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DISCLAIMER

1

The views expressed in this presentation (the “Presentation”) represent the opinions of Marcato Capital Management LP and/or certain affiliates (“Marcato”) and the

investment funds it manages that hold shares in AAR Corporation (the “Company”). This Presentation is for informational purposes only, and it does not have regard to the

specific investment objective, financial situation, suitability or particular need of any specific person who may receive the Presentation, and should not be taken as

advice on the merits of any investment decision. The views expressed in the Presentation represent the opinions of Marcato, and are based on publicly available

information and Marcato analyses. Certain financial information and data used in the Presentation have been derived or obtained from filings made with the Securities

and Exchange Commission (“SEC”) by the issuer or other companies that Marcato considers comparable. Marcato has not sought or obtained consent from any third

party to use any statements or information indicated in the Presentation as having been obtained or derived from a third party. Any such statements or information should

not be viewed as indicating the support of such third party for the views expressed in the Presentation. Information contained in the Presentation has not been

independently verified by Marcato, and Marcato disclaims any and all liability as to the completeness or accuracy of the information and for any omissions of material

facts. Marcato disclaims any obligation to correct, update or revise the Presentation or to otherwise provide any additional materials. Neither Marcato nor any of its

affiliates makes any representation or warranty, express or implied, as to the accuracy, fairness or completeness of the information contained herein and the recipient

agrees and acknowledges that it will not rely on any such information. Marcato recognizes that the Company may possess confidential information that could lead it to

disagree with Marcato’s views and/or conclusions.

Funds managed by Marcato currently beneficially own, and/or have an economic interest in, shares of the Company. These funds are in the business of trading—buying

and selling—securities. Marcato may buy or sell or otherwise change the form or substance of any of its investments in any manner permitted by law and expressly

disclaims any obligation to notify any recipient of the Presentation of any such changes. There may be developments in the future that cause funds managed by

Marcato to engage in transactions that change the beneficial and/or economic interest in the Company.

The Presentation may contain forward-looking statements which reflect Marcato’s views with respect to, among other things, future events and financial performance.

Forward-looking statements are subject to various risks and uncertainties and assumptions. There can be no assurance that any idea or assumption herein is, or will be

proven, correct. If one or more of the risks or uncertainties materialize, or if Marcato’s underlying assumptions prove to be incorrect, the actual results may vary materially

from outcomes indicated by these statements. Accordingly, forward-looking statements should not be regarded as a representation by Marcato that the future plans,

estimates or expectations contemplated will ever be achieved.

The securities or investment ideas listed are not presented in order to suggest or show profitability of any or all transactions. There should be no assumption that any

specific portfolio securities identified and described in the Presentation were or will be profitable. Under no circumstances is the Presentation to be used or considered as

an offer to sell or a solicitation of an offer to buy any security, nor does the Presentation constitute either an offer to sell or a solicitation of an offer to buy any interest in

funds managed by Marcato. Any such offer would only be made at the time a qualified offeree receives the Confidential Explanatory Memorandum of such fund. Any

investment in the Marcato Funds is speculative and involves substantial risk, including the risk of losing all or substantially all of such investment.

This document is the property of Marcato, is intended solely for the addressee and may not be published or distributed without the express written consent of Marcato.

This document is not intended for public use or distribution.
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I. Introduction
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Value-oriented strategy includes taking large ownership stakes in businesses we believe in

Long-term investment horizons typified by multi-year holding periods

Concentrated portfolio approach with few investments at any given time allows us to conduct 

extensive diligence and devote more energy to each investment

Significant experience investing across industries and working to unlock and increase value for 

shareholders, including:

INTRODUCTION TO MARCATO

Marcato Capital Management beneficially owns ~4.1% of AAR’s outstanding common shares 

3
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AAR CORP (“AAR”): GROWING AFTERMARKET SERVICE PROVIDER IN AEROSPACE INDUSTRY

Focused on aftermarket support and services within 

commercial aviation and defense markets

Long history of organic growth within core business 

(“Aviation Services”)

Additionally provides products and services, including 

airlift, that support movement of personnel and 

equipment (“Expeditionary Services”)

4

Ticker: “AIR”

Recent Stock Price: $34.51

Source: Company filings & MCM estimates.  Market data as of 5/12/2017.

Capitalization:

―Market Cap: ~$1.22bn

―Enterprise Value: ~$1.37bn
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EXECUTIVE SUMMARY

5

AAR possesses a strong core business and its prospects are bright with high visibility into earnings 

growth

AAR’s leverage is low and falling, suggesting the company has substantial balance sheet 

capacity

AAR trades at a significant discount to its intrinsic valuation, which we believe is unjustified given:

― Quality of core business

― Growth prospects

― Trading levels of relevant peers

― Relevant transactions

AAR can increase shareholder value by deploying capital effectively into organic growth and, 

in particular, share repurchases given the significant valuation dislocation

― Share repurchases near the current price generate greater returns with less risk than 

acquisitions

Timing is of the essence because share repurchases only create value when shares are 

purchased below intrinsic value and valuation disconnect can close rapidly

We urge the company to take advantage of this 
situation and repurchase a significant amount of shares
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II. Overview of AAR
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AVIATION SERVICES OVERVIEW

7

Aftermarket support and services provider to commercial and defense/gov’t markets

― Pro forma KC-10 roll-off and LGPBL contract, ~80% of revenue from commercial 

customers

~10% CAGR since 1970 through a variety of cycles and operating environments

2 main sub-segments: supply chain (~2/3 segment revenue) and MRO (maintenance, 

repair and overhaul)

Supply Chain

― Programs: provides service and support for aircraft under long term contracts

― Distribution: sales and marketing partner to extend OEM reach into aftermarket

― Parts Trading: buys/sells/exchanges/leases variety of airframe and engine parts

