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Dear Friends,

We welcome the close of a strong year for our firm as well as the M&A markets as a

whole. 2017 finished with a bang as the M&A market experienced a fourth quarter deal

count that hasn't been witnessed in two decades, and the strategic and private equity

communities have nothing but optimism rolling into 2018 with expectations for increased

deal activity and transaction sizes. The end of 2017 also marked an important milestone for

KAL Capital as we completed our first year; we celebrated in style after successfully closing

four aerospace/defense transactions with a range of clientele and buyers. For Year 2, we will

continue to grow our team and look forward to growing our practice!

Pro-business legislation through tax reform has driven the optimism thus far across all deal

markets, while the A&D sector has additionally benefited from expectations for increased

defense spending both domestically and abroad. 2017 public market performance was

nothing short of breathtaking with notable commercial aerospace bellwethers such as Boeing

(+89%), Spirit Aerosystems (+50%) and Airbus (+33%) up significantly. In addition to the

general bullish market sentiment, the A&D sector has been buoyed by record deliveries by

Boeing and Airbus that have translated into strong organic growth rates for the entire

supply-chain. The performance of defense focused names has been impressive as well with

Kratos (+43%), Aerovironment (+109%) and Harris (+38%) all outperforming the general

market.

Q4 2018 saw more than its fair share of headline grabbing M&A activity as both OEMs

looked to partner with their regional jet-focused competitors. Almost lost in the shuffle

were additional transformational M&A announcements including the news of the proposed

United Technologies / Rockwell tie-up and Northrup acquiring Orbital/ATKDefense. As

has been the case for the past several years, M&A activity within the Tier II and III of the

supply-chain has mirrored the frenzied consolidation occurring at and among their customer

base. We can say without reservation or qualification that valuations for private A&D

businesses have never been higher. Double-digit EBITDA multiples have become the norm

for businesses with scale and unique capabilities. It’s been a fun, seller-friendly M&A

market; let’s keep our collective fingers crossed that 2018 is more of the same!

Sincerely,

Trevor Bohn Ryan Murphy

Partner Partner



2017 KAL Capital Deal Activity

Dallas Aeronautical Services acquired by West Star Aviation
❖ KAL Capital 

transactions 

included a mix of 

both family and 

private-equity 

owned businesses

❖ Buyers included 

strategic and blue-

chip private equity 

buyers

HIGHLIGHTS

AMP Acquires Embee Processing

PrimeFlight Acquired by The Carlyle Group

ATC Acquired by Holder Family Investments

▪ KAL Client: Dallas Aeronautical Services

▪ Buyer: West Star Aviation

▪ Description: Dallas Aeronautical Services provides

composite repair services to the business jet and

commercial aerospace industry. DAS was purchased by

West Star Aviation, a portfolio company of Norwest

Equity Partners.

▪ KAL Client: All Metals Processing (Watson Family)

▪ Buyer: All Metals Processing (Watson Family)

▪ Description: AMP, a portfolio company of Watson

Family Investments acquired Triumph Processing –

Embee Division. Embee is a leading provider of metal

finishing services to the aerospace industry.

▪ KAL Client: PrimeFlight Aviation

▪ Buyer: The Carlyle Group

▪ Description: PrimeFlight provides airline services

including ground handling, cabin appearance and

wheelchair access. PrimeFlight was purchased by The

Carlyle Group.

▪ KAL Client: Air Transport Components, a portfolio

company of GenCap America

▪ Buyer: Holder Family Investments

▪ Description: ATC provides component repair service to

a wide-range of airline customers. ATC was acquired by

Holder Family Investments.



Market Snapshot

Select Aerospace & Defense Public Markets Activity

2017 Relative Performance

❖ Aerospace and 

defense equity 

significantly 

outperformed the 

market in 2017

❖ Commercial and 

defense 

performance based 

on select industry 

constituents

HIGHLIGHTS

Source: Capital IQ, analyst estimates, and other publicly available information

Enterprise Value/EBITDA by Subsector Q4 Share Price Performance

The Aerospace & Defense sector managed to

outperform a very strong equity market in 2017,

driven primarily by a nearly 56% gain in commercial

aerospace-focused names.

These gains managed to minimize a very strong

showing from defense-focused names, which gained

29% for the year.

