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SERVICES & INDUSTRIALS



I. The Stalemate Industry: What Modern Conflict 
is Teaching SOF Contractors About Speed, 
Scale, and Survivability

Across Ukraine, the Red Sea, Iran, and Indo-Pacific planning, a consistent 
signal is emerging: modern conflict is testing not only military 
capability, but the industrial and contractor models required to sustain 
it. Battlefield advantage increasingly depends on whether systems can 
be produced, integrated, adapted, supplied, and regenerated under 
pressure. For SOF contractors, the customer question is shifting from 
“Does it work?” to “Can it scale, survive, integrate, and deliver 
measurable operational outcomes?” That shift creates opportunities not 
only for product companies, but also for historically services-based 
contractors that can turn analysis, advice, training, and technical 
support into tangible software, AI-enabled tools, fielded capabilities, and 
mission results.
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II. Appendix | M&A and Capital Markets
Review of public market performance across Stout’s broader set of 
ADGS indices
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The Stalemate Industry
Speed, Scale, and Survivability Across Modern Conflict

Modern conflict is rewarding the firms that can shorten the distance between need 
and fielded capability

                          f         ’     f                                          w  . I              
adaptation speed is becoming a weapon system of its own.

Ukraine has shown how quickly commercial drones, electronic warfare, software, and low-cost sensors can 
move from improvised tools to battlefield necessities. The Red Sea has shown how persistent drone and 
missile threats can stretch even advanced naval defenses. Iran and Indo-Pacific planning reinforce the same 
point: the customer does not just need exquisite systems. The customer needs capability that can be 
produced, modified, integrated, sustained, and replaced under pressure.

That is the core of the stalemate industry. When both sides can observe, target, jam, strike, and adapt 
quickly, advantage goes to the force that can close the loop fastest: identify the problem, test a solution, field 
it, learn from use, and improve it before the threat changes again.

     O             ,                                     .        k        v           “  v             ”    
isolation. Customers will value firms that can turn operational insight into working tools: mission-planning 
software, AI-enabled analysis, rapid prototyping, field integration, training packages, sustainment concepts, 
and transition support.

The winning contractor is not just the one with the best idea. It is the one that helps the customer make the 
idea usable.
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What This Means for Historically Services-Based Contractor Firms

Services-based firms need to show how analysis, advice, training, and personnel support convert into 
tangible operational results. The winners will be those that can productize their expertise through software 
tools, AI-enabled analysis, mission-planning platforms, digital engineering, rapid integration support, or 
managed capability offerings.

In other words, the market is moving from hours-based support toward outcomes-based, product-enabled 
services.

(1)

(1) Chart is illustrative
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C-UxS Everywhere
The Cost Curve Is the Capability Gap

The drone threat is no longer a niche problem. It is a cost, inventory, and 
survivability problem

A drone does not have to be sophisticated to be operationally disruptive. It only has to be cheap enough, 
numerous enough, and persistent enough to force the defender into a bad trade.

That is the emerging C-UxS problem. In the Red Sea, U.S. Navy ships have faced repeated combinations of 
drones, missiles, and uncrewed surface threats. The lesson is not simply that the Navy can defend itself. The 
lesson is that even successful defense can consume attention, inventory, and high-end interceptors at an 
uncomfortable pace.

For SOF, the same problem appears at smaller scale but with equal urgency. A team operating from a 
temporary site, a convoy moving through partner territory, a maritime node, or a forward logistics point may 
not have the luxury of layered national air defense. It needs practical protection: early warning, passive 
detection, RF sensing, EO/IR, electronic attack, kinetic defeat options, operator training, and a command-
and-control layer that does not overwhelm the user.

This is where contractors can add real value. The opportunity is not just selling a sensor or writing a threat 
report. It is building an integrated, repeatable C-UxS operating model that customers can deploy, train, 
maintain, and update as the threat evolves.
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What This Means for Historically Services-Based Contractor Firms

Services-based contractors can remain relevant by moving beyond threat assessments, training support, 
and advisory work alone. They can help customers build, integrate, and operate practical C-UxS solutions.

The key is to connect services to a tangible capability outcome: a better defended site, a more survivable 
convoy, a faster kill chain, a lower-cost defeat mechanism, or a repeatable operating model.

$8.1K  /  0.2x

$480K  /  14x

$2.1M  /  60x

$9.6M  /  274x

$35K  /  1x

The C-UxS Cost-Exchange Problem

Approx. unit cost multiple vs. ~$35k One-Way Attack UAS benchmark

C-RAM
~300-rd

Shahed-Type 
OWA UAS

Stinger

SM-2

SM-6

0.2x 1x 10x 100x 300x

Cheap drones create pressure to use cheaper first-line defeat options before drawing down high-end 
interceptor inventory

Source: Missile Defense Advocacy Alliance, Center for Strategic and International Studies 
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Redundancy Is the New Readiness 
Supply-Chain Resilience After Ukraine, the Red Sea, and Iran

In modern conflict, a supply-chain weakness can become the critical operational 
failure

The next readiness gap may not appear on the front line. It may appear three tiers down in the supply 
chain.

