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The aerospace and defense 
(“A&D”) industry is generally 
regarded as a mature industry 
and its contribution to overall 
M&A activity is relatively small; 

yet, it captures a broad array of both domestic 
and international economic activity and 
expectations. For this reason, we’ve chosen to 
highlight the A&D industry in this edition.

DEFENSE
The overlap of aerospace and defense in the 
context of governments as customers provides a 
good starting point for our discussion, specifically 
as it relates to the industry’s reliance on U.S. 
defense spending.

Welcome to RubinBrown’s M&A and 
Private Equity Update newsletter. In this 

edition, we are pleased to provide a brief recap 
of 2014 M&A activity along with a look forward, 
an overview of the Aerospace & Defense industry, 
and some thoughts on doing carve-out acquisitions 
and the issues involved. Additionally, we are very 
pleased to welcome Woodlawn Partners as our 
private equity Spotlight Firm. Today’s business 
owner has more capital options available to them 
than at virtually any other time in history. There 
continues to be an emergence of unique capital 
providers, and money remains cheap. As a business 
owner, you are really in the driver’s seat in terms 
of being able to select the absolute best partner 
to acquire your business or invest alongside you. 
One of the unique types of capital providers that 
are becoming more prevalent today is the fundless 
sponsor model. Woodlawn Partners is a very active 
fundless sponsor. We are excited to bring you 
an interview with them to highlight the unique 
attributes of their model and why, as a business 
owner, a fundless sponsor may be an appropriate 
partner.

Before we look forward, let’s recap 2014. By 
most measures, 2014 was very active. Valuation 
multiples moderated just enough from 2013 levels 
to bring more buyers and sellers to the closing 
table. According to PitchBook, valuation to EBITDA 
multiples dropped to a median of 7.33x in Q4 2014 
versus 8.47x in Q1 2013. Significant capital remains 
available from both strategics and private equity. 
2014 also saw an increase in sellers, in part because 
business owners who were on-the-fence heard 
about the high multiples from 2013. 

There is no doubt that M&A activity is also being 
driven by a continued thirst for growth from strategics. 
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An Interview with Greg Bregstone & Evan Gobdel

Within the M&A industry, there 
appears to be the emergence of 
more “fundless sponsors” joining 
the ranks of funded private equity 
acquirers. Fundless sponsors 

continue to be somewhat of a mystery in today’s 
world of M&A. Joining us as our Private Equity 
Spotlight firm, we would like to welcome Mr. 
Greg Bregstone and Mr. Evan Gobdel. Greg and 
Evan are the founders of Woodlawn Partners, a 
fundless sponsor based in Chicago. Thanks for 
joining us as the Spotlight Firm and thank you for 
being a valued client of RubinBrown. 

(cont on p4)
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Prior to the U.S. government’s automatic spending 
cuts or “sequestration”, which became effective in 
2013 but whose impact only really began to be felt 
in 2014, U.S. defense spending had been very strong 
– with average annual growth of 9.3% between the 
U.S. government’s 2001 and 2010 fiscal years.1 Since 
sequestration, the U.S. defense budget, which peaked 
during the 2010 fiscal year, at $690.2 billion, has 
decreased by 16.7%, to $575.0 billion.2

S&P Capital IQ believes that “the U.S. defense budget 
is in the midst of a decline that will carry it down 30% 
to 50% in real (inflation-adjusted) terms over the next 
15 to 20 years. [It sees] three factors likely to result in 
slowing budget growth: the end of the wars in the 
Middle East, with a [near-term drawdown of troops] 
in Afghanistan…; burgeoning budget deficits due to 
decreasing tax revenues and increases in government 
spending; and continued growth in the mandatory 
or ‘entitlements’ budget.”3 However, with the 
emergence of terrorist groups like ISIS throughout the 
world, there are indications that U.S. defense spending 
may not decline as significantly as initially expected.

Since U.S. defense spending exceeds that of the next 
8 countries combined, any increases in foreign military 
spending are unlikely to provide growth opportunities 
for the majority of companies that provide defense-
related products or services. Thus, in order to stabilize 
and grow revenues, defense-oriented companies 
are likely to seek commercial applications for their 
technologies;4 however, it is unclear whether such 
efforts can more than offset expected declines in 
global defense spending.

