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Major players in the aerospace industry continue to retool themselves for growth and to address new market
opportunities. To help navigate the path ahead, L.E.K. Consulting has developed a high-level forecast for three
central issues facing this market in 2013 and beyond. In addition to our insights below, we have also developed
similar outlooks for additional market sectors across the economic spectrum, including aviation.

What are the Biggest Challenges and Opportunities Facing the Aerospace
Industry During the Next Year?

Given the broadening global aviation market and the primes’ efforts to lower input costs, we expect to see a continued
shift in the supply base toward manufacturing clusters in Asia, Latin America and Eastern Europe. Additionally, we believe
that the steady pace of M&A activity in the sector should continue during the next year across all levels of the value chain.

On one end, Tier 1 and Tier 2 companies will look to M&A as a way to broaden their system capabilities and maintain
relevance for the primes. While on the other end, Tier 3 and Tier 4 suppliers will turn to vertical integration as a way to
differentiate and capture a greater share of the value chain. Additionally, some companies may divest or acquire new
capabilities in response to softening demand from the defense sector relative to the commercial market.

_ﬂ_ What’s the Current State of the Industry?

While aerospace-related defense spending is likely to soften given the impending “fiscal cliff” in the U.S., the commercial
aerospace sector is poised for continued strong growth in 2013 and beyond thanks to a number of factors. The expanding
global middle class will drive greater demand for air travel. Additionally, increasing market liberalization is inviting new
airline competition in global markets, and airlines are driving steady demand for next-generation aircraft as a way to both
serve these new markets and reduce their base operating costs.

& What Burning Issues are Senior Executives Facing?

The first burning issue for senior executives is how to build a winning strategy in a rapidly consolidating market. Given the
pace of consolidation, aerospace firms find themselves in an “eat or be eaten” environment which will require them to:

a) Be proactive in pursuing deals rather than being reactive or opportunistic
b) Think carefully about where their firm can carve out a strategic market position as consolidation plays out

c) Develop a strategy for acquisition candidates that can support aggressive bids in what has become a very competitive
deal environment

The other burning issue is how to pursue opportunities in the increasingly global aviation market. More and more, aircraft
demand will come from Asia and Latin America, but entering these markets will be challenging as the dynamics are often
very different from those in North America. For example, the business jet industry in Asia has rapidly growing demand but
limited local knowledge or infrastructure to support corporate or private operators.

Success in these markets will require a thoughtful and very tailored approach, where channel strategy and service offerings
may ultimately be more important than hard product features when it comes to establishing a foothold for brands.
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Our Aerospace Practice

L.E.K. Consulting has a long history of supporting organizations in the Aerospace & Defense sectors, accelerating
decision making around their most complex commercial challenges. Our ability to consistently uncover new insights
and devise winning strategies has enabled us to build long-term client relationships for nearly 30 years. Central
government departments, major global businesses and specialist support services providers rely on L.E.K.’s quality
analysis to identify and exploit new opportunities, improve the performance of existing operations, and develop the
strategies and processes to secure successful positions on highly-competitive contracts and platforms.

Capabilities Overview Meet Our Experts

Our offerings for Aerospace & Defense clients include:
J P John Thomas

e Strategic Planning: Facilitate strategy development Vice President

with management teams, gather and analyze competitor
intelligence, and identify areas for performance
improvement.

* Contract Economics: Model contract outcomes to
optimize contract parameters, pricing, payment schedules
and financing structures.

Alan Lewis
Vice President

* Product Development Strategy: Survey potential
customers to confirm purchase criteria, prioritize
product portfolio initiatives, and undertake pricing and
margin analysis to develop a credible business case for
product development.

Dan McKone

Vice President

e Commercial Bid Strategy: Assist clients in refining their
negotiating position with consortium partners and the end
customer, and calculate the contract value from a range of
possible demand scenarios.

Darren Perry
e Procurement Systems Reform: Assess the effectiveness Vice President
of processes, structures and incentives used to deliver

complex projects. Also use market risk analysis to support

decision making.

* Global Market Evaluation: Conduct detailed analysis of
market and competitive dynamics in Aerospace & Defense
niche areas, and identify the drivers of value and underlying
customer requirements.

* \MI&A Support: Provide pre- and post-acquisition support to
investors and corporate organizations who target specialist
suppliers in Aerospace & Defense. Also conduct commercial
and operational due diligence to build the investment thesis
and provide 100-Day Planning integration support to ensure
the realization of planned benefits.

Please contact us at aerospacedefense@lek.com for additional information.
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of their respective owners.
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