MRO

― Provides services including aircraft maintenance and modifications, component repair, 

landing gear repair and engineering services

― Largest MRO provider in Americas

Customers and suppliers run full aerospace value chain including cargo and passenger 

airlines, aircraft OEMs and suppliers, and government agencies
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OUTLOOK FOR AVIATION SERVICES IS VERY BRIGHT

8

Large recent long term contract wins provide significant visibility into revenue growth and 

a platform to further grow the business

Existing revenue is driven by repeat business and long term contracts

International expansion has just begun

Continued growth in air traffic, which historically has grown well in excess of GDP

Low oil prices encourage air travel and maintenance of existing fleet

Exposure to low cost carriers (LCC) 

Barriers to entry / competitive advantages

― Technical know how

― Distribution channels and customer relationships

― Data collection

― Insight into aircraft’s full supply chain
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Company/
Organization

Length
(Years) Notes

“Long 

term”

PBH contract for nose to 

tail inventory support 

(11/17/17)

NA Distributor of selected 

products and airline 

customers (10/11/16)

5 PBH  contract for 

component inventory 

management & repair; 

$25M / year (10/6/16)

Long term PBH contract for 17 

A320 and 4 A321 

(9/29/2016)

Long Term PBH contract for 19 737

(9/2/2017)

RECENT CONTRACT WINS VALIDATE STRENGTH OF AVIATION SERVICES

9

The influx of new contracts and programs illustrates the value of AAR’s 
services and provides visibility into growth of the company

Company/
Organization

Length
(Years) Notes

Multi PBH contract for ~100 

aircraft (4/11/17)

15 Landing gear supply 

chain management

~$60M / year (3/27/17)

5 Landing gear support 

for 49 shipsets of A320 

(3/20/2017)

NA Exclusive distributor for 

airline & defense 

markets (2/15/2017)

3-5 Landing gear services

on fleet of 400 

Bombardier CRJ 

(2/6/17)

NA PBH contract for 36 

A320, expanding to 100 

(1/9/2017)

Contracts announced post most recent quarter

Contracts announced during most recent quarter

Source: Company filings and press releases.
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IMPACT OF NEW CONTRACTS ONLY BEGINNING TO SHOW

10
Source: Company filings and transcripts. 

Contract revenue contribution lags announcement due to ramp period

Last Year Current Year

Q1 2016 Q2 2016 Q3 2016 Q1 2017 Q2 2017 Q3 2017

Reported Revenue (Aviation)

Commercial $227 $250 $241 $236 $253 $291

Defense $89 $110 $108 $99 $94 $91

Total $316 $360 $349 $335 $347 $383

Lake Charles Sales YoY Δ (Commercial) ($7) ($12) ($10)

KC10 Ramp YoY Δ (Defense) 3 (9) (18)

Revenue Ex KC 10 / Lake Charles Δ Adjusted

Commercial $220 $238 $231 $236 $253 $291

Defense 92 101 91 99 94 91

Total $312 $339 $322 $335 $347 $383

Growth Ex KC 10 / Lake Charles Δ

Commercial 7.2% 6.4% 25.9%

Defense 7.6% (7.0%) 0.7%

Consolidated 7.3% 2.4% 18.8%
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AVIATION SERVICES POISED FOR SIGNIFICANT GROWTH

11
Source: Company filings, and MCM estimates.

Aviation services is likely to grow profits at ~20% CAGR through fiscal 2019

Fiscal Year

2016 2017 2018 2019

Commerical Aviation Revenue $1,004

Assumed Lake Charles Impact (48)

Core Commerical Aviation Revenue $956 $1,102 $1,243 $1,342

Core Growth 15.3% 12.8% 8.0%

Stated Growth 9.8% 12.8% 8.0%

Defense Aviation Revenue $422 $368 $317 $358

LGPBL Contract - - (15) (60)

Assumed KC10 Revenue (148) (92) (15) -

Core Defense Aviation Revenue $273 $276 $287 $298

Core Growth 0.8% 4.0% 4.0%

Stated Growth (12.7%) (14.0%) 13.1%

Commerical Aviation Adj Gross Profit $158 $178 $205 $221

Defense Aviation Adj Gross Profit 72 62 58 67

Aviation Gross Profit $230 $240 $263 $288

Commerical Aviation Adj Gross Margin 15.7% 16.2% 16.5% 16.5%

Core Defense Aviation Adj Gross Margin 17.2% 16.8% 19.0% 19.0%

LGPBL Gross Margin - - 15.5% 16.5%

KC10 Gross Margin - - 8.0% 8.0%

Aviation Gross Margin 16.1% 16.3% 16.9% 16.9%

Aviation Services Gross Profit $230 $240 $263 $288 2017-2019

SG&A (146) (157) (156) (166) CAGR

Aviation Services EBIT $83 $83 $107 $122 21.5%

(+) D&A 26 30 34 34

Aviation Services EBITDA $110 $113 $141 $156 17.6%

Growth

EBIT (0.7%) 29.3% 14.1%

EBITDA 2.8% 24.8% 10.7%
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EXPEDITIONARY SERVICES OVERVIEW

12

Provides mobility services and products

― ~80% of revenue from defense customers

2 main sub-segments: airlift (~75% segment revenue) and 

mobility

Airlift

― Search and rescue, airdrop, personnel recovery and other 

services

― Acquired in 2010 acquisition of Aviation Worldwide Services

― Significant decline in revenue and profits due to decreased 

Middle East activity

― Pivoting to other gov’t work (INL and Falkland Islands 

contracts)

Mobility

― Shelter systems, containers, expeditionary systems and pallet 

systems

― Significant decline in revenue and profits due to decreased 

Middle East activity and reduced defense spending

Source: Company filings, and Brookings Institution.
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EXPEDITIONARY SERVICES APPEARS TO HAVE STABILIZED