AEROSPACE
Consequently, it appears that any near-term growth in 
the A&D industry is almost certain to be derived from 
growth in non-defense aerospace. In fact, S&P Capital 

IQ notes two dynamics which will propel aerospace 
forward: continued robust demand from emerging 
markets; and the replacement of aging and less fuel-
efficient planes in developed markets.

Boeing and Airbus, which are by far the largest 
airplane manufacturers in the world and effectively 
hold a duopoly over the large commercial jet market, 
set new order and delivery records in the first half 
of 2014, and reported even greater numbers in the 
second half of 2014.5 These positive trends reflect 
strong demand for passenger aircraft throughout the 
world, due to the aforementioned factors, and have 
pushed each company to increase their production 
of certain models. Additionally, other airplane 
manufacturers such as Bombardier, have attempted 
to enter into the large commercial jet market with 
mixed success to date.6

In addition to the growth of civilian air travel in 
emerging markets and the replacement of aged 
fleets in developed markets, the recent decline in oil 
prices is expected to provide strong tailwinds for the 
aerospace industry. As airlines benefit from sustained 
lower fuel costs, they are more likely to accelerate their 
investments, coincidentally, in more fuel-efficient planes.

NEAR-TERM OUTLOOK
In summary, a growth in spending on defense 
products and services is far from certain and, in fact, 
would appear unlikely; a more probable outlook for 
defense spending is a decline over the near term. 
Conversely, spending on aerospace products and 
services – specifically, those related to civilian air travel 
– is expected to grow for the foreseeable future. In 
fact, both S&P Capital IQ and Boeing expect global 
annual growth in both airline passenger traffic and 
cargo traffic to exceed global GDP growth for quite 
some time.7
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1 Industry Surveys: Aerospace & Defense. S&P Capital IQ. November 2014. p. 6 
and 21.

2 Industry Surveys: Aerospace & Defense. S&P Capital IQ. November 2014. p. 6.

3 Industry Surveys: Aerospace & Defense. S&P Capital IQ. November 2014. p. 21.

4 Aerospace & defense: 2013 year in review and 2014 forecast. PwC. 2014. p. 15.

5 Industry Surveys: Aerospace & Defense. S&P Capital IQ. November 2014. p. 1 
and 2.

6 Industry Surveys: Aerospace & Defense. S&P Capital IQ. November 2014. p. 11, 
12, and 13.

7 Industry Surveys: Aerospace & Defense. S&P Capital IQ. November 2014. p. 19 
and 20. Current Market Outlook: 2014-2033. Boeing. 2014. p. 2 and 3.
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Carve-out transactions present both compelling 
opportunities and unique challenges, relative to 
traditional M&A strategies. For sellers, the divestiture of 
non-core operations can provide a number of benefits 
including the opportunity to redeploy capital to 
more strategic and/or higher growth areas or to their 
shareholders. Meanwhile, for buyers, with the proper 
focus, divested operations can achieve financial 
performance that would not have been realized 
under prior ownership as a result of underinvestment in 
both money and attention. Further, such divestments 
can often be acquired at terms more favorable than 
those for a similar standalone entity.

However, with these benefits come additional 
challenges. For starters, there is often significant 
overlap between the assets and operations of 
the parent company and those of the carve-out. 
In addition to corporate departments providing 
certain functions for the carve-out, other assets such 
as employees, fixed assets, IT and ERP/accounting 
systems, IP, customers, vendors, and usually some 
combination thereof, are often utilized by both the 
parent company and the carve-out. Because of this 
overlap, it is often difficult to obtain a clear picture 
of the carve-out’s standalone financial performance 
(independent of the seller’s other operations). And, 
without a clear picture, it is difficult for both the buyer 
and seller to negotiate key terms.

To obtain a true financial picture of the carve-out, a 
detailed analysis must be performed on the carve-out 
to reflect its performance “as if” it were operated on 
a stand-alone basis. Special consideration must be 
given to allocated costs and services. A buyer must be 
acutely aware of those services for which the carve-
out relies entirely on corporate, the list of which often 
includes areas such as legal, HR, and IT, as well as 
accounting and senior members of management. To 
this end, a clear understanding must be had by both 
parties with regards to which services will be needed 
from the seller for transition. A carefully crafted 
transition services agreement is absolutely vital, and 
often these agreements are too light on details.

