations Continue to Expand Use of RWI

Private equity respondents continue to be more likely than corporates to use Representations and
Warranties Insurance (RWI). Approximately 88% of dealmakers from private equity firms are very or
somewhat likely to use RWI, up from 85% in 2018. And, 46% of corporate respondents are very or
somewhat likely to use RWI.

Use of Representations and Warranties Insurance
(Corporate vs. Private Equity)
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IN RESPONSE TO: How likely are you to use Representations and Warranties Insurance in 20197

11
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Select Recent KippsDeSanto & Co. Advised Transactions
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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 and Technology
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's no

substitute for experience.

We welcome the opportunity to have a more detailed discussion of developments in our
focus sectors. For more information, please contact us at (703) 442-1400.

Robert D. Kipps
Managing Director
bkipps@kippsdesanto.com

Kevin P. DeSanto
Managing Director
kdesanto@kippsdesanto.com

Marc B. Marlin
Managing Director
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Managing Director
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Warren Romine
Managing Director
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Karl M. Schmidt
Managing Director
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JonYim
Managing Director
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Toby Albright
Director
talbright@kippsdesanto.com

Kate Troendle
Director
ktroendle@kippsdesanto.com

Brian T. Tunney
Director
btunney@kippsdesanto.com

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.

13