13

While visibility into airlift and mobility is limited in 

comparison to Aviation Services, we believe there 

are opportunities for growth and these businesses 

have likely bottomed

Airlift

― AAR actively bidding on new contracts 

 Africa Transcom contract awarded to Berry

 Falkland Island Contract

― Distress amongst airlift providers exposed to oil and 

gas

 CHC Group and Erickson have declared 

bankruptcy

― Gov’t looking to outsource services

Mobility

― Budget appears poised to grow after years of 

decline

― Aging of current containers and pallets in service

Additionally, the segment’s cost structure has been 

rightsized recently

RECENT EXPEDITIONARY SERVICES FINANCIALS

Fiscal Year Financials Reclassified Financials

2013 2014 2015 2016 3Q FY 2016 3Q FY 2017

Sales by Product / Service

Expeditionary Airlift Services $329 $173 $173

Mobility Products 149 105 64

Total $478 $278 $238 NA NA

Growth

Expeditionary Airlift Services (47.3%) 0.1%

Mobility Products (29.6%) (38.8%)

Total (41.8%) (14.6%)

Sales by Customer

Commercial $11 $12 $19 $17 $29 $43

Defense 550 466 259 221 177 169

Total $561 $478 $278 $238 $206 $211

Growth

Commercial 8.3% 60.7% (12.2%) 46.7%

Defense (15.3%) (44.4%) (14.8%) (4.6%)

Total (14.8%) (41.8%) (14.6%) 2.7%

Gross Profit by Customer

Commercial - $1 $2 ($0) $1 $6

Defense 114 115 23 7 5 15

Total $114 $116 $24 $7 $6 $21

Gross Margin by Customer

Commercial - 8.5% 8.0% (0.6%) 3.4% 14.5%

Defense 20.8% 24.8% 8.8% 3.3% 2.6% 9.0%

Total 20.4% 24.4% 8.8% 3.0% 2.7% 10.1%

Stabilized revenue

Improved Profitability

Source: Company filings.

1. Company restated expeditionary financials beginning FY2017 as company decided to retain composite manufacturing operation.

(1)
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INL CONTRACT LIKELY TO TRANSFORM EXPEDITIONARY SERVICES SEGMENT 

14

In spite of delays to the commencement of the 

contract, INL contract is likely to more than double 

expeditionary services revenue in near to medium 

term

Contract generated ~$310M in revenue in 2016

Incumbent Dyncorp is a bad actor

― Office of Inspector general report dated July 2015 

suggests history of poor contract performance

― Dyncorp incentivized to and can use legal 

loopholes to extend contract

― Dyncorp’s bid on new contract deemed “outside 

of competitive range”

At all points AAR has been cleared of accusations 

put forth by Dyncorp

Estimated margin of ~10% for incremental EBIT of 

~$30M

Final decision from US Court of Federal Claims 

expected on or before 8/9/2017

Source: Company filings, and government reports.  
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EXPEDITIONARY SERVICES POISED FOR SIGNIFICANT GROWTH

15

Assume INL contract online ~1

year after final decision

INL contract allows SG&A leverage

10% incremental margin implies above

average gross margin

Source: MCM estimates.

Note: 2016 financials not shown due to lack of comparability from retention of composite manufacturing business. 

Assume no material rebound

in commercial/defense operations

Fiscal Year Projections

2017 2018 2019

Reported Revenue

Commercial Expeditionary $56 $61 $61

Defense Expeditionary 220 224 228

INL Contract - - 275

Total Expeditionary Revenue $275 $285 $565

Growth

Commercial Expeditionary 10.0% -

Defense Expeditionary 2.0% 2.0%

INL Contract NA

Total Expeditionary Growth 3.6% 98.0%

Adjusted Gross Profit

Commercial Expeditionary $8 $9 $9

Defense Expeditionary 19 20 21

INL Contract - - 44

Total Expeditionary Gross Profit $27 $29 $73

Reported Adjusted Gross Margin

Commercial Expeditionary 14.4% 14.0% 14.0%

Defense Expeditionary 8.7% 9.0% 9.0%

INL Contract NA NA 16.0%

Expeditionary Gross Margin 9.8% 10.1% 13.0%

SG&A

Legacy SG&A ($30) ($31) ($32)

Incremental INL SG&A - - (17)

Total ($30) ($31) ($48)

Expeditionary EBIT ($3) ($3) $25

(+) D&A 24 24 24

Expeditionary EBITDA $21 $21 $49
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AAR IS SIGNIFICANTLY UNDERVALUED RELATIVE TO PUBLIC MARKET PEERS

16

AAR trades at a material discount to peers, particularly the relevant aftermarket companies, despite a 

stronger growth profile 

― It is clear that the market rewards those with less direct exposure to Boeing/Airbus and more exposure 

to the aftermarket, particularly at this part in OEM cycle

Source: Capital IQ for competitors, company filings and MCM estimates for AAR.  Market data as of 5/12/2017.

