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¥ One-on-One with Braun Jones, Co-Founder of The McLean
Vs Group, on Why Defense and Intelligence M&A Is Red Hot

services (both commercial and government contracting),

Q: Can you give our readers an overview of the Mcl_ean Group?
A: Sure, the McLean Group is a boutique investment
bank based in McLean, Virginia focused on the lower
Middle Market, typically deals ranging from US$5
million to US$300 million. For the most part, our

transactions over the last several years
have been found in the US$10 million to
US$100 million range. Our bread and
butter business is really sell-side M&A,
but we do buy-side work and capital
formation as well. We also have a
thriving, robust valuation practice and an
executive advisory services group that
focuses on troubled business transitions
and turnarounds. Geographically, 1
would say 70-80% of our client base is in
the Mid-Atlantic region; however, we
have reached out for our clients
internationally.

Q: What has dealflow been like for you this
_year compared to years past?

A: In 2000, we had a record year of
closing 12 solid transactions. The
following years, 2001 and 2002, were
probably just a little better than half that
volume, but we were still able to grow
through those years. In 2003, we really
began to spring back, we closed seven
transactions last year and this year we’ve
closed seven or eight solid transactions
and by year end should complete at least
10. So, our volume should be up about
30-50% in 2004 versus 2003.

Q: Does the Mcl_ean Group focus on particular
industry segments?

A: Our industry specializations have
mostly grown out of our regional work.
Government contracting is big in the
Washington DC area so we have a
strong presence there and it’s been a hot
market for the last several years. We also
specialize in telecommunications, I'T
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software, and we have a specialty group in travel,
transportation, hospitality, and food services as well. But
like I said, government contracting has been on a run
the last couple of years. It really helped our firm survive
through the downturn. Several years ago, we were doing

a lot of telecommunications business and
that dried up and went away just as
government contracting was increasing
rather nicely.

Q: What is really driving the demand for
companies in the government contracting space?
A: The government is spending heavily
on defending our country from a
homeland security standpoint. Since 9/11
our domestic assets, government and
private buildings and transportation
systems and infrastructure, all have to be
protected. There needs to be better
surveillance, counter surveillance, signal
processing, and physical and technology
security services. All of these services are
in demand to protect these assets
domestically and there are large amounts
of dollars going toward these contracts.
Where we have seen the highest multiples
are in defense and intelligence. The
consolidation of 22 government agencies
into the Department of Homeland
Security has created an intense demand
for high-end intelligence IT capabilities.
There is a premium being paid for cleared
personnel because many of the large
contractors have work, but need more
personnel with the appropriate clearances
to do the job. The intelligence agency
contracts in particular are in very high
demand by corporate acquirers.

Q: What are the hottest assets in defense and
intelligence? What are buyers looking for?

A: Anything to do with high-end
communications, information technology,
linking together the various law
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enforcement and intelligence agencies so they can
communicate and share information and data; these are
the major projects that are going on in the government
and they are using various middle-market and larger
contractors to get those tasks accomplished. So M&A is
mostly technology-related contracts and security-cleared
personnel motivated.

Q: Who is buying in the defense and intelligence space right now?
A: The active buyers are a lot of the established big
players and a lot of the companies that have more
recently gone public. Certainly it’s Lockheed Martin,
BAE, and other very large companies that are looking to
pick up properties, although they prefer larger middle-
market targets. Then you have players such as Anteon
Corporation, CACI International, SI International,
SRA International, PEC Solutions, a lot of those
companies are based right here in Washington DC and
have recently gone public. SI International, for
example, just did a very successful secondary offering.
All of these companies are actively looking at the deals
we are marketing.

October 18, 2004 | Volume 1, Number 29

Q: What about from the private equity community, what is their
attraction level to defense and intelligence companies?

A: The private equity community in general is not
focused on general government contracting, although
given the attractiveness of it lately, some more players
are looking into the space. Some of the traditional firms
like GTCR Golder Rauner and CM Equity Partners
are private equity players that have been interested and
successful in the government contracting space.

Q: What are the valuations like for middle-marfket companies in
government contracting and which direction do you see them going?
A: All of the multiples across the board in government
contracting have increased. For private, middle-market
government contracting companies, the historical
multiples going back about 20 years are in the four to
seven times EBITDA range, but we’ve seen multiples
now in the five to 10 range with premium products
fetching even nicer multiples. We had a deal close that
was 15 times EBITDA which is very strong for a small,
private government contracting company. I would
definitely say that the multiples have increased, but I'm
not sure how much upside is left for further increases.

