
FOCUS is a leading national M&A firm for the lower middle

market. With over 40 years of experience, a global footprint, and

hundreds of successful deals across myriad industries, FOCUS

continues its mission to redefine the banker/client relationship. 
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INDUSTRY TRENDS

Defense Budget Stability Drives

Renewed Deal Momentum

After a cautious start to the year, deal activity accelerated in the

second half of 2025 as buyers gained confidence in medium-term

federal spending visibility. The FY2025 U.S. defense budget of

approximately $895 billion received strong bipartisan support,

signaling a stable, multi-year funding environment largely insulated

from short-term political dynamics. This structural commitment to

defense spending—reinforced by allied investment across NATO

countries—provided acquirers with greater certainty that demand

would remain durable.

By the third quarter, defense and government M&A activity

increased roughly 30% year over year, reflecting renewed buyer

confidence. Despite ongoing political headlines, funding flows within

the Department of Defense remained resilient across core mission

areas including cybersecurity, logistics, engineering services, and

mission-critical IT. Public market performance reinforced this view,

with defense-focused indices outperforming the broader market

over the past year. For investors and acquirers alike, the data

continues to support a clear conclusion: defense spending growth is

structural rather than cyclical, anchoring M&A activity in what is

increasingly viewed as a sustained, long-term expansion cycle.

Regulatory & Compliance Readiness

Became a Key Value Driver

Regulatory complexity remained a headwind in 2025, but it also

became a key differentiator between premium and average GovCon

assets. Buyers placed increased emphasis on companies with

strong compliance infrastructure and truly “audit-ready” operations.

In an environment of heightened government oversight, Defense

Contract Audit Agency-compliant business systems and

demonstrated audit readiness shifted from best practice to baseline

expectation.

Federal auditors applied greater scrutiny to accounting,

timekeeping, and estimating systems throughout the year,

reinforcing the importance of disciplined back-office operations.

Acquirers consistently rewarded contractors that could demonstrate

mature, scalable systems and a track record of successful audits,

including clean incurred cost audits and maintained CMMC 2.0

cyber compliance. Firms supporting highly regulated defense

programs commanded valuation premiums when they showed

proactive compliance and minimal risk of contract disruption. The

takeaway for contractors was straightforward: audit readiness is no

longer defensive. In 2025, a strong compliance regime emerged as

a strategic asset that enhanced buyer confidence and materially

improved transaction outcomes.
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INDUSTRY TRENDS

Continued Consolidation in IT, Cyber,

and Mission Services

The back half of 2025 reinforced a clear theme in government

contracting: consolidation continues where mission demand is

strongest. Cybersecurity, cloud and data analytics, engineering,

intelligence support, and logistics remained the most active sub-

sectors, with both strategic acquirers and private equity-backed

platforms executing disciplined “platform plus tuck-in” strategies to

build scale and capability. Heightened focus on zero-trust security,

IT modernization, and advanced analytics in support of defense and

intelligence missions continues to drive buyer interest.

In practice, acquirers are prioritizing targets that expand access to

contract vehicles, deepen agency relationships, or add scarce,

cleared technical talent. We saw sustained interest in niche AI,

automation, and specialized cyber providers as buyers look to

secure long-term contracts and improve margins through scale. The

result is a market that remains fragmented but is consolidating

quickly in key mission-critical domains, as larger platforms race to

assemble broader, more integrated solutions for federal customers.

Quality Earnings and Contract Durability

Took Center Stage

By late 2025, buyers across the A&D and GovCon landscape

became more disciplined in how they evaluated opportunities,

shifting focus from headline growth to the quality and durability of

earnings. Earlier interest rate pressure and ongoing uncertainty

around procurement timing reinforced a preference for businesses

with predictable margins, consistent cash flow, and contract

portfolios anchored by long-term task orders and enduring

programs. Acquirers were less willing to underwrite growth alone

and instead prioritized stability, visibility, and resilience.