P/E EV / EBIT EV / EBITDA - Capex EV / EBITDA FCF Yield Net Debt / Growth Rates ('16 -'18)

2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 LTM EBITDA Revenue EBITDA

Minimal Prime Exposure / Significant Aftermarket Exposure

HEICO Corporation 35.9x 32.1x 23.1x 21.1x 21.1x 19.2x 19.0x 17.5x 3.6% 3.9% 1.1x 7.2% 8.1%

Singapore Technologies Engineering Ltd 21.7x 20.6x 21.2x 19.4x 25.4x 20.1x 15.0x 13.6x 5.9% 6.1% (0.3x) 6.2% 9.8%

Hong Kong Aircraft Engineering Company Limited 15.5x 14.3x 18.2x 16.1x 19.8x 16.3x 9.2x 8.4x NA NA 2.5x 1.1% 15.2%

TransDigm Group Incorporated 19.3x 17.1x 15.6x 14.5x 14.2x 13.3x 13.6x 12.8x 5.8% 6.0% 6.5x 9.5% 9.3%

CAE Inc. 20.7x 18.6x 15.6x 14.6x 13.0x 11.6x 10.2x 9.6x 6.7% 8.4% 1.6x 3.3% 6.1%

Median 20.7x 18.6x 18.2x 16.1x 19.8x 16.3x 13.6x 12.8x 5.8% 6.1% 1.6x 6.2% 9.3%

P/E EV / EBIT EV / EBITDA - Capex EV / EBITDA FCF Yield Net Debt / Growth Rates ('17 -'19)

FY 2018 FY 2019 FY 2018 FY 2019 FY 2018 FY 2019 FY 2018 FY 2019 FY 2018 FY 2019 LTM EBITDA Revenue EBITDA

AAR Corporation 18.2x 12.8x 13.2x 9.4x 11.3x 8.4x 8.5x 6.7x 8.4% 7.9% 1.3x 13.9% 23.8%

Some Prime Exposure / Some Aftermarket Exposure

Moog Inc. 18.3x 16.0x 13.9x 12.5x 13.0x 11.7x 9.8x 9.1x 5.0% 6.0% 2.0x 1.5% 3.6%

Woodward, Inc. 21.6x 17.6x 16.8x 14.3x 13.1x 11.6x 13.1x 11.6x 4.8% 5.9% 1.9x 5.1% 10.7%

Wesco Aircraft Holdings, Inc. 9.6x 8.4x 11.4x 9.5x 10.2x 9.5x 9.4x 8.9x 7.9% 14.7% 4.9x 3.5% (4.4%)

Rockwell Collins, Inc. 16.4x 14.2x 18.5x 14.2x 16.1x 12.8x 13.9x 11.2x 8.6% 7.1% 3.8x NA NA

Astronics Corporation 16.4x 14.1x 12.6x 10.8x 12.0x 10.3x 9.7x 8.6x 8.3% 7.1% 1.3x 3.5% 9.4%

Meggitt PLC 13.3x 12.6x 12.5x 11.9x 12.1x 11.2x 10.0x 9.3x 3.1% 3.5% 2.8x 10.2% 10.7%

Esterline Technologies Corporation 18.3x 16.3x 13.9x 13.7x 11.6x 11.5x 9.7x 9.4x 6.7% 7.2% 1.7x 2.1% 11.8%

Median 16.4x 14.2x 13.9x 12.5x 12.1x 11.5x 9.8x 9.3x 6.7% 7.1% 2.0x 3.5% 10.0%

Significant Prime Exposure / Minimal Aftermarket Exposure

Hexcel Corporation 18.6x 16.2x 14.6x 12.9x 27.3x 15.4x 11.3x 10.1x 2.7% 4.8% 1.7x 1.8% 8.0%

Spirit AeroSystems Holdings, Inc. 11.2x 10.4x 8.0x 7.8x 8.5x 8.2x 6.4x 6.2x 7.4% 8.2% 0.5x 1.2% 5.6%

Triumph Group, Inc. 4.4x 4.7x 7.6x 6.8x 7.0x 5.9x 5.6x 5.1x 0.9% 8.2% 4.3x (6.5%) 16.5%

Senior plc 16.5x 14.5x 14.2x 12.3x 15.5x 12.6x 9.2x 8.2x 2.9% 4.1% 1.7x 12.0% 9.0%

Latécoère S.A. 16.9x 15.5x 12.6x 11.9x 9.1x 8.6x 9.1x 8.6x 5.4% NA 2.0x (1.9%) (11.2%)

Median 16.5x 14.5x 12.6x 11.9x 9.1x 8.6x 9.1x 8.2x 2.9% 6.5% 1.7x 1.2% 8.0%
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MARKET PARTICIPANTS HAVE VALIDATED AFTERMARKET VALUE

17

Other aerospace companies have publicly and recently affirmed the value they see in the aerospace 

aftermarket, including AAR’s primary business lines of MRO, programs and supply chain

Company Relevant Quote

“We see the services market…roughly a 7% to 9% market share of that growing, expanding market…We 

see that as primarily an organic growth strategy, but it will be complemented with inorganic growth, 

consistent with our broader strategy and approach…Going forward, that includes additional work on our 

proprietary parts business and selectively rebuilding some vertical capabilities…And then thirdly, I see 

significant organic growth opportunity in the digital aviation services arena, information-based services, 

performance-based logistics…We have other services that we're offering, things like our advanced health 

management service, which now covers more than 2,200 aircraft across some 90 customers.” (Dennis 

Muilenburg, CEO Boeing, Q1 2017 Conference Call, 4/26/2017) 

“Zodiac Aerospace: unique opportunity to strengthen further Safran…Share of aftermarket / retrofit 

revenues bolsters Safran’s business mix…Further balancing cyclical exposure to OEM production 

rates…strong flow of aftermarket and retrofit opportunities” (Safran Presentation, Acquisition of Zodiac

Aerospace, 1/19/2017)

“You mention aftermarket. That's a good point. We have, because of our advanced structures capabilities 

as well as our composite fabrication capabilities, some really unique repair functions and capabilities. So 

that gives us an opportunity to look at the MRO segment…But the opportunity we see is really in the repair 

and the MRO activity that goes beyond spare parts. That could be with airlines, it could be with mod shops, 

it could be with structural repair organizations, a number of different opportunities…As you know, 

aftermarket is a fast growing area. It tends to be good margins. We have some unique capabilities, and we 

do see growth opportunities in that area over and above the work that we do with Boeing to sell them 

spare part” (Tom Gentile, CEO Spirit Aerosystems, Q3 2016 Conference Call, 11/1/2016)