This dramatic increase in valuation across all sectors

has led to valuations that surpass even the highs of

2007. While we do not expect 2018 to approach

these levels of gains, we are hopeful that the strong

tailwinds in the equity markets continue.
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Select 2017 Private Equity Activity

Highly Active A&D Private Equity Sponsors

❖ Liberty Hall 

acquired Dunlop 

Aircraft Tyres as a 

new platform

❖ AE Industrial 

Partners was highly 

active acquiring 

multiple bolt-ons for 

existing platforms

❖ Arlington Capital 

completed a very 

busy 2017 with new 

platforms and bolt-

ons across multiple 

industries

HIGHLIGHTS

• Dunlop Aircraft Tyres – Manufactures and retreads 

aircraft tires for various types of regional jet and 

turboprop, narrow and wide bodied jets, and military 

aircraft.

• Quatro Composites – Supplies highly engineered 

advanced composite structures, components and 

assemblies to the aerospace industry.

• (AC&A) ACE Composites – Engineers and

manufactures advanced composites for A&D

applications.

• (AC&A) EnCore Composite Structures – Designs

and manufactures highly complex composite parts and

assemblies.

• FMI – Provides premium forming, machining,

engineering, and complex assembly services to global

aerospace customers.

• (Kellstrom Aerospace) Vortex Aviation – Provides

on-wing engine maintenance and quick-turn engine

repairs.

• Tex Tech Industries – Manufactures high performance

composite materials for A&D and select industrial and

sporting industries.

• Xebec Global – Provides operational services to U.S.

Intelligence communities.

• Cadence Aerospace – Produces product portfolio of

highly complex aerospace components and assemblies

including hard metal alloys and large aerostructures.

• (Polaris Alpha) Solidyn Solutions – Provides

engineering talent and cloud solutions for satellite

mission management and command and control systems

for defense and Intelligence Communities.

• (Polaris Alpha) Intelesys Corp. – Provider of

computer network operations ("CNO") and cyber

solutions to the Intelligence Community.



2017 A&D Private Equity Deal Activity

Select Aerospace & Defense Private Equity Activity

6022

21Commercial

Defense

Government Services

Deals by End Market

Private equity activity remained extremely high across all A&D product categories as

firms looks to aggressively deploy capital into premium assets. Private equity activity in

the Government Services IT sector remained consistent in 2017, but we saw notable

increase in closed transactions within the aerostructures and MRO/aftermarket space,

nearly matching the corresponding deal flow of the strategic community.

Transformational PE deals like Veritas Capital's StandardAero acquisition shook the

aftermarket/MRO space this past year. But as always, the activity remained highest in

middle market where PEG-backed MRO buyers such as Kellstrom (AE Industrial

Partners), Wencor (Warburg Pincus) and Sunvair (Blue Sea Capital) all successfully

closed bolt-on transactions.

Looking forward to 2018 we believe there will be an increase in PEG activity within the

aviation services space as private equity groups look to participate in a rapid

consolidating sector. The Carlyle Group's new platform, PrimeFlight Aviation Services,

as well as other PEG-backed competitors will look to smaller participants to continue

consolidating the ground handling space.

Analysis

Deals by Product Category

Source: DACIS, KAL Capital estimates, and other publicly available information
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Select 2017 Strategic Activity

Select Aerospace & Defense Strategic Activity
❖ HEICO and L3 

Technologies 

proved two of the 

most active buyers 

in 2017

❖ Commercial and 

Defense electronics 

manufacturers 

remain a high 

strategic interest

HIGHLIGHTS

• Implant Science Corporation (Explosives Trace

Detection Business) – designs and manufactures ETD

systems and sensors for security and defense markets.

• Adaptive Methods Inc. – Provider of systems

engineering for undersea warfare and anti-submarine

warfare capabilities for U.S. military customers and

develops autonomy and sensor payload solutions for

UUVs.

• Doss Aviation, Inc. – Provider of flight training for U.S.

AirForce pilots and international military pilots.

• Open Water Power, Inc. – Develops safe and high-

energy-density undersea power generation technologies

for UUV and other maritime platforms.

• OceanServer Technology, Inc. – Develops and

manufactures autonomous, lightweight UUV.

• Telefonix – Designs and manufactures in-flight

entertainment and connectivity equipment.

• Custom Control Concepts – Provides cabin

management and in-flight entertainment systems for

privately operated Boeing and Airbus aircraft.