In our experience, successful carve-out transactions 
have a number of commonalities including:

• Materially reliable financial information which 
represents the true stand-alone performance 
of the carve-out;

• A trustworthy buyer, since most carve-
out acquirers are strategics that are often 
competitive with or represent a customer or 
supplier of the seller;

• A reliable seller that gives earnest attention 
to the transition of relationships, personnel, 
and other critical business functions, and is 
proactive in crafting the transition services 
agreement; and

• Ultimately, a shared desire between the parties 
to work with – instead of against – one another 
when transition issues come about.

Even with these guiding principles, however, 
transactions can fail to realize their value proposition. 
Most commonly, this failure is the result of a buyer’s 
inadequate preparation. Specifically, buyers can 
develop a sense of complacency towards integration 
knowing that a transition services agreement – in 
which (most commonly) a seller continues to provide 
certain services to support the carve-out post-
acquisition – provides a “business as usual” look and 
feel to the carve-out’s operations on Day 1. As days 
turn to weeks, however, if a buyer has not developed 
and adhered to an integration timeline, it stands to 
lose significant value as the TSA expires and it rushes to 
either integrate the carve-out’s operations into its own 
or create a separate entity entirely.

To that end, we recommend that buyers begin 
integration activities – not just planning for, but 
actual walkthroughs and implementations of new or 
additional processes – prior to closing. This provides for 
positive inertia as the excitement of the deal process 
subsides and the real work to achieve the stated 
value proposition begins. 

CHALLENGES WITH CARVE-OUTS 

(cont on p4)
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After all, it’s rare that the purchase price is the primary 
determinant of an acquisition’s success; rather, it’s 
the achievement of pre-acquisition milestones in the 
months and years post-acquisition that ultimately 
matter.

From a financial due diligence perspective, 
challenges often come in the form of verifiable 
financial records. Buyers often need to see the 
full financial profile of a seller to understand 
the completeness and accuracy of the carve-
out’s financial records. Meanwhile, sellers are 
understandably hesitant to provide the financial 
information of their retained operations because, as 
stated earlier, the most common buyer of a carve-out 
is a strategic, which often stands to benefit from any of 
the financial information it can glean from the seller.

In order to get comfortable with a carve-out’s 
financial records, at a minimum a buyer needs to see 
separate general ledger accounts which are specific 

to the carve-out. Further, corporate allocations should 
be supportable and based on a methodology that 
is logical based on the carve-out’s size relative to 
its parent company. Working capital can be an 
additional challenge in a carve-out acquisition. The 
carve-out likely relied significantly on the parent 
company for working capital management and 
support. As a stand-alone entity, care should be 
given to ensure that normalized working capital is well 
understood to ensure the carve-out is not delivered to 
the buyer with insufficient working capital.

Ultimately, aside from the obvious differences relative 
to traditional transactions, the collective effort to 
present the carve-out entity “as if” it operated as 
an independent company is the most significant 
challenge of doing a carve-out acquisition. Taken 
collectively, with proper due diligence, planning, 
and effort, the financial opportunities associated with 
carve-outs are compelling and usually worth a first 
glance.  

CHALLENGES WITH CARVE-OUTS (cont from p3)

WELCOME (cont from p1)

Organic growth has become more challenging and 
many companies are turning to acquisitions to fund 
their growth. The market seems to be rewarding 
companies that are engaged in intelligent M&A, with 
increases in share price for both buyers and sellers. 

Looking forward to 2015, we believe that M&A 
activity will remain elevated, especially in the middle 
market. The macro factors driving M&A, such as 
the availability of cash and cheap debt, have not 
subsided. Additionally, there is increasing pressure for 
private equity firms and strategics to use M&A to drive 
shareholder/investor return. We do believe EBITDA 
multiples will stay flat or trend slightly downward as 

compared to 2014. Some of the factors driving our 
theory are the fact that there are more and more 
companies coming to market as well as our sense that 
lending is ever-so-slightly getting tighter. That being 
said, we continue to believe that it is a tremendous 
time to be a seller. We believe buyers will continue to 
face the challenge of finding the illusive proprietary 
deal for a reasonable multiple. 