Diligence efforts reflected this shift. Buyers scrutinized contract

portfolios for recompete risk, funding reliability, customer

concentration, and past performance ratings, placing a premium on

companies supporting mission-critical programs aligned with current

administration priorities. As many top-tier GovCon assets had

already transacted in prior years, attention turned to the next tier of

companies offering differentiated capabilities and defensible

positions. In this environment, weaknesses in customer relationships

or contract integrity quickly raised red flags, while contractors

demonstrating strong recompete success, high win rates, and multi-

year funded contracts continued to command premium valuations.

Ultimately, late-2025 M&A activity reinforced a clear message:

sustainable, high-quality earnings matter more than short-term

growth.
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M&A & Investment Landscape

H2 reflects solid M&A activity in A&D, with deal volume slightly

lower than H1 and significant strategic and PE interest in

aerospace parts manufacturing, electronics, and Physical AI.

2025 A&D deal volume rose by 33.5% over 2024, which

reveals the impact of lowering interest rates along with greater

funding and budget certainty from the DOW and Congress.

Aerospace & Defense / 2025 Industry Report

Sources: Allied Market Research, www.investors.com, Market Watch, Axios,

Reuters, Accenture, PWC and DACIS.
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Market & Investment Trends

Rising geopolitical tensions and security threats are spurring a new

expansion of spending. European defense budgets are set to grow

6.8% annually from 2024 to 2035, outpacing the US (1.7%),

Russia (3.2%), and China (3.1%). Europe’s share of global defense

spending is projected to increase from 16% to 22% by 2030,

stabilizing through 2035. This is spurring significant rise in public

investor movement into the Defense sector, with analysts of the

Top 10 public Aerospace & Defense firms forecasting 12% annual

earnings growth over the next five years.

Defense Tech had a huge increase in investor activity in 2025. The

value of venture capital deals in defense technology jumped to a

record $49.1 billion in 2025 from $27.2 billion in 2024. Equity

funding for defense technology startups more than doubled to

$17.9 billion in 2025 from $7.3 billion in 2024. Drones and

autonomous systems, powered by artificial intelligence, are driving

a massive investor play in Physical AI.



SBA Proposes Revisions to Monetary

Based Industry Size Standards

The Small Business Administration proposed increasing

revenue-based size standards across 263 industries, potentially

allowing certain government contractors to retain or regain

small-business status. For lower middle-market GovCon firms,

these changes could meaningfully reshape competitive

dynamics, influencing access to set-aside contracts, pipeline

visibility, and ultimately valuation.

SIGNIFICANT NEWS

Extended shutdown stalled new contract awards and slowed

industrial base operations, with interviews and analysis showing

that cash flow timing, security clearances, and procurement

schedules were disrupted. Some firms with limited cash buffers

faced elevated risk, while larger primes could weather the pause

more easily.
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Shutdown Blocks SBA from Delivering

$5 Billion to Small Businesses Amid

Trump Economic Comeback 

According to SBA reporting, the prolonged shutdown paused

delivery of SBA-guaranteed loans that many small GovCon and

service businesses rely on for working capital and growth, forcing

some to delay hiring, scaling, or execution of contracts.

Scalable Homeland Innovative

Enterprise Layered Defense, or

SHIELD Contracts Awarded 

The Missile Defense Agency (MDA) has awarded 2,440

contracts for this $151 billion multiple-award indefinite-

delivery/indefinite quantity contract. The SHIELD Contract will

serve as one of the largest contracts focused on Homeland

Defense, also known as the Golden Dome missile defense

contract.MDA will use the vehicle for the rapid delivery of

innovative capabilities to protect the U.S. from a vast array of

airborne and space-based threats.

