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KAL Capital Overview

KAL Capital is a boutique investment bank focused on providing advisory

services to owners of businesses throughout the A&D supply-chain.

Our services consist primarily of M&A advisory and liquidity event planning. Our

clientele are generally family or partnerships that own successful, growing

businesses within the aerospace/defense sector. Today’s M&A environment

offers business owners a wide-range of transaction alternatives, often at

compelling valuations. Our role is to assist in the navigation of this process and to

ensure that valuation is maximized.

▪ KAL is built on the belief that 

M&A processes should be built 

to maximize transaction 

outcomes for clients

▪ KAL has vast experience throughout 

the supply chain with a comprehensive 

understanding of each subsector’s 

growth drivers and strategic buyers 

▪ Cross-border transaction experience   

▪ KAL has long-term relationships with 

financial buyers as well as C-Suite 

executives at leading A&D public 

companies who prioritize KAL clients

▪ Deep A&D sector knowledge vital to 

articulating unique major macro-drivers

▪ KAL team understands that each business 

has a highly unique story and accumulation 

of history

▪ Founders have worked together for 10+ years 

with a combined 25+ years of A&D experience

▪ Deep team of highly-seasoned support staff

Services Provided

• Sell-Side Advisory

• Buy-Side Advisory

• General Strategic Advisory

• Debt Capital Raising

• Equity Capital Raising

• Merchant Banking



▪ Sole supplier of engineered shock and vibration 

dampening systems

▪ Found on majority of Naval fleet ship including 

Virginia, Ohio and Los Angeles class submarines

Component M&A

M&A: Supply Chain Spotlight

❖ May River Capital 

continues to build a 

strong defense-

focused portfolio of 

key naval valve and 

actuation providers

❖ ESCO and Curtiss-

Wright acquire key 

sole-source 

providers in the 

Naval submarine 

supply chain

HIGHLIGHTS

❖ Mercury closes two 

Naval-focused 

COTS computing 

deals in less than 6-

month period

While funding increases and production ramps, the greater naval supply chain has been 
adapting through a series of M&A consolidations to help support the synergies to fully 
capitalize on the long-term growth schedules set by current administration and DoD.

Key component and subsystems manufacturers have been a hot target for OEMs and other 
private equity-backed businesses building naval-focused portfolios. In 2019 we expect a sharp 
increase in new private equity entrants and continued platform growth. This means a more 
competitive landscape for these high-value targets in the component supply chains, and 
consequently competitive valuations when considering the strategic acquirers are looking for 
the same growth opportunities.

Strategic acquirers like ESCO Technologies and established naval-focused platforms like May 
River’s Hunt Valve and Precision Tech will be a few of the names to follow as buyer’s seek 
invaluable cost and production synergies while the key manufacturers entertain the valuation 
spikes and opportunities to integrate into the bigger picture of the production push.

M&A Analysis

▪ Provides electro-mechanical actuation systems

▪ Engineers range of linear systems and custom 

motion control solutions

▪ Actuators found on Navy’s Ford-class aircraft 

carriers

Electronic Subsystems M&A

▪ Provides Severe-duty hydraulic valves

▪ Primarily serves the U.S. Submarine sector

▪ Components serve on Virginia class and additional 

Naval ship systems

Assets

▪ Sole supplier of steam turbines & engine guard 

valves and provider of aftermarket support

▪ Found on Nimitz-class and Ford-class aircraft 

carriers as well as Virginia and Columbia class subs

▪ Provides rugged COTS servers for submarine 

application

▪ Long-term involvement in Navy’s Acoustics-Rapid 

COTS Insertion (A-RCI) program with Lockheed

▪ Provides SWaP optimized, rugged COTS computing 

systems for naval shipboard systems

▪ First of Mercury’s two COTS deals executed in 6-

month period



Defense Focus: Naval Budget

❖ 5% Real growth 

over FY’18 with a 

reverse in 7-year 

decline in spending

❖ First time in over a 

decade that enacted 

appropriation will 

not be operating 

under continuing 

resolution

❖ All service branches 

experience double-

digit YoY growth in 

budget

❖ Naval Procurement 

funding witnesses an 

18% YoY increase 

to support sizeable 

shipbuilding 

production growth 

plans

Department 2018 ($ Bn) 2019 ($ Bn) YoY %

Army 158.4 182 +15%

Air Force 170.2 194.2 +14%

Navy 173 194.1 +12%

Defense-Wide 110.3 115.8 +5%

TOTAL 611.8 686.1 +12%

+9%
$50.2

+10%
$63.4 +18%

$58.5

+7%
$18.6

+80%
$2.9

Military Personnel Operations &
Maintenance

Procurement RDT&E Military
Construction

FY2018 FY2019

$691 $687 
$645 

$578 $581 $560 $580 $606 $612 
$686 

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Base Budget OCO/Other  Total

Source: Defense Budget Overview: FY19 Budget Request and other publicly available information

2019 Highlights

▪ DDG: +3

▪ LCS: +1

▪ SSN 774: +2

▪ ESB: +1

▪ T-ATS: +1

▪ T-AO: +2

U.S. DoD Defense Budget

Funding by Military Department

Naval Funding Overview



Shipbuilding Rates: Increasing ProductionHIGHLIGHTS

Navy’s FY’19 – FY’23 Production Plan Totals
❖ Navy’s production 

FY’19 production 

plan aims to come 

closer to a 355-ship 

goal
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▪ DDG-51s will grow 

with production 

between 2-3/year

▪ SSN-774’s will continue 

a 2/year pace

▪ SSBN is planned to 

deliver its first sub in 

2021

▪ A race for naval modernization has

sparked build rate increases

▪ SSNs have the largest proposed

production increase at 15%

▪ M&A poses attractive opportunities

for suppliers seeking cost and

production synergies

Production increase excitement has sent a wave of
optimism through the supply chain though we are likely
due for another increase. The Navy has structured their
budget requests around an initial force-level goal of
building a 308-ship fleet (currently ~280). After a 2016
Force Structure Assessment, 355-ships became the new
production goal.

