TOP DEFENSE CHARTS OF 2024

CLAIRVEST

If you are seeking an investment partner to help accelerate your strategic position, our track record of backing owner-
operators is unparalleled. We would love to connect, whether to discuss potential collaborations or simply to chat
about your priorities for 2025.

Below are some of the themes we are tracking for current and future investments. Feel free to reach out!

Doug Horn
Managing Director, Clairvest
dhorn@clairvest.com

1. The global threat environment is intensifying leading to resilient defense budgets

and valuation multiples.

Global Threat Environment Continues to Drive Defense Budget Growth and Valuations

U.5. Defense Budget Over Time (Base, OCO & Supplementals)
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2. Certain areas of spend are outpacing top line growth - space, missiles, C4ISR, and maritime
are the winners. Pivoting into these capabilities is one of the strategies entrepreneurs are
using to augment their enterprise values.

Funding for Next-Generation Technologies Outpacing Headline Growth

Selected Program Acquisition Spend Evelution (£ in billions) ‘Weapen Systems Spend Breakdown
ODDDDODODODD j Coremprompmicke

@ "17-25E
g s2p 326 $25 c:ﬁ R:
(2] 516 $17
<7 $10 39 $12 @

17 '18 19 20 ' ‘22 23 ‘24E "25E

AOOOODDOOOED ’-mwgwfwm Wa Gromdsses
Bess $0.6
"17-'25E kb - K
521 CAGR: FY2025: Technology
7 sa  $10 10 $1z $13 513 $15 . $21.1bn | Development
M7 M8 M9 20 21 22 23 24E 256 .
@@@@@@@@@ T T
545 Defense \ A
s 537
B "17-'25E .
2 CAGR: -+
: =
Ballistic Missibe
M7 M8 M9 0 21 22 23 W4E 25E - - DSKnes Ssmtoms

@@@@@@@?@

541
"17-"26E -
CAGR: Shi : Submarine

M7 M8 M8 20 2 22 23 '4E IS5E @ Reflects Yo % Growth
B3 e vhmmten o e g mar nesadd o wesimang. et RBC Capital Markets
(1) Inciudes both Missie Defenze Frograms and issles £ bantons. (2) “Otwr” includes: Technoiogy Deveiopment (50, Tin), C ommonications & Ewctrone: Equpment (50 60n), and Agvanced Component
(E0.50a), [3) O Bkl MG Feppaet (30 20n) 15020, and Suppart Astviss (50 15a). () "Otr™ inciudes: Suppart Equmint (50.200) and infarason Secudy (50, k)

Global Aerospace, Defense, and Government Services - State of the Union; RBC Capital Markets, LLC



https://www.clairvest.com/aerospace-defense-government-services/
https://www.clairvest.com/aerospace-defense-government-services/

TOP DEFENSE CHARTS OF 2024

CLAIRVEST

3. Consolidation amongst the large caps continues. With the L3/Aero merger, it now
can control 50% or more of the content on any missile program.

OPPORTUNITY TO CAPTURE
SUBSTANTIAL VALUE IN MISSILES

Controls and

Structure Subsystems

Estim

AER JET

ROCKETDYNE

L3Harris Investor Day Presentation.

Number of contractors per major weapons category

——

Datalinks and

Guidance Kinetic Effect

AER JET
ROCKETDYNE

L3HARRIS

L3HARRIS

2020 U.S.-based
prime contractors

Weapons category 2020
Tactical missiles 3
Fixed-wing aircraft 3
Expendable launch 2
vehicles

Sateliites

Surface ships 2
Tactical wheeled 3
vehicles

Tracked combat 3 1
yvehicles

Strategic missiles 3 2
Torpedoes 3 2
Rotary wing aircraft 3

Source: Department of Defense sourcing the Office of Commercial and
Economic Analysis (QCEA)
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Foreign Policy

§ REOGRINGS

O’Hanlon, M. and Roch, A. (February 27, 2023). Strengthening America’s defense industrial base. Brookings.
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4. Unmanned, unmanned, unmanned. Not only air. We show some of the larger maritime products.

Covert Shores Guide
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5. Missile Economics. The cost of attack is coming down with the use of unmanned
munitions, with some reporting suggesting the Iranian Shahed drone costs $300-400k while

many U.S. defensive missiles cost in the millions. How programs like the ‘Replicator
Initiative’ will adapt to this new reality will be interesting to monitor.