A drone program can be limited by batteries, motors, carbon fiber, rare-earth magnets, semiconductors, or a 
single unavailable chip. A precision munition can be constrained by energetics, rocket motors, castings, test 
equipment, or production labor. A communications system can be delayed by a supplier that no one mapped 
until the part stopped arriving.

          f        v            v      .  k     ’         f            ,       f    ,       ,       ,            
capacity forced the U.S. and allies to rethink production scale. DoW has invested billions to expand munitions 
capacity, but the broader lesson is bigger than ammunition: capability is only as strong as the industrial base 
that can regenerate it.

For SOF contractors, supply-chain resilience is becoming part of the value proposition. Customers will 
increasingly ask: Can this system be repaired forward? Are there second-source suppliers? Is the bill of 
materials visible? Can the software be updated quickly? Are spares pre-positioned? Can allied partners 
manufacture or sustain parts of the solution?

Historically, services-based firms have a strong role here. They can map supplier risk, assess manufacturing 
readiness, build sustainment plans, qualify alternate vendors, model demand spikes, and help product 
companies become procurement-ready.
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What This Means for Historically Services-Based Contractor Firms

Services-based firms can play a meaningful role by helping customers and product companies understand 
where supply-chain, manufacturing, sustainment, and integration risks actually sit.

The opportunity is to become the bridge between customer requirements, product companies, primes, and 
the industrial base. Services firms that can translate supply-chain analysis into procurement-ready, 
sustainment-ready, and field-ready solutions will be more valuable than firms that only provide static 
advice.

Stress Event

Demand Spike / 
Supply Disruption
Inventories fall, demand rises, 
or supplier capacity becomes 
constrained

Single-Point Failure Risk

Redundancy Levers

1. Second Source Suppliers

2. Domestic / Allied Production

3. Secure Manufacturing

4. Repairability

5. Sustainment Depth

Qualified alternates for critical parts

Capacity closer to mission demand

Trusted facilities, cyber, IP control

Modular parts, spares, forward repair

Inventory, training, field support

Readiness Outcome

Fielded Capability 
Under Stress

Produce Repair

Replenish Sustain
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Q1 2026 ADGS Update

Q1 M&A Momentum Expected to Continue Through 1H 2026
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ADGS M&A Outlook for 2026 and Key Themes to Watch

Q1 2026 By the Numbers M&A Updates

The ADGS deal environment enters 2026 against a supportive macro backdrop. Persistent geopolitical pressure, an 
accelerating defense modernization cycle, and a rapidly growing commercial space economy are all reshaping the 
industrial base – with investors prioritizing scale, mission-critical capabilities, and supply chain resilience over pure 
financial engineering.

Sponsors are meaningfully re-engaging as financing conditions ease and limited partners pressure GPs to clear 
aged portfolios, while strategics continue to pursue vertical integration in defense electronics, autonomy, and 
propulsion. Key recent developments ADGS investors are monitoring include:

ADGS activity surged in Q1 2026, with 128 global deals announced 
(+21% QoQ, +45% YoY) – the highest quarterly total in the post-
2021 period. U.S. volume rose to 113 (+24% QoQ, +47% YoY), with 
buyers looking through near-term FY2026 budget and FAR-overhaul 
uncertainty to a sustained multi-year defense spending trajectory.

Strategics drove the majority of global activity, commanding 55% of 
volume, while sponsors regained 50% U.S. share as PE-backed U.S. 
deals climbed to 57 (+27% QoQ, +36% YoY) – reflecting LP pressure 
to deploy ~$1.6T of dry powder following three consecutive rate 
cuts in late 2025.

Sector mix continued shifting toward Aerospace (39%, 50 deals, 
nearly 2x YoY) and Defense (33%) at the expense of Government 
Services (28%). Notable Q1 deals included VSE / Precision Aviation 
Group, AeroVironment / Empirical Systems Aerospace, and Antin 
Infrastructure Partners / Vigor Marine Group.

Subsector activity concentrated in FY2026 priorities: Aerospace 
Components (9 U.S. deals), Cybersecurity (6), MRO Services (6), 
and Aerospace Electronics & Avionics (5) led volume, with CMMC 
2.0 phased rollout reinforcing cyber-readiness as a baseline 
diligence item.