“The combined Company will have greater presence in the commercial air transport market. This will 

strengthen our aftermarket mix with more retrofit opportunities…And with that, we are going to see great 

opportunities for retrofit of the cabins; because these systems, when the aircraft come back to the lessors, 

they need to be reconfigured for the new airlines that they're going to. That's just an opportunity we really 

don't see in our core business. So I really like the nature of the aftermarket revenues here.” (Kelly Ortberg, 

CEO Rockwell Collins, Acquisition of B/E Aerospace, 10/24/2016)

Source: Company transcripts.  
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Transaction EBITDA Multiple

Date Acquiror Target Notes on Target / Transaction Value LTM Forward Δ

Oct-16 Rockwell Collins B/E Aerospace 40% aftermarket; 80% airline vs. OEM $8,203 13.6x 12.6x (1.0x)

May-16 KLX Herndon Aerospace & Defense Supply chain/distributor; aftermarket/defense focus 210 10.5x NA NA

Aug-15 Berkshire Hathaway Inc. Precision Castparts Corp. 70% Aerospace; OEM exposed; best in breed 37,200 12.3x 12.1x (0.2x)

Mar-15 RBC Bearings Incorporated Sargent Aerospace & Defense 18% aftermarket; engineered components 422 11.2x 9.4x (1.8x)

Mar-15 Alcoa Inc. RTI International Metals Inc. 63% aerosapce/17% Defense; minimal aftermarket 1,500 13.1x 10.7x (2.4x)

Feb-15 TransDigm Group Inc. Telair Cargo Group Engineered/proprietary; "significant aftermarket" 725 12.7x NA NA

Dec-14 VSE Corporation Killick Aerospace Engine MRO/distribution 224 10.9x NA 0.0x

Jun-14 Alcoa Inc. Firth Rixson Ltd. Aerospace jet engine components 3,000 15.0x 10.9x (4.1x)

May-14 Warburg Pincus Wencor Group Designer/repair/distributor aftermarket components 1,460 13.5x NA NA

Dec-13 Textron Inc. Beechcraft Corp. Aircraft manufacturer 1,481 9.9x 6.9x (3.0x)

Nov-13 HAECO Timco MRO (72%) / Aerosystems (28%) 389 14.8x NA NA

Aug-13 Rockwell Collins Aeronautical Radio, Inc Communication systems for airlines/airports 1,390 18.0x 16.4x (1.6x)

Dec-12 General Electric Avio S.p.A Engine components 4,300 8.5x NA NA

Sep-11 United Technologies Corp. Goodrich Corporation Tier 1 aerospace supplier; ~45% aftermarket 18,400 11.9x 10.6x (1.3x)

Jul-11 Airbus Satair Parts distributor / servicer 504 13.9x NA NA

Sep-10 TransDigm Group Inc. McKechnie Aerospace Holdings Inc.Engineered/proprietary; 40% aftermarket 1,270 12.9x NA NA

Mar-10 Triumph Group, Inc. Vought Aircraft Industries, Inc. Aerostructures; need to include pension debt 2,412 9.7x 9.3x (0.4x)

Mar-07 JLL Partners Inc. McKechnie Aerospace Engineered/proprietary; 40% aftermarket 856 11.9x NA NA

Mar-07 Meggitt-USA Inc. K&F Industries Holdings, Inc. Aircraft braking (significant aftermarket) / fuel tanks 1,800 11.3x 9.6x (1.7x)

Dec-06 Eaton Corporation AT Holdings Corporation 76% aerospace (aftermarket 69% of segment); fuel 695 11.0x NA NA

Median Multiple 12.1x 10.6x (1.7x)

Median Aftermarket Multiple 12.3x 10.6x (1.3x)

Significant aftermarket exposure

COMPETITORS HAVE PAID WELL IN EXCESS OF AAR’S VALUATION  

18

Relevant aerospace transactions across a range of industry conditions suggest AAR trades at a material 

discount to private market value 

Source: Company filings and transcripts.

AAR trades significantly below lowest listed aftermarket multiple
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Expeditionary EBITDA Multiple

7.0x 8.0x 9.0x

11.0x 38% 42% 45%

Aviation & Corporate 12.0x 49% 53% 57%

EBITDA - Capex Multiple 13.0x 60% 64% 68%

14.0x 71% 75% 79%

Expeditionary EBITDA Multiple

7.0x 8.0x 9.0x

11.0x $47.47 $48.83 $50.20

Aviation & Corporate 12.0x $51.29 $52.66 $54.03

EBITDA - Capex Multiple 13.0x $55.12 $56.49 $57.86

14.0x $58.95 $60.32 $61.69

AAR’S SHARE PRICE IS DISCONNECTED FROM FAIR VALUE

19

AAR’s stock trades well below any reasonable estimate of its intrinsic value

Source: MCM estimates.  Market data as of 5/12/2017.

1. Comparables limited but include BRS, ERA, and Erickson which trade at ~16x, ~11x, and ~8x (adj for market value of debt) forward EBITDA

SEGMENT VALUATION

EQUITY VALUATION

INTRINSIC VALUE ESTIMATE

UPSIDE TO INTRINSIC VALUE

2019E Aviation/Corporate EBITDA - Capex $136

Multiple 13.0x

Value of Aviation $1,765

Implied Aviation EBITDA Multiple 11.3x

2019E Expeditionary EBITDA 49

Multiple 7.0x

Value of Expeditionary $340

(1)

Enterprise Value $2,105

(+) Cash & Cash Equivalents 10

(+) Aircraft JV 13

(-) Debt (173)

Current Equity Value $1,955

Diluted Shares 35.5

Current Equity Value / Share $55.12

$367M of Expeditionary assets at end FY2016
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III. Capital Structure & Capital Allocation

20
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AEROSPACE BUSINESSES CAN SUPPORT DEBT

21

AAR is significantly under levered in comparison to peers, giving it a higher cost of capital

Source: CapitalIQ, company filings and MCM estimates.