We hope you enjoy this issue of the RubinBrown M&A 
and Private Equity Update newsletter. As always, we 
welcome your feedback. Our contact information is 
at the back of this newsletter.  
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(Jeff Sackman, RubinBrown) If you could start by 
telling us about Woodlawn Partners and what is your 
investment strategy?

(Greg Bregstone & Evan Gobdel, Woodlawn Partners) 
Woodlawn is a private equity firm that is singularly 
focused on growing businesses rather than profiting 
through financial transactions. We behave like 
entrepreneurs rather than investment managers. Those 
may sound like subtle distinctions, but they capture 
the critical philosophical differences that drove us to 
leave the traditional private equity industry five years 
ago and start our own firm. 

In our experience, most small businesses need 
active management support for stability through an 
ownership change and to drive self-sustaining growth. 
They are not best served by passive investors that 
want to sell them again within a five-year time horizon. 
Managing these delicate transitions requires a long-
term view and a thoughtful approach to make sure 
that the entrepreneurial spirit is not diluted by a push 
for text book “professionalization.” 

Our strategy is therefore very simple. We invest as 
much time, money, and strategic resources as it takes 
to build the best businesses that we can over a time 
period that is appropriate for the business, not for us. 
It’s a strategy that sounds almost quaint in the private 
equity community, but we think it’s just common 
sense. 

(Sackman) Woodlawn Partners is structured as a 
fundless sponsor. In our experience with the industry, 
it appears that the fundless model is becoming more 
prevalent. Please tell us more about your structure and 
why a fundless sponsor can be an attractive acquirer 
for a business.

(Bregstone & Gobdel) We agree that the fundless 
sponsor model is becoming more prevalent. There are 
good and bad reasons for that. Most of those reasons 
stem from the fragmentation of the traditional private 
equity market, particularly on the smaller end. The bad 
side is that there are many new groups creating noise 
in the market by trying to emulate the established fund 
model. Without scale or a unique value proposition, it’s 
hard to see a viable path. 

We like to think that we represent some of the good 
reasons for this model’s success. New, entrepreneurial 
structures are created that better respond to what the 
market wants rather than what the stewards of capital 
are accustomed to.

Consistent with our singular focus on the businesses, 
we think that the greatest benefit of being fundless 
is the lack of conflict. We’re not torn between 
generating short-term returns for investors and making 
true long-term decisions with the businesses. We 
therefore only accept capital from investors that we 
know and who share our long-term focus. We think this 
gives us the best of both worlds. 

(Sackman) Is there a good supply of quality 
companies looking to sell?

(Bregstone & Gobdel) Absolutely. This is another 
key motivator for us. We know there are more great 
businesses out there than we’ll ever get to meet. 
Further, our definition of “quality” is a little deeper than 
most. To us, “quality” means long-term potential and 
great fundamentals. We are not looking for something 
that’s so well-oiled that it runs itself. As I think most 
business owners would agree, there’s no such thing 
as a hands-off, stress-free, riskless business. We look for 
opportunities where our efforts can help businesses 
reach their full potential without taking on undue risk 
of dramatic reinvention. 

(cont on p6)

SPOTLIGHT: WOODLAWN PARTNERS (cont from p1)
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SPOTLIGHT: WOODLAWN PARTNERS (cont from p5)

(Sackman) What mistakes do you consistently see 
business owners making when selling their business? 
And, what are a few tips you can provide to help 
business owners prepare for sale. 

(Bregstone & Gobdel) I wish I had greater insight on 
this, but I can only speculate from the other side of the 
fence. The first tip would be to hire a good broker or 
investment banker. Ask around for referrals, scour the 
internet, and interview three to five. Good advisors will 
more than pay for themselves, and the stress reduction 
will be priceless gravy on top. Relying only on a lawyer 
or accountant to act as the investment banker, no 
offense, can be counterproductive. Lawyers and 
accountants play valuable roles on a seller’s deal 
team, we just would recommend hiring a professional 
investment banker to lead the process.

The other encouragement I would offer is to treat 
a sale process as a mutual courtship rather than a 
poker game. Personal relationships are critical in 
small business. Take the time to really get to know 
the suitors. If your business was built over decades, 
it doesn’t need to be sold in months. Be open with 
them about what the business needs and what you 
want to achieve through a transaction. Feel free to 
think creatively rather than accepting pre-packaged 
structures. That’s the only way I know to maximize the 
success of finding the right partner for the long-term. 