Note: Global deals include U.S. deals
Source: DACIS DM&A

113                              128   

           U.S. Deals                           Global Deals
                         vs. 77 in Q1 2025                             vs. 88 in Q1 2026 

+ 47%
U.S. YoY % Change in Total Deal Count

+ 36%
U.S. YoY % Change in PE Deals

+ 60%
U.S. YoY % Change in Strategic Deals

+ 45%
Global YoY % Change in Total Deal Count

+ 29%
Global YoY % Change in PE Deals

+ 63%
Global YoY % Change in Strategic Deals
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• FY2026 Defense Budget & FAR Overhaul – The FY2026 
budget reinforces priorities in missiles, missile defense, 
shipbuilding, space, and nuclear modernization, while the 
“  v            A  Ov      ”                              
small-business rules.

• CMMC 2.0 & Cyber Compliance – Phase 1 of CMMC 2.0 
took effect November 2025, making cyber readiness a 
pre-award gating item for DoW bids and reinforcing 
cybersecurity diligence as a baseline expectation for 
ADGS targets.



AEROSPACE, DEFENSE, AND GOVERNMENT SERVICES UPDATE  |  SOF Week 2026

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

ADGS Capital Markets Performance
Q1 2026 Market Performance Across Primary ADGS Sector Indices

Q1 2026 ADGS performance diverged sharply, with Defense rallying while Government Services lagged:
• Aerospace stocks were roughly flat in Q1, declining 0.5%, as gains at AAR (+32.2%) and Astronics (+23.0%) 

were offset by sharp declines at Airbus (-20.4%) and HEICO (-15.3%).
• Defense stocks gained 15.9% in Q1, with all six constituents posting positive returns. BAE led the sector with a 

25.9% gain, followed closely by Lockheed Martin at 25.0% and Northrop Grumman at 19.6%.
• Government Services underperformed in Q1, declining 7.6% and trailing the S&P 500 by 3.0%. Only V2X 

(+25.6%) and CACI (+2.1%) posted gains, while Maximus (-25.7%) and ICF (-23.5%) lagged the sector.

(0.5%)
(4.6%)
(7.6%)

15.9%

Source: S&P CapIQ as of 3/31/2026

• Aerospace multiples expanded modestly to 18.1x (+0.9x YoY), with Astronics adding 8.0 turns of NTM EBITDA 
on commercial aerospace and defense modernization tailwinds; HEICO (-4.9x) and TransDigm (-3.4x) gave 
back gains from elevated levels.

• Defense multiples rose sharply YoY from 13.3x to 16.4x, driven by sustained defense spending expectations. 
L3Harris led with 4.9 turns of expansion, followed by Northrop Grumman and RTX, each adding 3.6x.

• Government Services multiples slipped to 9.4x (-0.5x YoY) and remain 4.0x below T-2 levels, with CACI the 
lone meaningful gainer (+2.8x) while Maximus (-2.4x), ICF (-2.1x), and BAH and SAIC (each -1.3x) led declines.

Historical Average EV / NTM EBITDA Multiples

Defense Government ServicesAerospace

Aerospace: AAR, Airbus, Astronics, Boeing, Bombardier, Embraer, HEICO, Hexcel, Safran, TransDigm

Defense: BAE Systems, General Dynamics, L3Harris, Lockheed Martin, Northrop Grumman, RTX Corporation

Government Services: Booz Allen Hamilton, CACI, ICF, Leidos, Maximus, Parsons, SAIC, V2X

3/31/2024 3/31/2025 3/31/2026

Government ServicesS&P 500 DefenseAerospace

LTM Performance
S&P 500 16.3%

Aerospace 59.2%

Defense 41.5%

Gov. Services 3.1%
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15.6x 
17.2x 18.1x 

13.4x 13.3x 

16.4x 
13.4x 

9.9x 9.4x 
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ADGS M&A Landscape | Deal Metrics
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Source: DACIS DM&A, subsector graphs show global deal volumes inclusive of the U.S.

24%

15%

11%6%6%

38%

11%
7%

6%
5%
5%66%

10%
7%

5%
5%
5%

68%

26 28 30 25 32 42 30
50

25 23 27
20

31
38

39

4246
31 32 43

37
30

37

3697
82 89 88

100
110 106

128

Q2 2024 Q3 2024 Q4 2024 Q1 2025 Q2 2025 Q3 2025 Q4 2025 Q1 2026

22 23 25 21 29 36 27
46

19 16 21 16
26

27
29

3141
29 26 40

33 28 35

3682
68 72 77

88 91 91
113

Q2 2024 Q3 2024 Q4 2024 Q1 2025 Q2 2025 Q3 2025 Q4 2025 Q1 2026

Aerospace & Defense

Government Services

Aerospace Defense Government Services

ADGS M&A Activity by Industry Sector

Global Deal Activity (Including U.S.)