0.0x

1.0x

2.0x

3.0x

4.0x

5.0x

6.0x

7.0x

Aerospace Net Debt / EBITDA Levels

AAR Significant Prime Exposure / Minimal Aftermarket Exposure

Some Prime Exposure / Some Aftermarket Exposure Minimal Prime Exposure / Significant Aftermarket Exposure

Average Median
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AAR COULD SOON HAVE NEGLIGIBLE DEBT

22

This cost of capital is poised to increase as the Company’s leverage falls

Source: MCM estimates.

Fiscal Year

2017 2018 2019

EBITDA $133 $162 $204

Interest Expense (5) (5) (2)

Cash Taxes (19) (25) (36)

Capex (40) (40) (40)

Working Capital & Other (78) 10 (27)

FCF ($8) $102 $99

Dividends (Status Quo) (10) (10)

Share Repurchase (Status Quo) (22) (22)

Cash Available for Debt Repayment $70 $67

Debt Balance $173 $103 $36

(-) Cash Balance (10) (10) (10)

Net Debt $163 $93 $26

Net Debt / EBITDA 1.2x 0.6x 0.1x
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Cost of Capital: Status Quo 2017E 2018E

Market Cap $1,224 $1,224

Debt 173 173

Total $1,397 $1,397

Assumed Cost of Equity 10.0% 10.0%

Implied After Tax Interest Rate on Debt 2.5% 2.5%

Current WACC 9.1% 9.1%

Cost of Capital: Target Capital Structure

Target Leverage 2.5x 2.5x

(-) Current Leverage of 2017E/2018E EBITDA (1.2x) (1.0x)

Incremental Turns 1.3x 1.5x

(x) 2017E/2018E EBITDA $133 $162

Incremental Debt $170 $242

Pro Forma Market Cap $1,054 $982

Pro Forma Debt 343 415

Total $1,397 $1,397

Pro Forma WACC 8.2% 7.8%

Δ WACC (91) BP (129) BP

AAR CAN IMPROVE ITS COST OF CAPITAL

23

Revolver has maximum capacity of $500M

― Incremental capacity of $356M

Covenants set maximum of 3.5x adjusted 

total debt / EBITDA

― Covenants can be amended

Company has articulated willingness to 

reach 3.5x

Prior to sale of Telair company had 

reached leverage of ~3.0x

Industry averages ~2.0x, but AAR’s profit 

base likely more stable than those of peers

― Long term contracts

― Lack of exposure to OEM cycle 

Valuable inventory

AAR could likely support a leverage level of between 2.0x to 3.0x, 
reducing its cost of capital by >100 bp

DATA POINTS REDUCTION IN COST OF CAPITAL

Source: Company filings and transcripts, and MCM estimates.  Market data as of 5/12/2017.

Less than available

capacity on revolver
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INVENTORY IS OVERCAPITALIZED AND CAN BE SECURED 

24

A significant portion of Aviation Services 

business is “balance sheet heavy” and is 

similar to a financing operation 

― Inventory management

― Distribution

― Selling and leasing of parts

A significant portion of business is supported 

by assets regularly bought and sold

Yet, it is financed with almost all equity

While the company’s current credit 

agreement has restrictions on liens, this 

agreement can be updated

Non recourse financing, if available could 

reduce inventory obsolescence charges

Inventory financing could leave capacity on 

revolver

AAR has essentially already done this with sale 

leaseback of helicopters

SUMMARY SPARE PARTS & EQUIPMENT FINANCING EXISTS

Source: Company filings, transcripts, and press releases.

We believe securitizing inventory could be a solution for right sizing the capital structure

Spare parts financing is readily available at 

attractive rates

― GECAS, CIT, and others

Market is current, and deep:

― AAL 2016 credit facility 

Financing is used by competitors:

― AJW Aviation senior secured credit facility

Key Examples:

Company Security Collateral Size ($M) LTV

American 

Airlines
April 2016 

Credit Facility

Certain spare parts $1,000 63%

AJW Aviation Senior secured 

credit facility

Spare parts 125 NA

LATAM 

Airlines 

Group

Revolving 

Credit Facility

Aircraft, engines, 

spare parts, supplies

325 NA

Delta Airlines 2011 Credit 

Facility 

(Expired)

AR, flight equipment, 

aircraft, slots, spare 

parts & engines

1,300 NA

United 

Continental

EETC (Expired) Spare parts inventory 304 75%
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SECURITIZING INVENTORY CAN RELEASE A SIGNIFICANT AMOUNT OF CAPITAL

25

Source: Company filings and MCM estimates.  Market data as of 5/12/2017.

1. Balance sheet figures as of fiscal Q3 2017.

2. Based off FY2018 EBITDA.

Inventory securitization would also improve return on equity and FCF generation

Aircraft and engine parts, components and finished goods $383

Aircraft held for sale and related support parts 16

Equipment on or available for lease 273

Financeable Inventory & Equipment (1)
$671

% of Inventory Financed 60%

Inventory Financed / Capital Unlocked $403

% of Market Cap Unlocked 33%

Implied PF Net Debt / EBITDA (2)
3.5x
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SUMMARY OF USES OF CAPITAL

26

AAR is likely to have excess capital even after funding organic growth, and share repurchases represent 

a compelling use of capital at or near its current share price

Use of

Capital Overview Risk

Current

Returns

Transformative 

Acquisition

 Significant integration and information risk

 Significant potential for distraction from core business

 Aftermarket multiples are very robust given competition for assets

 

Bolt-on Acquisition  Integration and information risk, and distraction from core business depends 

on size of deal and similarity to core business

 Returns depend upon specific deal and wide range of multiples exist for 

smaller deals 

 ▬

Organic Growth  Risk depends upon execution of company and complexity of new business