What a government shutdown really

does to the industrial base
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TRANSACTION HIGHIGHTS

M&A activity in the Government & Defense sector picked up notably in the second half of 2025. In Q3 2025 alone, 125 defense/

government M&A transactions were recorded; a 30% jump from the same period in 2024. This marked one of the busiest quarters in

recent years, signaling a strong post-summer rebound. Drivers included improved budget certainty (after the FY26 defense appropriations

outlook solidified) and sellers coming back to market as valuations remained solid. October 2025 saw an especially brisk pace with 31

announced deals, nearly half of which were in the government & defense technology segment (cyber, IT, space tech, etc.). Strategic

buyers accounted for about 55% of Q3 deal volume vs. 45% by private equity; a healthy mix, indicating both corporate consolidators and

financial sponsors are actively pursuing GovCon opportunities.

Notable Deals

Vertical Integration Consolidation: Falfurrias Management Partners’ merger of John H. Northrop & Associates, Coherent Technical

Services, Inc. (CTSi), and EXPANSIA Group created a defense technology platform focused on digital engineering and advanced

mission solutions for DoD customers. The transaction highlights how private equity sponsors are building vertically integrated defense

technology platforms to support next-generation national security priorities. FOCUS Investment Banking represented CTSi in the

transaction.

Mid-Tier Platform Expansion: B&A’s acquisition of Hexagon US Federal’s defense/intel portfolio (July) exemplified private equity-

backed platforms expanding via tuck-in deals. The deal (backed by DFW Capital) gave B&A new contract vehicles and technical

capabilities in geospatial and cybersecurity, positioning it for growth in mission-critical IT services.

Strategic Tech Acquisition: SAIC’s $205M agreement to buy SilverEdge (announced in October) showed a large prime contractor

investing in emerging tech capabilities. SilverEdge’s software and analytics products will augment SAIC’s offerings in agile

development, cybersecurity, and intelligence solutions. This continues the trend of major integrators acquiring product-oriented firms

to stay at the forefront of technology for federal missions.
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Cross-Sector Tech Interest: Commercial technology players also made moves into the federal services space. For instance, IBM

announced plans to acquire Cognitus, a Dallas-based SAP services firm with public-sector clients, expanding IBM’s footprint in

government ERP solutions. In cybersecurity, LevelBlue (a private MSSP) proposed acquiring Cybereason, a high-profile endpoint

security software company. While the latter deal was pending regulatory/security reviews, it underscored the continued appetite for

cutting-edge cyber IP and talent that can be leveraged in government markets.

Across these deals, common themes were evident: buyers sought to acquire contract access (vehicles and customer relationships) and

technical differentiation (proprietary software, cleared talent, etc.). Notably, the aerospace and space technology segment also saw robust

M&A activity – accounting for ~38% of Q3 deal volume, slightly above government tech (35%) and significantly above pure services

(27%). This included several space-sector investments (e.g., satellite tech firms and component suppliers being acquired to support the

growing Space Force and commercial space demand).

It’s worth mentioning that valuation levels remained strong through year-end. Middle-market GovCon EBITDA multiples normalized a bit

from peaks but were still elevated historically (public comps in defense traded around 11–12x EBITDA in Q3). For well-positioned assets

(high-margin, sole-source contracts or unique tech), competition among buyers kept prices resilient. Many transactions in 2H had

undisclosed financials, but those publicly reported (such as the SAIC–SilverEdge $205M deal) confirm that acquirers are willing to pay a

premium for sought-after capabilities. Overall, H2 2025’s deal flow demonstrated that the GovCon M&A market is active and competitive,

with momentum carrying into what looks to be a busy 2026 pipeline.
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Source: S&P CapIQ, Defense & Aerospace Competitive Intelligence Services

(DACIS) and FOCUS research
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Source: S&P CapIQ, Defense & Aerospace Competitive Intelligence Services

(DACIS) and FOCUS research
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Source: S&P CapIQ, Defense & Aerospace Competitive Intelligence Services

(DACIS) and FOCUS research



FOCUS A&D COMPONENTS INDEX

This index is comprised of ten companies that are key

component suppliers in the A&D industry. They are public and

drive performance of many of the large defense contractors.

