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The aerospace and defense (A&D) industry is one that is
particularly sensitive to geopolitical and macroeconomic
influences, and marketplace shifts can occur quite rapidly
and sometimes in unexpected ways.
Until recently, the commercial
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aerospace segment was enjoying over reversed. In the commercial
10 years of strong growth. Commercial aerospace segment, the recent
aircraft deliveries had been increasing “super up-cycle” has ended, and
year over year and order backlogs
new commercial aircraft orders have
were at record highs. At the same
started to decline. What is causing
time, the defense sector was suffering this shift? Despite lower oil prices and
from declining revenues resulting
an increase in airline profitability, the
commercial space is experiencing
from the cessation of military efforts
several challenges. Factors include
in the Middle East, government
increasing geopolitical uncertainty,
spending limits in the United States,
previously overly aggressive expansion
and austerity measures adopted in
by airlines (particularly in the Asiamuch of the rest of the world.

Pacific region), the increasing risks of
the deglobalization “movement” amid
protectionist policies, and worries
over rising costs and weakening airline
yields from recovering oil prices. In
this environment, it appears that new
commercial aircraft purchase orders
are unlikely to increase.

Development in global commerical aircraft fleet and deliveries (number)
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In addition, the aftermarket suppliers
have been challenged by pricing
pressures both from original
equipment manufacturers (OEM)
and operators. These suppliers are
also seeing their growth prospects
hindered by improved durability of
aircraft equipment, widespread use of
used serviceable materials (USM), and
increasing participation by OEMs.

In contrast, the defense segment
appears to be on the upswing. The
Trump administration has requested
a 10 percent increase in defense
spending in its FY18 budget proposal.
Although the federal budget has
yet to be finalized or approved by
Congress, the companies associated
with combat aircraft, naval ships,
modernization of nuclear arsenal,

and cybersecurity are expected to
be the key beneficiaries. In addition,
several developing countries such
as Saudi Arabia and India have also
expressed interest in increasing
their purchases of U.S.-made
defense products.

Mandatory vs. discretionary spending and defense
as percentage

Source: http://www.usgovernmentspending.com/

© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

2

New
technologies
are causing
disruptions
The introduction of new
technologies is disrupting existing
assumptions and models.
Complex mathematical calculations and analytics are now
being used to reduce maintenance costs and improve
reliability in aircraft health management (AHM). Hightech manufacturing techniques, including 3D printing and
selective laser melting and sintering is resulting in both
more sophisticated designs and lower costs. Traditional
players will need to incorporate these new technologies
into their own long-term strategies. Buy-versus-build
discussions are necessary and companies may choose
to acquire some of these newer market entrants.
However, these newer companies may also come with
higher-risk profiles.
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New entrants are creating a
new business model in the
space market
One area where disruption is most obvious is
in the space industry.
Private companies, as well as
governments, are moving away
from large, expensive rockets and
heavy satellites and are quickly
shifting towards more affordable
smaller satellites with increased
agility, speed, and cost
competiveness.
The increased popularity of small
satellites, microsats, and nanosats
is driving structural changes in the
satellite sector. Smaller satellites and
constellations manufacturers have
been providing internet access in
remote areas where the investments
required to put large geostationary
communications satellites would be
cost-prohibitive. In addition, customer
demands and competitive pressures

1

are spurring new technological
advances in areas such as electrical
propulsion, remote reconfiguration,
and in-orbit servicing to extend the
lives of existing satellites. This new
marketplace requires established
satellite manufacturers to quickly
change their focus to compete with
those offering more efficient solutions.
In the launch segment, legacy players
are facing increased competition from
new entrants like SpaceX and Blue
Origin, who, with much lower costs,
have experienced significant success
in the commercial market. These
new entrants are now trying to gain
a foothold in the U.S. military market,
which is worth approximately $70
billion through 2030.1

State of the Satellite Industry Report, SIA, 2016
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Innovation providing new,
lucrative opportunities for
legacy players
Motivated by intense pricing pressures, quicker turnaround times,
and access to the latest technologies, the U.S. Defense Department,
as well as other foreign defense ministries are seeking out
procurement vendors who are not part of the traditional defense
ecosystem. This high-tech sector has quickly been making inroads.
Consistent with the 2014 QDR, which established
innovation as a key component of the national defense
strategy of the United States, the Pentagon has recently
created the Defense Innovation Unit (Experimental) or
(DIUx), located close to Silicon Valley. This Pentagonsponsored group is focused on developing low-cost
innovative commercial technologies for military applications
that accelerate attainment of defense capabilities through
an expedited contracting process, not bound by the
Federal Acquisition Regulations. Further, Department
of Defense’s (DoD) focus on autonomous systems,
human-machine learning and cognitive computing presents
significant opportunities for defense contractors to
expand their existing portfolios and access new innovative
commercial-driven technologies.