 Should be strong given recurring nature of revenue and minimal capital 

investment outside of inventory

 Stated 20% operating return on capital

▬ 

Share Repurchase  Zero execution risk and perfect information

 Returns at current share price very attractive given significant discount to 

intrinsic value

 

Dividends  Zero execution risk

 Provides return of broader stock market; returns may be unattractive given 

broader valuation levels

 

Debt Reduction / 

Increase Cash

 Zero execution risk and reduces leverage

 Unattractive return given rate on outstanding debt, and weights an unlevered 

capital structure further towards equity

 

Best use of excess capital
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AAR’S CURRENT CAPITAL ALLOCATION PLAN

27

AAR’s current capital allocation plan has the 

following priorities

1. Organic Investment

2. Acquisitions

3. Return of capital

Our sense is that acquisitions receive significant 

priority over return of capital

― Recent hire of Dylan Wolin with “extensive 

background in mergers and acquisitions in 

aerospace and defense”

― Consistent declaration of interest in acquisitions

While AAR has stated recently that share 

repurchases would take priority over dividends, 

share repurchases remain minimal (~$35M since 

beginning of fiscal 2016) and share count down by 

less than 3% over that time period

Source: Company filings and press releases.
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ACQUISITIONS ARE NOT NEEDED TO CREATE SHAREHOLDER VALUE

28

Acquisitions can negatively impact the key drivers of shareholder value at this time

Return on Capital

― Distraction from execution of new contracts and winning new business

― Interruption of progress on SG&A levels

― Diversion of capital away from high return share repurchases and organic growth

Cost of capital

― Potential for issuance of high cost equity given company’s low valuation

― Delays any potential optimization of portfolio
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INTEGRATION AND EXECUTION ARE NOT GUARANTEED

29

Acquisitions pose risks and execution of core business both present their own difficulties to all companies, including AAR

― AAR still working towards margin improvement

 “So you think, on a longer-term basis -- maybe not even longer term, more intermediate term -- looking out 2 or 3 

years, we can get sort of 6%, 7% EBIT margins?” – Bill Jacobs

 “No I think better than that”  - David Storch (Q4 2016 Conference Call)

― SG&A currently elevated and offers significant opportunity 

 “We are very driven to get -- to bring our SG&A down to historical levels below 10%. So we would be happy being in 

the 9% and 9.5% range, today we are 10.6%. If you take out the legal expenses, you get a few basis point 

reductions. But basically, what we're counting on right here is to get some sales growth” – David Storch (Q3 2017 

Conference Call)

― While business is strong it is not immune from missteps

 “Absolutely, and [precision] should be [additive to long term margins]…I'm not happy about it, but we really have, 

to put it mildly, stubbed our toe. This is, of all our different subset markets, this is probably the healthiest of all the 

markets. So we should be enjoying some of what is going on in the build cycle in this business, and we are not. So, 

we've got to fix it.” – David Storch (Q2 2014 Conference Call)

 “We have always struggled with profitability [at Lake Charles], and we just decided once we were able to come 

online in Rockford that there was no reason to continue chasing that business the way we had been.” – David 

Storch (Q2 2017 Conference Call)

― While some transactions such as Telair have worked well, others including Aviation Services Worldwide have not

 “Unfortunately, the drop-off in business in airlift has come at a faster clip than we had hoped for. I still have a high 

level of confidence in the team we have in place, and the opportunity pool that we're looking at for that 

business…And as we sit here today, we're not -- we have a high enough level of uncertainty that we've chosen to 

reduce our forecast for this type of activity.” – David Storch (Q1 2015 Conference Call)

Source: Company transcripts.
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SHARE REPURCHASE SUMMARY

30

Share repurchases are appropriate given: 

― Share price dislocation from fair value

 Visibility into growth of business

 Value of aftermarket business

― Under levered capital structure 

― No distraction from operation of core business

― No integration or information risk

A significant share repurchase program would also send a strong signal to the market which 

could permanently improve the multiple AAR receives

Fixing the valuation disconnect would help with strategic objectives

― AAR’s poor current valuation makes equity issuance prohibitively expensive

― An improved equity currency would open the door for potentially transformative acquisitions

Timing is of the essence because share repurchases only create value when shares are 

purchased below intrinsic value

Share repurchases at or near the current price represent 
the most compelling use of excess capital
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IMPACT OF SHARE REPURCHASES

31

Not only are share repurchases accretive to FCF / share, but they create equity value / share 

given the current discount to fair value

EQUITY VALUE ACCRETION

Source: Company filings and MCM estimates.  Market data as of 5/12/2017.

1. Normalized FCF excludes WC, which is a one time investment that can hide underlying FCF of entity on go forward basis

2. Assumed buyback financed by debt at current revolver rate.

Size of Share Repurchase $200

Share Price at 10% Premium $37.96

Shares Repurchased (5.3)

Current Diluted Shares 35.5

Pro Forma Share Count 30.2

Status

Quo Recap

2019E Aviation/Corporate EBITDA - Capex $136 $136

Multiple 13.0x 13.0x

Value of Aviation $1,765 $1,765

2019E Expeditionary EBITDA $49 $49

Multiple 7.0x 7.0x

Value of Expeditionary $340 $340

Enterprise Value $2,105 $2,105

(+) Cash & Cash Equivalents 10 10

(+) Aircraft JV 13 13

(-) Debt (173) (373)

Current Equity Value $1,955 $1,755

Diluted Shares 35.5 30.2

Current Equity Value / Share $55.12 $58.12

Upside / (Downside) 60% 68%

Fiscal Year

2018E 2019E

EBITDA $162 $204

Interest Expense (5) (5)

Cash Taxes (25) (36)