Included are companies that design and build products,

primarily as Tier 1 suppliers, with significant value add to the

parts, subsystems, and systems they produce.

The Trends

The EV/EBITDA median ratio for the public Components companies sits at 20.6x, remains the most

consistent performing sector in the Focus A&D Index with every company delivering double digit

performance

Demand for spare parts and lengthening current weapon systems life cycles is driving strong

financial performance in this sector. For example, the F-35 is now performing at a 3X number of

flight hours, 24,000 hours, over the procurement plan of 8,000 hours.

The stock performance in the A&D Components sector rose 3.3% in H22025, which lagged against

the S&P 500 throughout the 2  half of 2025, which grew by 10.4% over the same period. This is

the first time since creating this index has the Components sector trailed the S&P 500, reflecting a

correction in stock prices.

nd

12

Aerospace & Defense / 2025 Industry Report



EV/EBITDA

Aerospace & Defense / 2025 Industry Report

13

FOCUS A&D COMPONENTS INDEX

H2 2025 Stock Performance

Source: S&P CapIQ, Defense & Aerospace Competitive Intelligence Services

(DACIS) and FOCUS research



FOCUS A&D ELECTRONICS MANUFACTURING INDEX

This index is comprised of ten companies that are significant

electronics suppliers in the A&D industry. They are public and

provide critical and scarce technology that enables growth in

the A&D industry. Included are companies that design,

produce, and distribute radio frequency (RF) components and

microelectronics, semiconductors, radar systems, complex

avionics, and surveillance systems.

The Trends

The EV/EBITDA median ratio for the public Electronics Manufacturing companies sits at 11.2x,

which reflects continued improvement over H1 and solid performance across all the companies in

this sector.

The relative importance of the electronics manufacturing sector as a beneficiary of new product

innovation in this space is driving broad and consistent performance.

The stock performance in the A&D Electronics Manufacturing sector skyrocketed to 31.1% in

H22025, which outperformed the S&P 500 in 2025, which grew by 10.4% over the same period. 
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FOCUS A&D ELECTRONICS MANUFACTURING INDEX

H2 2025 Stock Performance

Source: S&P CapIQ, Defense & Aerospace Competitive Intelligence Services

(DACIS) and FOCUS research



FOCUS A&D DEFENSE INDEX

This index is comprised of nine companies that are major OEMs

in the A&D industry.They are public and have significant

influence over the Component and Electronics companies,

driving collaboration and teaming. Included are companies that

design and manufacture aircraft, missiles, ships, tanks, and

support equipment for the warfighter.

The Trends

The EV/EBITDA median ratio for the public Defense companies rose by 0.9x to 15.4x, with double

digit EBITDA performance across the board, excluding Boeing. 

The long-term commitment of budgetary growth by the DOW for new and existing weapons

systems is resulting in very strong performance by these large public companies in Defense. We

expect this trend will continue.

The stock performance in the Defense sector rose 10.4% in H2 2025, which matched the S&P 500

in the 2  half of 2025, which grew by 10.4% over the same period. This sector has been a bell

weather for broader industrial stocks in the S&P as evidenced by how tightly correlated both

indexes performed.

nd
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FOCUS A&D DEFENSE INDEX

H2 2025 Stock Performance

Source: S&P CapIQ, Defense & Aerospace Competitive Intelligence Services

(DACIS) and FOCUS research



FOCUS A&D SPACE AND SATELLITE INDEX

This index is comprised of nine companies that are forging the

latest frontier in space. They are public and are involved with

NASA, Space Force, and the Intelligence community to drive

the U.S. mission to dominate space. Included are companies

that design and build satellites, ground and mission systems,

manned and unmanned space vehicles and space-based

weapons.

The Trends

The EV/EBITDA median ratio for the public Space & Satellite companies rose to 21.4x by the end of

H2. This sector has the most volatility of all of our indexes, with half of the companies EBITDA

multiple is greater than 20x.