Dealmaking Insight of the Week

“While it is wise to learn from experience, it is wiser to learn from the experience of others.”
-Rick Warren

the same as the commercial side.

703-827-0200 ot bjones@mecleangroup.com.

In this week’s One-on-One feature interview, Braun Jones, co-founder of boutique investment bank the
McLean Group, told us that in the Middle Market, from the lower end to the upper echelon, government
contracting M&A is a hot place to play. But dealing with companies that do the US Government’s bidding is
certainly a different ballpark to play in than the commercial zone. This week in our Dealmaking Insight, we asked
Mr. Jones what makes government contracting dealmaking different from commercial M&A?

“There are major differences between government contracting and the commercial world,” said Jones,
admitting that often times a company’s work can be so top secret that, even as the banker with the sell-side
mandate, his firm may not be aware of all of the company’s operations.

Continuing to expand on the differences from governmental and commercial, Jones says: “Even at the
entrepreneur and operator level, government contractors have difficulty developing commercial business and vice
versa, they are just very different worlds. In the government contracting world, there are many rules and
regulations around pricing, there is preferred status given to minority-owned and small companies, and
contractors are often audited by the government to ensure compliance. All of these regulations make for a very
regimented environment. You have to be familiar with the ins and outs of those regulations and as an M&A
professional, you have to know about contract novation issues and the different valuation parameters between an
8(a) contract and a contract that does not have preferred status and between prime- and sub-contracts.”

The good news, according to Jones, is that once you take a company to market the process is absolutely

For more information see this week’s One-on-One interview or contact Braun Jones of the McLean Group at
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We don’t see a downturn either, however, especially at
the high end of the defense and intelligence markets,
anytime soon. There is a lot to be done to protect the
homeland and there are a lot of government dollars
being allocated toward those defense measures, so the
contractors are seeing that.

Q: Can you point out some of the “homerun” deals your firm has
closed in government contracting/ defense and intelligence?

A: Well, when you get them closed, they are all
homeruns! (Laughs) Recently, over the summer, we did
two in the defense and intelligence sectors. Most
recently it was Practical Imagineering which was
acquired by BAE Systems [The deal closed August 17].
Practical Imagineering is a signal intelligence processing
company that was very sought after. Another
transaction was Defense Systems Inc, an RFID
technology company that was acquired by Wireless
Facilities Inc [The deal closed August 4]. RFID is
something a lot of people have heard about in
conjunction with Wal Mart making the ultimatum for all
the products in its stores to have RFID tagging because
it is the next generation of bar coding. Well, RFID is
also being used in defense with soldiers and other
applications. RFID is a hot technology in both the

commercial and government sectors.

Q: Looking abead at 2005, what does the pipeline look like at
your firm?

A: We think the pipeline is pretty strong. Our visibility
is about six to nine months and things look very strong.
We’re not seeing dramatic increases in valuation on the
commercial side. Government contracting valuations
have remained steady at a lofty level, but on the
commercial side we are seeing gradual increases. We are
seeing more software and I'T transactions lately, but
mostly in the US$10-US$50 million [deal size| range.

Q: We frequently ask about hiring becanse it can be real indicator
of anticipated Mc>A growth. Do you have intentions to expand
the staff anytime soon?

A: I would say that we are expanding cautiously right
now. We have been mainly hiring at the entry level,
hiring more on our research and analyst staff, but
everyone is pretty busy and we might be looking to hire
again in the first half of 2005.

For more information contact Braun Jones of the
McLean Group at 703-827-0200 or
bjones@mcleangroup.com.

M&A OnDemand:
Custom Report Service

Fast, Easy and Cost-Effective Research

Mergerstat OnDemand is the easiest, most efficient way for clients to manage deadlines and workload by
strategically outsourcing their M&A research on an as-needed basis.

Call 1-800-455-8871

e Comparable Searches ® Prospecting ® Market Intelligence
® Trend Analysis ® Valuations ® Information Verification
e P/E o EBIT e EBITDA e Enterprise Value
® Transaction Data @ Revenue Multiples ® M&A Volume Totals
® Premiums @ Advisor Rankings

Copyright © 2004. FactSet Mergerstat, LLC. All rights reserved. Any reproduction of this newsletter without the written authorization of the publisher is a violation of US law 8

(17 USC et seq.) and can result in significant fines or penalties. The publisher intends strict enforcement of its copyright protection and privileges.