• AeroAntenna Technology – Designs and manufactures

high performance antenna systems for critical defense

applications, guided munitions, and commercial aircraft.

• Carbon by Design – Manufactures composite

components for UAVs, rockets, spacecraft and other

specialized applications.

• Air Cost Control – Distributor of aviation electrical

interconnect products as well as electromechanical parts

to aircraft manufacturers.

• Interface Displays & Controls – Designs and

manufactures electronic products for aviation, marine,

military vehicles and embedded computing.



2017 A&D Strategic Deal Activity

Select Aerospace & Defense Strategic Activity

Analysis

We saw 2017 as a continuation of a multi-year trend where strategic buyers look to leverage cheap

debt and high public market valuations to acquire complimentary middle-market businesses. As a

whole, strategic buyers focused on the electronics/sensor markets which comes as no surprise as

new technologies often attract strategic interest.

In addition to reporting record high net sales and net income for Q4 and 2017, HEICO held a

strong presence across several product categories with four deals. HEICO stayed true to the

electronics favoritism with acquisitions like AeroAntenna and Air Cost Control, but also added to

their composite offerings with Carbon by Design.

As expected, 2017 showed heightened defense market interest, exclusively making up 62 deals

from the strategic community and 22 from private equity. L3 Technologies exemplified an

aggressive approach in the defense space with 5 total 2017 deals with a strong emphasis to marine

& naval systems, adding to their UUV (Underwater Unmanned Vehicles) portfolio.

We can expect strong follow-on defense deals in 2018 after big headliners like Northrup and

Orbital/ATK, but also on the commercial side, United Technologies acquiring Rockwell Collins.

As we've seen in preceding years the ripples of these billion dollar deals are bound to spread into

consolidations within the Tier II and Tier III of the supply chain.
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Public Market A&D Valuations

Select Company Trading Levels as of December 31, 2017

Company
Market

Cap.