Capex (40) (40)

Normalized FCF (Ex WC & Other) (1)
$92 $124

After Tax Interest Expense (2)
(5) (5)

Pro Forma FCF (Ex WC) $87 $119

SQ Normalized FCF / Share $2.60 $3.50

PF Normalized FCF / Share $2.88 $3.94

Accretion / (Dilution) 11.0% 12.6%
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Fiscal Year

2017 2018 2019

EBITDA $133 $162 $204

Interest Expense on Existing Debt (5) (5) (5)

Cash Taxes (19) (25) (36)

Capex (40) (40) (40)

Working Capital & Other (78) 10 (27)

Incremental After Tax Interest Expense - (4) (2)

FCF ($8) $98 $95

Dividends (Status Quo) (10) (10)

Share Repurchase (200) - -

Cash Available for Debt Repayment $88 $85

Total Debt $373 $285 $200

(-) Cash Balance (10) (10) (10)

Net Debt / EBITDA $363 $275 $190

Net Debt / EBITDA 2.7x 1.7x 0.9x

SHARE REPURCHASES AND ACQUISITIONS ARE NOT MUTUALLY EXCLUSIVE

32

Even with a $200M tender offer, AAR would rapidly delever and have capacity to pursue 

acquisitions

Source: MCM estimates.

1. Assumed buyback financed by debt at current revolver rate.

(1)
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Fiscal Year

2018E 2019E

EBITDA $162 $204

Interest Expense (5) (5)

Cash Taxes (25) (36)

Capex (40) (40)

Normalized FCF (Ex WC & Other) $92 $124

After Tax Interest Expense (5) (5)

Pro Forma FCF (Ex WC) $87 $119

SQ Normalized FCF / Share $2.60 $3.50

PF Normalized FCF / Share $2.88 $3.94

Accretion / (Dilution) 11.0% 12.6%

SHARE REPURCHASES VS. ACQUISITIONS

33

Even at a 10% premium to today’s share price, share repurchases represent a more compelling 

use of capital than an acquisition at a 7.0x synergized multiple 

― Share repurchase carries less risk, as acquisition cash flows may not be achieved

― Not all multiples are created equal: given past valuation multiples, unlikely that AAR can 

acquire a business at 7.0x at same asset quality as AAR’s core business

REPURCHASES ACQUISITION

Share repurchases compare favorably

Source: Company filings and MCM estimates.  Market Data as of 5/12/2017.

Fiscal Year

2018E 2019E

Headline Cost ($192) -

Transaction Fees (2) -

Integration Costs (6) -

Total Cost of Acquisition ($200) -

Acquired EBITDA at 9.0x Headline Cost $21 $21

Synergies to Reach 7.0x Synergized Multiple 3 6

After Tax Interest Expense (5) (5)

Capex (2) (3)

Cash Taxes (4) (5)

Incremental FCF $13 $15

Pro Forma FCF (Ex WC) + Incremental FCF $100 $134

PF Acquisition FCF / Share $2.81 $3.77

Accretion / (Dilution) 8.3% 7.8%
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Fair

Current Value

Share Price $34.51 $55.12

Shares Issued 17.4 10.9

(+) Diluted Shares 35.5 35.5

PF Diluted Shares 52.9 46.4

2018 PF FCF / Share $2.73 $3.11

2019 PF FCF / Share $3.44 $3.92

2018 FCF Accretion / (Dilution) 5.0% 19.7%

2019 FCF Accretion / (Dilution) (1.7%) 12.1%

IMPROVED VALUATION OPENS DOOR TO TRANSFORMATIVE ACQUISITION

34

We believe share repurchases would likely improve valuation, and therefore financial flexibility in 

pursuing strategic vision

TRANSACTION MECHANICS & COMPARISON SUMMARY FINANCIALS

Equity needed for larger deal to hit leverage target;

Net debt / EBITDA would be >4.0x if no equity used

Source: Company filings and MCM estimates.  Market data as of 5/12/2017.

Assumptions

Transaction Size $1,000

Transaction Costs / Transaction Size (2.0%)

EBITDA Multiple 12.0x

Post Synergy Multiple 10.0x

Debt / Total Sources 40%

Sources

Debt $400

Equity 600

Total $1,000

Uses

Headline Cost $963

Transaction Fees (20)

Integration Costs (17)

Total $1,000

Deal would only make financial sense 

at an improved valuation

Fiscal Year

2018E 2019E

Acquired EBITDA at 12.0x Headline Cost $83 $83

Synergies to Reach 10.0x Headline Cost 8 17

Interest (14) (14)

Capex (9) (10)

Cash Taxes (17) (19)

Incremental FCF $52 $58

(+) Normalized FCF (Ex WC & Other) 92 124

PF FCF $144 $182

Standalone EBITDA $162 $204

(+) Acquired EBITDA 92 100

PF EBITDA $254 $304

Current Net Debt $163 $163

Debt from Acquisition 400 400

PF Net Debt $563 $563

PF Net Debt / EBITDA 2.2x 1.8x
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IV. Conclusion

35
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CONCLUSION

36

We urge the company to take advantage of this 
situation and repurchase a significant amount of shares

AAR possesses a strong core business and its prospects are bright with high visibility into earnings 

growth

AAR’s leverage is low and falling, suggesting the company has substantial balance sheet 

capacity

AAR trades at a significant discount to its intrinsic valuation, which we believe is unjustified given:

― Quality of core business

― Growth prospects

― Trading levels of relevant peers

― Relevant transactions

AAR can increase shareholder value by deploying capital effectively into organic growth and, 

in particular, share repurchases given the significant valuation dislocation

― Share repurchases near the current price generate greater returns with less risk than 

acquisitions

Timing is of the essence because share repurchases only create value when shares are 

purchased below intrinsic value and valuation disconnect can close rapidly


