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Jeffrey Roncka has extensive merger and acquisition (M&A) experience 
within the aerospace, defense, and government services markets, incl
positions in both the public and private sectors. He began his work in this area 
in the early 1990s when he wrote his master’s thesis on consolidation in the 
US defense market and its impact on competition. Mr. Roncka followed this 
effort by joining the Office of the Secretary of Defense and working in the 
Industrial Affairs office from 1995 to 2000 where he performed antitrust and 
foreign direct investment reviews of defense transactions as a senior financial 

analyst. For the past decade, Mr. Roncka continued to build his knowledge base by working in the 
private sector, first in an investment banking capacity at Global Technology Partners, LLC and for 
the past seven years at Charles River Associates.  
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Jeff has participated in over fifty aerospace and defense transaction processes, representing a 
diverse range of US and international clients, over the past decade. While at CRA, he has worked 
on deals ranging in size from less than $5 million in enterprise value to over $4 billion. Mr. Roncka 
and the CRA team support clients by providing M&A targeting, growth / acquisition planning, market 
and revenue forecasting, competitive intelligence, valuation, and deal structuring advice, particularly 
with respect to investments in cleared US companies by non-US entities. 

 

   

 What current or emerging trends do you see with respect to transaction activity in the 
defense industry? 

Over the past twelve to eighteen months, global defense firms have focused on reassessing their 
views of the evolving business environment, and much of today’s M&A activity flows from the 
strategic decisions generated by this process. For example, major US defense primes have 
demonstrated a new willingness to reshape their portfolios through the divestiture of sizable 
operations. The Northrop-TASC, GD-Spectrum Astro and recent Lockheed Martin announcements 
are examples of this. Meanwhile, activity by private equity and financial sponsors has increased 
significantly as small- to mid-sized firms are deciding that now is the optimum time to transition to a 
new ownership structure and growth strategy. Finally, the average deal size appears to be 
increasing as well, evidenced by the recent purchases of DynCorp, Vought, and TASC.  

 

 

 



 

  

  

Lockheed Martin recently announced they plan to divest two major business areas. What 
larger significance does this move suggest for the defense industry? 

Before you can answer that question, you need to understand Lockheed Martin’s specific rationale 
for these decisions. The planned sale of their Enterprise Integration Group suggests that concerns 
about mitigating organizational conflicts of interest (OCIs) are real, or at least real enough to 
convince Lockheed Martin that they will get greater value from this operation by selling it to 
someone who is not facing potential OCI-driven impediments to growth. In this respect, Northrop’s 
decision to sell TASC was not an outlier or exception, but rather the first reaction to new DoD 
policies regarding OCI. I predict that you will see at least one more OCI-driven divestiture within the 
next few months. With regard to Lockheed Martin’s decision to divest the PAE contingency support 
business, one should not interpret this as an indication that the addressable market is not attractive. 
Ultimately, as some wondered at the time of Lockheed Martin’s purchase of PAE, the business 
model required to scale this type of business turned out to be evolving in a different way than 
Lockheed Martin was comfortable with. Specifically, while other defense services businesses saw 
customers bundle information technology requirements with facilities management / logistics 
requirements, customers in the contingency support area are seeking to add more security 
operations, project management, and construction requirements. Hence, Lockheed Martin felt that 
its core services business model was incompatible with the long term growth requirements of PAE. 
 
So, to answer the question, what does this mean for industry more broadly? This move—along with 
General Dynamic’s divestiture of Spectrum Astro earlier this year—suggests that firms that bought 
properties to launch new lines of business should not be afraid to exit them if it subsequently turns 
out that these purchases don’t fit their strategy going forward. I believe these deals suggest that we 
will see increased “portfolio pruning” over the next year or two.  

 
In the current industry environment, how should M&A fit within defense firms’ overall 
strategies? 

Given the overall flattening in US and Western European defense budgets over the near term, 
companies will have a hard time finding new sources of organic growth, and competition in the most 
attractive areas (e.g., cybersecurity, unmanned systems, intelligence processing) is increasing. As a 
result, M&A is one of the leading ways a firm can gain immediate access to the desired markets and 
customers and establish a credible competitive position. Also, as management and stakeholders 
shift their focus from top line growth (i.e., revenue) to bottom line growth (i.e., profitability) we will 
likely see more divestitures of healthy but lower margin or more capital intensive operations.  

 
What are some of the key challenges facing buyers and sellers of defense firms? 

Two of the biggest issues remain the valuation gap between buyers and sellers and the ability to 
demonstrate credible, long-term growth during a sale process. In terms of the valuation gap, many 
sellers are performing well, and their cash flows will remain healthy for the next couple of years 
even though their order books may be lightening a bit. Hence, they continue to seek high purchase 
price multiples at a time when buyers are becoming increasingly uncertain about how to sustain top 
line growth over the next five to seven years. Recent transaction pricing patterns suggest that this 
gap is beginning to close a bit, but as several current auctions illustrate, these differences are 
resulting in longer sales processes and more difficult negotiations between buyers and sellers.  
 
Buyers, on the other hand, must figure out how to value the greater uncertainty in the market 
created by program restructuring, acquisition reform (e.g., OCIs, government in-sourcing) and the 
challenge of accessing non-US growth markets. These issues are making it difficult to value 
opportunities and may force buyers to adjust how risk averse they are, relative to recent history. As 



 

  

  

businesses become more global and diverse, integrating the operational, political, business, and 
value aspects of an acquisition target becomes much more difficult. 

 
What advice would you offer to participants about the M&A process? 

M&A needs to be thought of as a core component of a company’s strategic planning process rather 
than a part-time mission or a strictly functional area. Management needs to develop and resource 
the M&A role commensurate with its strategic value to the future of the company. Also, it is critically 
important to have a dedicated process for building a pipeline of targets and organizing the execution 
of a transaction. Finally, companies need to be pragmatic. Successful firms are strategically rigid but 
tactically flexible in their pursuit of transactions. Don’t allow yourself to be constrained by the exact 
shape or form of a deal (e.g., proactively targeting firms vs. joining an auction process); focus on 
ensuring that it satisfies a consistent set of underlying strategic objectives. 
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do not purport to reflect or represent the views of Charles River Associates or any of the organizations with which the authors are 
affiliated. The authors and Charles River Associates accept no duty of care or liability of any kind whatsoever to any party, and no 
responsibility for damages, if any, suffered by any party as a result of decisions made, or not made, or actions taken, or not taken,
based on this paper. If you have questions or require further information regarding this issue of Meet the expert, please contact 
the contributor or editor at Charles River Associates. This material may be considered advertising. Detailed information about 
Charles River Associates, a registered trade name of CRA International, Inc., is available at http://www.crai.com. 

  

 
Copyright 2010 Charles River Associates 

 

mailto:jroncka@crai.com
http://www.crai.com/aerospace

	Jeffrey Roncka
	What current or emerging trends do you see with respect to transaction activity in the defense industry?
	Lockheed Martin recently announced they plan to divest two major business areas. What larger significance does this move suggest for the defense industry?
	In the current industry environment, how should M&A fit within defense firms’ overall strategies?
	What are some of the key challenges facing buyers and sellers of defense firms?
	What advice would you offer to participants about the M&A process?


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