In the current environment of intense competition,
military spending constraints in certain global markets
and limited number of new programs on the horizon,
established defense players understand that they must
enhance their existing product offerings with high-tech
features to compete on a global scale and gain access to
new channels of military markets. For example, Airbus set
up a venture capital fund and innovation center in Silicon
Valley to gain early access to promising, disruptive, and
innovative business opportunities. However, in order to
succeed in this period of sweeping technology-driven
changes, defense contractors not only need to fully
assess the capabilities of these innovative technologies in
advancing their existing portfolios or accessing new market
segments, but also need to align their business models,
organizations, and personnel.
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Impact on M&A
In the face of these disruptions,
A&D executives will be actively
rethinking their portfolios of
products, services, and endmarkets.
Their goals will be to access new capabilities to gain
and maintain a competitive advantage as they continue to
search for revenue growth and higher shareholder
returns. M&A will play an important part in achieving
those strategic objectives. In addition, there may be an
increase in consolidation among suppliers in fragmented
segments of the industry, including aero-structures,
engine and mechanical components, and MRO providers.

A&D transaction trends (number) and
valuations (times)

These companies, typically mid-sized, tend to have limited
financial resources and may be attractive to both OEMs
seeking to integrate their supply chain and to private equity
firms interested in new markets.
However, creating real long-term value can be particularly
challenging in this industry, which is necessarily dependent
on frequently unforeseen economic and geopolitical
events. The industry’s heavy reliance on innovation
and new technologies means that companies pursuing
acquisitions are subject to the added risk of betting on new
developments, some of which may be unproven.
Companies need to not only find the best strategic targets,
but also make sure that their valuations make sense.
Over the past few years, strong aircraft order growth in
commercial aerospace has resulted in record levels of
M&A, as well as extremely high valuations. However,
despite declining new order intake it is likely that sellers
will still be expecting high prices, citing long-term visibility
to revenue streams, with order backlogs still exceeding 7–8
years. Buyers will likely be increasingly concerned about
the down-cycle and further order cancellations or deferrals,
amid concerns over oil prices and economic slow-down,
widening the valuation gap between buyers and sellers.
M&A may become more challenging in the near-term.
On the defense side, market optimism surrounding the
Trump administration’s prioritization of defense spending
and focus on national security has further boosted
valuations which were already high. Valuations have been
bolstered by strong balance sheets, low interest rates, and
a limited number of targets. Once there is more clarity
on procurement levels, deal multiples may get even more
expensive.

Value disclosed

Value not disclosed

TEV/EBITDA

In the near future, defense-oriented deals are likely to
be less motivated by a lack of organic growth and more
motivated by a desire to acquire the latest technologies,
including cognitive computing, cyber and defense
electronics, and autonomous systems. The sector in
general experienced a rapid increase in stock valuations
after November’s election, and an increase in valuations
may complicate deal activity.

Source: CapIQ, Dacis Company reports and Press releases
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How data and analytics can
improve deal results
In this ever-changing environment, A&D
dealmakers must frequently make many
critical decisions regarding customers,
products, facilities, people, systems, and
contracts in a time-pressured environment.
Data needed to make key decisions is not
always available at the appropriate time
and in a consistent format. Without the
ability to quickly analyze large, complex
sets of data during transactions, buyers
and sellers are often left guessing about
the value drivers of their transaction. In
the current business cycle, it is crucial that
investors are able to analyze the most
relevant data quickly and efficiently.
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How exactly can data and analytics help? Below are several examples of how the right tools and processes can
improve deal results.

Optimizing organizational
alignment
During large acquisitions when
thousands of “new” employees need
to be integrated, the acquirer’s line
and functional managers need to
quickly assess the target’s employees
and understand their skill sets and
evaluate their expected performance.
Having full visibility into the combined
organization usually requires Human
Resources Information Systems
(HRIS) integration—which may take
months, or years. As a result, line
and functional managers are often
severely constrained in their decision
making; they either end up making
overly conservative decisions that
result in delayed synergies, or make
suboptimal decisions that do not fully
utilize available information.
Recent advances in data aggregation
and visualization techniques now
make it possible to get a full picture
of an organization, or parts of an
organization, even without full
HRIS integration. As an example, a
Department of Defense IT services
firm that KPMG worked with used
powerful data visualization tools that
they could access on their desktops
in real time. These tools were used
to determine how many of the
merged company’s employees had
advanced degrees, their pay/grade
versus their performance histories,
and employee locations and centers
of expertise, among other key factors.
As a result, the company was able
to decide where to locate specific
centers of knowledge and how to
quickly structure and staff the future
organization. These key decisions
were made months ahead of plan.