The Insufficiency of the Cost Exchange Ratio

The “cost exchange ratio” framework is attractive because it is rooted
in some truth: air and missile defense interceptors are relatively
expensive. Budget documents for FY2024 suggest that U.S. defensive
missiles are, overall, roughly twice as expensive as offensive missiles
(see table below), when averaging all-up-round unit costs. Highly
capable U.S. offensive missiles are also likely more expensive than
less sophisticated missiles provided to the Houthis by Iran, though
there is some evidence of underestimating the cost of these systems.

Average Procurement Unit Cost of DoD Missiles, 2020-2024

Then-Year Dollars, Thousands

Defense Average Unit Cost
Alr Forea

Advanged Medium-Range Air-to-Air Missile (AMRAAM) £708
Sidewindar <1
Army

Indiract Fire Protaction Capability IFPC) $520
Patriot PAC-3 Missile Segment Enhancemant (MSE) $3.6878
Missilo Dofense Agency

Standard Missile-3 (5M-3) $15102
Terminal High Altitude Area Defense (THAAD) 8 307
HNawy

AMRAAM $050
Evolved Sea Sparrow Migsile (ESSM) £1.550
Sidewinder 2
Standand Missile-2 (SM-2) £2 204
Standard Missile-G (SM-8) 54,308

Rumbaugh, W. (February 13, 2024). Cost and Value in Air and Missile Defense Intercepts. Center for
Strategic & International Studies.
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6. Government service companies continue to post steady gross profit margins (the profit

on contracts excluding indirects) of 30-40%.

Gross profit margins hold more or less steady.

The |ast five years have seen no significant changes to gross profit margins
The majority of firms—63%—are able to maintain gross profit margins
between 30% and 50%; only a few outliers can achieve margins over

50%. The remainder of the respondents struggle to manage direct cost
and see margins below 30%; firms that don’t use Al are twice as likely

to be in this category.

What was your Gross Profit Margin?
(Revenue - Direct Contract Cost / Revenue)
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2024 GAUGE report: CohnReznik; Unanet.
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7. While no company shows PWINs below 50%; in fact, companies with $50M of revenue

and higher have showed an even distribution of win rates - about half have win rates
below 50% on new proposals.

What is your actual proposal win rate and what do you project it to be in the next 12 months?
(by revenue and employee)

2024 Annual Revenue Employee Size

Total $0 - <510M $10 - <525M $25 - <550M 550M+ 1-99 100+

Actual Win Rate - Past 12 Months

76-100% 12% 9% 1% 9% 21% T9% 16%
51-7T5% . 28% 28% 28% 22% 31% | 29% 2%
26-50% - 31% 26% 41% 42% 255 | 28% 35%

0-25% . 29% 3% 24%% 29% 23% | 36% 22%

76-100% 13% 13% 4% 9% 22% 8% 18%
51-T5% 3% 32% 25% 31% 31% 32% 29%
26-50% 36% 0% 53% 36% 31% | 33% 3%

0-25% 21% 25% 18% 24% 16% 27% 16%

2024 GAUGE report: CohnReznik; Unanet.
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8. Labour as an Asset. Since 1985, U.S. defense industry employment has declined by

2/3rds to 1.1 million. This trend is only expected to worsen with many key trades
expecting declines.

Key maritime manufacturing trades will be displaced by higher demand
from battery and semiconductor production.

Projected change in tradecraft employment’ by manufacturing subindustry, % change, 2022-32

. Key mantime tradecraft populat
Electrical equipment, appliances, and components - 9
Beverage and tobacco products - 6
Food M :
o]
Computer and electronic products I Job gains, thousand
Electrical
Chemical 1 cvprert, [N
appliances, and
components
Fabricated metal products -2 .
Computer and
clectronic . 7
Machinery -2 l products
Monmetallic-mineral products -2 . ~33,000 more jobs are expected in
adfacent maritime subindustries,
such as battery and semiconductor
Plastics and rubber products -3 . production ! :

Miscellaneous -d -

Displaced jobs, lhousand
Woaod products -4 -

tal products
Petrelcum and coal products =i - fRcts prond
Acrospace
Furniture and related products =B - products and -5 I
parts
Transportation equipment -9 -
| Ship and boat -8 .
buildin
Primary metals -n [ widing
Textile mills and textile product mills -+ | Foundries -1 -
=38,000 fewer jobs are expected
Printing and related support activities -7 — across key maritime trades

Apparel, leather, and allied products =24 _

Weddle, B. et al (June 5, 2024). Charting a new course: The untapped potential of American shipyards. McKinsey & Company.



https://www.clairvest.com/aerospace-defense-government-services/
https://www.clairvest.com/aerospace-defense-government-services/