Enterprise 

Value
Revenue EBITDA

EV/

Revenue

EV/

EBITDA

Debt/

EBITDA

Arconic Inc. $13,116 $18,229 $12,656 $1,707 1.44x 10.7x 4.8x

BAE Systems plc $24,659 $26,987 $24,058 $2,487 1.12x 10.9x 2.5x

The Boeing Company $175,642 $176,437 $91,310 $11,209 1.93x 15.7x 1.1x

Bombardier Inc. $5,305 $14,351 $15,883 $451 0.90x n/a 19.1x

CAE Inc. $4,993 $5,576 $2,210 $410 2.52x 13.6x 2.5x

Chemring Group plc $694 $845 $707 $106 1.19x 8.0x 2.3x

Cobham plc $4,060 $4,685 $2,637 ($709) 1.78x n/a n/a

Dassault Systèmes SE $27,136 $24,991 $3,773 $998 6.62x n/a 1.2x

Embraer S.A. $4,425 $5,961 $6,258 $620 0.95x 9.6x 8.0x

Esterline Technologies Corporation $2,220 $2,700 $2,002 $296 1.35x 9.1x 2.6x

General Dynamics Corporation $60,747 $62,907 $31,142 $4,926 2.02x 12.8x 0.8x

GKN plc $7,415 $8,155 $12,291 $1,351 0.66x 6.0x 1.2x

Hexcel Corporation $5,556 $6,270 $1,945 $445 3.22x 14.1x 1.5x

Honeywell International Inc. $116,064 $122,834 $39,676 $8,137 3.10x 15.1x 2.1x

ITT Inc. $4,697 $4,494 $2,490 $366 1.80x 12.3x 0.6x

L3 Technologies, Inc. $15,460 $18,436 $11,036 $1,390 1.67x 13.3x 2.7x

Lockheed Martin Corporation $92,055 $103,459 $49,663 $6,204 2.08x 16.7x 2.3x

Meggitt PLC $5,051 $6,568 $2,698 $704 2.43x 9.3x 3.3x

MTU Aero Engines AG $9,239 $9,135 $6,000 $747 1.52x 12.2x 2.6x

Northrop Grumman Corporation $53,426 $58,638 $25,566 $3,819 2.29x 15.4x 1.9x

Orbital ATK, Inc. $7,586 $8,888 $4,688 $656 1.90x 13.5x 2.3x

Raytheon Company $54,305 $57,432 $24,789 $3,744 2.32x 15.3x 1.4x

Rheinmetall AG $5,422 $5,786 $6,940 $694 0.83x 8.3x 1.4x

Rockwell Collins, Inc. $22,204 $28,663 $6,822 $1,475 4.20x 19.4x 4.9x

Rolls-Royce Holdings plc $21,051 $22,767 $20,856 $1,077 1.09x 21.1x 5.1x

Saab AB (publ) $5,202 $5,414 $3,751 $343 1.44x 15.8x 2.6x

Safran SA $42,886 $41,971 $18,891 $4,130 2.22x 10.2x 1.1x

Smiths Group plc $7,970 $9,297 $4,323 $847 2.15x 11.0x 2.7x

Spirit AeroSystems Holdings, Inc. $10,088 $10,451 $6,838 $738 1.53x 14.2x 1.2x

Textron Inc. $14,907 $18,086 $13,934 $1,506 1.30x 12.0x 2.3x

Thales S.A. $22,869 $20,426 $17,434 $1,865 1.17x 11.0x 1.0x

TransDigm Group Incorporated $14,269 $25,412 $3,504 $1,651 7.25x 15.4x 7.1x

Triumph Group, Inc. $1,350 $2,749 $3,292 $363 0.84x 7.6x 2.7x

Ultra Electronics Holdings plc $1,411 $1,763 $1,020 $166 1.73x 10.6x 2.4x

United Technologies Corporation $101,874 $122,850 $58,816 $10,058 2.09x 12.2x 2.4x

Zodiac Aerospace $8,385 $9,403 $6,089 $376 1.54x 25.0x 4.8x

Average 2.08x 13.0x 3.1x

Median 1.78x 12.5x 2.4x

Market data as of June 30th, 2017; financial data per most recent filing available as of June 30th, 2017

$US in mm; conversion rate, if applicable, based on historical exchange rate as of most recent filing date

Source: Capital IQ, analyst estimates, and other publicly available information



This presentation has been prepared by KAL Capital Markets LLC (“KAL Capital”) for the exclusive use of the party to whom KAL Capital delivers this

presentation (together with its subsidiaries and affiliates, the “Recipient”) using publicly available information. KAL Capital has not independently verified the

information contained herein, nor does Salem make any representation or warranty, either express or implied, as to the accuracy, completeness or reliability of the

information contained in this presentation, or any other information (whether communicated in written or oral form) transmitted to or made available to the

Recipient. Any estimates or projections as to events that may occur in the future (including projections of revenue, expense, net income and stock performance) are

based on publicly available information as of the date of this presentation. There is no guarantee that any of these estimates or projections will be achieved. Actual

results will vary from the projections and such variations may be material. Nothing contained herein is, or shall be relied upon as, a promise or representation as to

the past or future. KAL Capital expressly disclaims any and all liability relating to or resulting from the use of this presentation.

This presentation has been prepared solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related

financial instruments. The Recipient should not construe the contents of this presentation as legal, tax, accounting or investment advice or a recommendation. The

Recipient is urged to consult its own counsel, tax and financial advisors as to legal and related matters concerning any information described herein. This

presentation does not purport to be all-inclusive or to contain all of the information that the Recipient may require. No investment, divestment or other financial

decisions or actions should be based solely on the information in this presentation. The Recipient should not rely on any information contained herein.

This presentation has been prepared on a confidential basis solely for the use and benefit of the Recipient. The Recipient agrees that the information contained

herein and in all related and ancillary documents is not to be used for any other purpose, that such information is of a confidential nature and that Recipient will

treat it in a confidential manner. Distribution of this presentation to any person other than the Recipient and those persons retained to advise the Recipient who

agree to maintain the confidentiality of this material and be bound by the limitations outlined herein, is unauthorized without the prior consent of KAL Capital. This

material must not be copied, reproduced, distributed or passed to others at any time without the prior written consent of KAL Capital.

Trevor Bohn

Partner

(562) 269-4610

trevor@kalcap.com

Ryan Murphy

Partner

(562) 269-4611 

ryan@kalcap.com

1 World Trade Center, 8th Floor

Long Beach, CA 90831

www.kalcap.com

P: (562) 269-4610
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AND BEEN RECAPITALIZED

Capco Growth

Partners, LLC