The intersection of Physical AI and space-based weapons is expanding rapidly as the DOW is

pushing to win the race to globally dominate in this sector. Space-based weapons along with the

need to use Space-based data to drive weapons powered by Physical AI are expanding at a rapid

pace.

The stock performance in the A&D Space & Satellite sector rose to an astronomical rate of 92.0%

in H22025, which eclipsed the S&P 500 in 2025, which grew by 10.4% over the same period.

Investors have placed big bets in 2025 on the value of companies involved in space, viewed as

strategic assets to the DOW and NASA.
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FOCUS A&D SPACE AND SATELLITE INDEX

H2 2025 Stock Performance

Source: S&P CapIQ, Defense & Aerospace Competitive Intelligence Services

(DACIS) and FOCUS research
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NEWS & INSIGHTS

What’s Happening

Government contracting in the aerospace and defense sectors is currently experiencing significant shifts driven by global geopolitical tensions and

advancements in technology. 

CTSi is a premier defense

technology firm dedicated to

solving mission-critical

challenges for national defense

customers. Falfurrias 

Click here to read now

FOCUS Advises Coherent

Technical Services, Inc. on

Acquisition by Falfurrias Capital

Partners

Click here to read now

How to Value A Business

The government aerospace and

defense (A&D) market is among

the world’s most complex and

strategically significant sectors.

Click here to read now

Go Big or Get Bought: Surviving

the GovCon Hunger Games

Of the deals that fail to meet the

objectives of the buyer up to 70%

can be attributed to the lack of

pre-closing planning to address a

smooth transition and integration

post-closing.

Click here to read now

Closing Is Just the Beginning:

Key Steps to Post-M&A Success

Government contractors sit in one

of the strangest corners of the

business world. On paper, they

have the best customer imaginable

—the United States Government,

the single largest buyer on the

planet.

https://focusbankers.com/closing-is-just-the-beginning-key-steps-to-post-ma-success/
https://focusbankers.com/how-to-value-business/
http://focusbankers.com/go-big-or-get-bought-surviving-the-govcon-hunger-games/
https://focusbankers.com/focus-investment-banking-advises-coherent-technical-services-inc-on-acquisition-by-falfurrias-capital-partners/
https://focusbankers.com/how-to-value-business/
https://focusbankers.com/go-big-or-get-bought-surviving-the-govcon-hunger-games/
https://focusbankers.com/closing-is-just-the-beginning-key-steps-to-post-ma-success/
https://focusbankers.com/focus-investment-banking-advises-coherent-technical-services-inc-on-acquisition-by-falfurrias-capital-partners/
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DEALS

Recent Transactions



barry.calogero@focusbankers.com

Managing Director

Barry Calogero

doug.rodgers@focusbankers.com

Chairman Emeritus

Doug Rodgers

brent.costello@focusbankers.com

Senior Advisor

Brent Costello

jim.sowers@focusbankers.com

Senior Advisor

Jim Sowers

peter.Lewczykowski@focusbankers.com

Associate

Peter Lewczykowski

eric.oganesoff@focusbankers.com

Managing Director

Eric Oganesoff

Aerospace & Defense / 2025 Industry Report

mitch.prust@focusbankers.com

Senior Advisor

Mitch Prust

22

OUR TEAM

Who We Are



ABOUT FOCUS BANKERS

FOCUS Investment Banking is a trusted

name in M&A advisory services with a

nationwide footprint and a global reach

With more than four decades of experience, FOCUS Investment

Banking is a trusted name in M&A advisory services worldwide. FOCUS

works to understand each client’s strategic and financial objectives,

craft the best plan to achieve these goals, and deliver success.

Whether helping to sell, buy, or raise capital, FOCUS strives to

maximize the value of every transaction to the benefit of its clients.

FOCUS bankers are seasoned operating and financial executives with

extensive transaction experience.
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TRANSACTIONS: VALUES UNDISCLOSED CONTINUED
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