Analyzing the synergies
from consolidating
distribution routes,
warehouses and facilities
Companies often assume that cost
synergies will arise because they
will be able to consolidate facilities,
warehouses and distribution.
However, it is often challenging for
buyers to figure out how their existing
facilities’ footprint relates to a target’s
footprint. To complicate matters
further, the buyer and the target
may have headquarters in different
geographic locations with satellite
offices in overlapping geographies.
Using advanced data analysis and
visualization techniques, it is now
possible for buyers to gain a much
deeper understanding of the facilities
they are buying, and layer it on to their
own infrastructure, at deal-speed. For
instance, buyers can create a visual
map of all current and target facilities
with drill-down capabilities and
“what-if” scenarios that consider all
key real-world constraints. As a result,
synergy estimates and integration
plans can be much more robust.
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Realizing the synergies
around products and
pricing
Purchasing synergies are often a key
deal driver for organizations with
numerous product lines, such as A&D
maintenance, repair, and operations
(MRO) companies. However,
estimating purchasing synergies can
be very challenging. Data becomes
overwhelming as the number of
products increase and merging the
seller’s inventory system may be
impossible without a significant
amount of work. Discounts and
rebates are common in this industry
and add to the complexity. In addition,
anti-trust and commercial competition
concerns (in case the deal does not
close) usually mean that buyers do not
receive complete product and pricing
data. Buyers often tend to heavily
discount purchasing synergies.
Data and analytics can help improve
these synergy estimates. Using
clean rooms that utilize state-of-theart data cleansing and aggregation
techniques, it is now possible to
quickly and efficiently match pricing
for tens of thousands of products.
For example, recently a KPMG client
was able to quickly assess synergies
of over $40 million with a high
degree of confidence in just three
weeks by matching SKUs using a
proprietary matching algorithm. Each
party in the transaction was able to
review aggregate reports with drilldown capabilities to assess SKUlevel synergies, without sensitive
pricing information being revealed.
As a result, the parties were able to
proceed with the transaction with a
much higher degree of confidence.
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Conclusion
In this environment of
exceptionally high valuations
and limited availability of quality
assets, strict discipline with
adherence to investment criteria
is needed.
Data and analytics can be used to help obtain and analyze
the most accurate and useful information. These tools can
help evaluate available synergies and add to a robust due
diligence that can better forecast revenues, profitability,
and cash flows to help investors realize their investment
returns. These data and analytics techniques can greatly
improve the due diligence process, lessen risk, and
improve deal results and are particularly useful in industries
that are subject to quickly changing economic, political,
and technological events.
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How KPMG can help
Collecting and analyzing large amounts of data in a short amount
of time is crucial during any deal. It is particularly important in
industries like aerospace and defense, where macroeconomic and
global political factors, as well as rapidly evolving technology,
can quickly shift business assumptions and projections. KPMG’s
data and analytics capabilities can help dealmakers throughout
the deal cycle—from due diligence through integration and can
help acquirers identify and realize their deal synergies.
KPMG uses data and analytics on M&A transactions to help organizations maximize transactional value
at deal speed, specifically:

Strategic Profitability Insights (SPI) tool allows capture
of transaction-level data during the due diligence process,
empowering proprietary insights to test investment
hypothesis, and identify opportunities to create economic
value and predictive analytics to assess future risks and
opportunities.

Mass Opinion Business Intelligence (MOBI), KPMG’s
advanced analytics tool transforms unstructured data—
from internal company data and out to the Web—into
structured data, which can be analyzed and sorted into
valuable deal insights. Information that seemed useless is
transformed into something that acquirers can use.

Benchmarking Plus, which in addition to publicly available
benchmarking information, leverages KPMG’s proprietary
industry focused database, allows insightful comparative
analysis of critical areas to identify and quantify areas of
opportunity and best practices.

Integrated Value Delivery (IVD) leverages the SPI tool
outputs combined with industry specific and operations
data to drive synergies and identify forward-looking post
deal revenue, cost and working capital improvement
opportunities to support valuations, empower bidders with
data backed facts to help win acquisitions in the current
highly competitive M&A environment and realize targeted
return on investments.

These proprietary tools allow buyers to move faster and with more conviction, which is critical for success in the
current environment.
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Sponsored by:
KPMG’s U.S. Manufacturing Institute Aerospace and Defense Center
The KPMG Manufacturing Institute’s Aerospace and Defense Center is an
open forum where industry specialists share knowledge, gain insights, and
collaborate on timely and relevant issues facing the aerospace and defense
market. KPMG recognizes that success in business is not a result of random
inspiration, but rather of focused, strategic adaptations to ever-changing
conditions. And with the unprecedented amount of change happening in
business today, KPMG inspires aerospace and defense organizations to
confidently empower organizations to evolve rapidly and to capture value in
emerging opportunities. For more information on the Aerospace and Defense
Center, please visit www.kpmg.com/us/aerospace-and-defense.
KPMG’s U.S. Deal Advisory practice
As the leading deal advisor on several hundred global M&A transactions each
year, working with some of the largest global corporations and private equity
funds, KPMG’s Deal Advisory practice is well-placed to guide you through
your acquisition journey, from deal sourcing through to deal execution and
integration. For more information on the U.S. Deal Advisory practice, please visit
http://www.kpmg.com/US/dealadvisory.
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