A 15% or greater increase is demanded from Navy
leadership as general preparedness and threat deterrence
become a growing concern with several rival military
forces quickly modernizing naval efforts.

Congress has opened their ears to the requests of the
Navy, and throughout the shipbuilding supply chain
OEMs and component manufacturers alike are benefiting
from multi-year programs and increased funding. In the
years to come we foresee strategic suppliers teaming
together through partnerships and M&A consolidations
to support ramped production while benefiting from
technical and cost-based synergies.

Vision for Growth

Source: Congressional Research Service Report: Navy Force Structure and Shipbuilding

Ship 308 Plan 355 Goal %

SSNs 158.4 182 +15%

LSCs 170.2 194.2 +14%

Amphib. 173 194.1 +12%

ESBs 110.3 115.8 +5%

Highlights

❖ Over the next 5-

years DDG-51 and 

SSBN-774s will 

increase at rates 

between 2-3 per year

❖ Navy’s “NNN” 

(Navy the Nation 

Needs) Vision will 

increase ship 

platforms to double-

digit production 

rates and rely on 

heavy supply chain 

ramping



SSN-774s are produced under the Joint Production Agreement formed by GD/EB and

HI/NNS. The agreement sets GD/EB as the prime, and allows the two OEMs to harness

cost synergies and technical talent within two facilities. GD/EB and HI/NNS both take on

different parts of production, alternating reactor compartment development and final

assembly schedule, ultimately at a close to 50/50 profit split.

Production will continue at 2/year and will realize the first of the Block V Virginia Payload

Module-equipped class in 2019. The Block V class will remain in production thereafter.

Focus: Virginia ClassHIGHLIGHTS

Overview

❖ Supply chain 

optimism follows 

news of steady 

2/year production 

and potential for 

further increase

❖ Funding increases in 

Virginia AP and PC 

reflect the continued 

Block V’s higher 

cost & priority 

considering VPM 

integration

❖ Virginia Payload 

Module to be 

incorporated onto all 

Block V submarines 

hereafter

▪ The program will experience a 1.35x YoY budget increase. The SSN supply chain has

secured a minimum 2 subs production per year through 2023, though 3 has been in

discussions with Congress. Strong production forecast and funding jumps have peaked

interest for private equity and strategic acquirers alike. We expect to see aggressive M&A

objectives in the months to come, resulting in rising valuations for target suppliers.

PC ▪ Program Construction (PC): $4340.6MM

AP ▪ Advanced Procurement (AP): $2796.4MM

SSN 774 2017 2018 2019

Quantity 2 2 2

Amount ($ Bn) 5.3 5.5 7.4

$0.0

$1.0

$2.0

$3.0

$4.0

SSN (PC) SSN (AP)

$ In Billions

The upcoming Block V SSNs will be equipped with the Virginia Payload Module. GD was

originally awarded development work in 2016 and has since brought along the help of

BWX Technologies and BAE Systems for design and fabrication.

The VPM is one of several technological advancements on Virginia Class subs. While

GD/EB & HI/NNS orchestrate the production ramp the supply chain will support the

SSN with delivery of components and subsystems from valves and fasteners to propulsion

and sonar technologies.

Funding Increases

Virginia Payload Module – Block V



The Columbia Class (SSBN-826) will consist of 12 ballistic missile submarines to replace

Navy’s Ohio Class SSBN (14 currently). The Columbia program has been stated to be

the Navy’s top priority. First procurement is not expected until 2021 though the funding

increases shed light on DoD priorities and bring a positive outlook for GD/EB,

HI/NNS and the hundreds of suppliers that currently support them.

Current administration has vocalized that the 12-boat quota is a minimum. Suppliers

have fueled off of the new energy and remain optimistic for further production increases.

The value of the program has caught the attention of strategic and financial acquirers,

consequently suppliers will continue to see rising valuations.

Focus: Columbia ClassHIGHLIGHTS

Overview
❖ Columbia class has 

become one of the 

top naval priority for 

procurement

❖ Funding receives a 

3X increase to 

support design and 

development of first 

Columbia Class

❖ Navy plans for 

Columbia 

procurement to take 

place at roughly 

1/year from FY’24 

to FY’35

AP ▪ Advanced Procurement (AP): $3173.4

RDTE ▪ RDTE: $542.846

SSBN 2017 2018 2019

Quantity - - -

Amount ($Bn) 1.9 1.9 3.7

▪ The Columbia Class program has nearly tripled with the 2019 budget increases. The

implications for supply chain growth are tremendous. Consequently we will likely see

materials manufacturers and subassembly specialists throughout the supply chain grow

dramatically, spurring what we believe will be M&A consolidation with buyers seeking

targets with invaluable contract seats and high-profit margins.

$0.0

$1.0

$2.0

$3.0

SSBN
(AP)

SSBN
(RDTE)

$ In Billions

Procurement Schedule

Funding

’19 ’20 ’21 ’22 ’23 ’24 ’25 ’26 ’27 ’28 ’29 ’30 ’31 ’32 ’33 ’34 ’35 ’36 ’37

0 0 1 0 0 1 0 1 1 1 1 1 1 1 1 1 1 0 0

▪ GD/EB will be prime contractor while more Virginia

Class work will shift to HII/NNS to compensate

▪ Program funding set to filter through supply chain

allowing engineering and manufacturing capabilities

to expand through organic and M&A initiatives

Source: Congressional Research Service Report: Navy Force Structure and Shipbuilding



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.
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