U.S. Deal Activity

ADGS M&A Trends Across Select Subsectors

17%

14%

14%
14%

11%

30%

Q1 2026

Q1 2026 Last Eight Quarters

Last Eight Quarters

All Other Subsectors

36
Deals

292
Deals

92
Deals

508
Deals

Aerospace Components held its 
position as the most active subsector in 
Q1 2026, with MRO activity rebounding 
40% QoQ on sustained aftermarket 
demand. Communications more than 
doubled YoY despite a quarterly 
pullback, while Aerospace Electronics & 
Avionics activity surged with five deals 
(vs. one in Q4 2025), reflecting buyer 
focus on autonomy and mission-critical 
defense electronics.

Cybersecurity led Q1 2026 with 6 
deals (17%), up 50% YoY as CMMC 2.0 
sharpened buyer focus in the sector. 
IT Services cooled to 5 deals after an 
11-deal Q4 but remains the largest 8Q 
category (68). Software held steady at 
5, while Systems Engineering & Tech. 
Analysis (+150% QoQ) and AI / ML 
(+100% QoQ) emerged at 14% and 11% 
of volume.

Cybersecurity

IT Services

Consulting

AI / ML

Systems Engineering & Tech. Analysis

Software

Aerospace Components

MRO Services (Aerospace)

Aerospace Electronics & Avionics

C2 & Battle Management

Communications 

Other Defense Manufacturing

Globally in Q1, Defense and Government Services M&A activity remained relatively flat QoQ. Aerospace deal 
activity surged in Q1, up 70% QoQ and 119% YoY. Defense deal activity is up 94% YoY, and Government Services 
volume saw a 16% decline YoY driven by relatively strong Q1 2025 performance.

All Other Subsectors
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Stout ADGS Investment Banking Team

FOR MORE INFORMATION

Will Smalley
Analyst
wsmalley@stout.com
312.763.6615

Cameron Hamilton
Managing Director
chamilton@stout.com
703.448.4429

Brian Ali
Director
bali@stout.com
202.370.2402

FOCUS AREAS
• Advanced Materials
• Batteries & Power Systems
• C5ISR and Cybersecurity
• Cloud Computing & Cloud Migration
• Defense Manufacturing
• Engineered Systems & Components
• Healthcare IT
• High-Frequency Electronics
• Intelligence Community Support
• Interiors
• IT Software & Consulting

ABOUT

Our firm is a trusted advisor to leading organizations due to our deep industry knowledge, senior-
level attention, process expertise, and relentless focus on delivering unparalleled results. 

The Stout ADGS team has extensive experience across the industry and deep relationships with 
leading financial sponsors, prime contractors, and other key market participants. The team leverages 
extensive knowledge of budget trends, procurement priorities, accounting requirements, and 
program dynamics to deliver a differentiated and domain-specific approach to M&A.

SELECTED TRANSACTIONS

May include work by Stout professionals while at prior firms

• Missiles & Hypersonics
• Modeling & Simulation
• MRO
• Sensors, Optics, & Photonics
• Soldier Systems 
• Space & Satellite Systems
• Technical & Prof. Services
• Tooling & Ground Support
• Training Services
• Unmanned Systems
• Weapons & Ordnance

Eric Fahmi
Associate
efahmi@stout.com
703.448.4490

SELL-SIDE ADVISOR

has been acquired by

Zach Finder
Analyst
zfinder@stout.com
314.278.7067

Travis Waller
Managing Director
twaller@stout.com
312.763.6621

FINANCIAL ADVISOR

has been acquired by

SELL-SIDE ADVISOR

has been acquired by

a subsidiary of 

Explosive Hazard Detection 
business of

SELL-SIDE ADVISOR

a portfolio company of

has been acquired by

(IDSI, the Defense Solutions Division)

SELL-SIDE ADVISOR

has been acquired by

Undisclosed Strategic 
Buyer

SELL-SIDE ADVISOR

has been acquired by

a portfolio company of

SELL-SIDE ADVISOR

Project Orion
Premier provider of digital 

modernization and 
automation services to 
Federal Healthcare and 

Civilian customers

Closed March 2025

SELL-SIDE ADVISOR

SELL-SIDE ADVISOR

has been acquired by

a portfolio company of
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has been acquired by
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ABOUT STOUT INVESTMENT BANKING

     ’  I v        B  k             v                              (M&A)   v     , 
capital market financing, and other financial advisory services to portfolio companies of 
private equity firms, closely held or family-owned businesses, and divisions of large 
corporate parents. Learn more about our Investment Banking services.

Stout is a trade name for Stout Risius Ross, LLC, Stout Advisors SA, Stout Bluepeak Asia 
Ltd, Stout GmbH, MB e Associati S.r.l.,Stout Park Ltd, and Stout Capital, LLC, a FINRA-
registered broker-            I          f   .          “     ”   f                   
of these legally separate and independent advisory practices. Please see 
www.stout.com/about to learn more.
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https://www.stout.com/en/services/investment-banking
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