(Sackman) The press coverage of multiples over the 
past year has indicated they are at historic highs. Are 
you seeing this trend in the size of businesses you are 
targeting? 

(Bregstone & Gobdel) We are seeing EBITDA multiples, 
the most commonly used valuation metric, expand. 
It’s hard to gather hard facts in private transactions, 
but we see a few factors at play:

• Demand: Given the low perceived returns in 
the public markets, larger private equity, and 
hedge funds, there is a lot of capital creeping 
into smaller markets. This pushes prices up. 

• Supply: Supply is essentially unaffected, 
but friction has been reduced in small 
business sales. Large investment banks have 
fragmented and spawned many advisors 
focused on smaller businesses. Online networks 
have made business listings and match making 
far more efficient.

• Leverage: Banks and other lenders seem to be 
as loose as they were a decade ago, and this 
increases buyers’ ability to pay.

The net result is that businesses that are most attractive 
to passive buyers gather eyebrow-raising multiples. 
The fine print is that the rest of the market has not 
been nearly as affected. We, and many we know, 
are paying the same multiples as we did five years 
ago. We may have to work a little harder to do so, but 
that’s part of our model too.

(Sackman) How would you answer the following 
question from a seller: “Will I be able to retain an 
important role in my company after it’s sold?”

(Bregstone & Gobdel) The answer would be an 
enthusiastic “yes.” We think it’s crazy to elbow out a 
founder who typically carries so much of the unique 
knowledge and spirit of an organization. 

Stopping there is not sufficient though. The follow up 
question would be: “what role is best for the company 
and for the next stage of your personal life?” We are 
typically working with owners who either want to 
transition to retirement or who need help harnessing 
growth. In both cases, the need is to help build an 

(cont on p7)
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organization that is not limited by an individual’s 
constraints. Taking the distraction and weight of the 
world off of an owner and allowing him or her to focus 
on where he or she is best is a fantastic solution. Failing 
to plan for long-term succession, not communicating 
a clear plan to the team, and not adequately filling 
voids left by changes, however, is wishful thinking at 
best and irresponsible at worst. The whole package 
needs to be openly discussed from the beginning. 

(Sackman) Tell us what makes Woodlawn different 
than other firms targeting similar businesses. 

(Bregstone & Gobdel) We may have beaten this horse 
too many times already, but it all goes back to that 
singular focus on building exceptional businesses. We 

think we bring a best-of-both-worlds combination. We 
amplify and focus the entrepreneurial magic while 
bringing capital and access to resources that would 
not be available alone. By not being beholden to 
investors, we avoid all the conflicts, short-termism, 
and silver bullet chasing that has given our industry 
such a bad reputation. We don’t pretend that it’s 
revolutionary, but we continue to be told that it’s an 
all-too-unique approach in its sincerity and common 
sense. 

Greg and Evan, on behalf of RubinBrown and all of 
our team members, thank you for participating as the 
Private Equity Spotlight firm, and for being a valued 
RubinBrown client.  

SPOTLIGHT: WOODLAWN PARTNERS (cont from p6)

M&A ACTIVITY
As a result of the somewhat mixed growth signals 
within the A&D industry, it is expected that there 
may be some bifurcation in its M&A activity: industry 
observers expect decreases in defense spending to 
trigger consolidation of defense-oriented companies, 
while consolidation amongst pure aerospace 

companies is not expected to change significantly 
from current levels given their rosier outlook. 
Accordingly, we would expect defense-oriented 
companies to be involved in a greater share of A&D 
industry M&A activity over the near-term in order to 
enhance their bleak growth prospects.

Looking at the chart on the left, our hypothesis is 
somewhat supported by recent history, as the threat 
of sequestration may have affected deal volumes 
during 2012; deal volumes were greatest in this year 
relative to the rest of this look-back period. We believe 
it is not unreasonable to expect M&A activity in the 
A&D industry to increase, as companies prepare for 
the eventual full effects of sequestration, which are 
expected to be realized in 2016 barring offsetting 
legislation by Congress.8  

MARKET OVERVIEW (cont from p2)

8 Aerospace & defense: 2013 year in review and 2014 forecast. PwC. 2014. p. 11 
and 12.
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