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Industry: Aerospace/Defense Products& services
Current Price:
Target Price: $52.15

KLX Inc. is the world’s leading provider of aerospace fasteners, consumable and logistics services. It also
provides oilfield services and rental equipment across North America. It proposes services such as provider of
inventory management solutions for the commercial, business jet, and defense original equipment
manufacturers, airlines, maintenance, repair and overhaul operators, and fixed based operators. The energy
branch provides technical services and related rental equipment to oil and gas exploration and production
companies.

BUY

Current Price:
Target Price:
Market Cap:
Beta:

$44.81
$52.15
$2.4B
2.65

Catalysts:




Short-Term(within the year): New contract sign with the Corpus Christi Army Depot
Mid-Term (1-2 years): New future contracts signed with commercial airlines.
Long-Term (3+): Trump administration and higher Bizjet revenues, new aircraft introduction.

Thesis: KLXI is refocusing its business around the aerospace. In fact, oil and gas services segment stands
for 10% since a couple of years ago it represented more than 20% of KLX’s total revenue. Furthermore, the
company is investing a lot into its plants facility and also on acquisitions in order to propose a larger product
line to increase its cash flow. Finally, the company has signed several important contracts but also is going to
face an increase in revenue from the commercial airlines since most of their planes are 7 to 8 years old which
imply a mandatory maintenance, which is KLX’s business.

Cash Flow:
KLX Inc. is a company specialized on the aerospace solutions but also on the oil and gas solutions. The part
of the oil and gas solution has decreased through the lasts few years. In fact, in 2014, it represented 22.7% of
their total revenue, in 2016, it represented 16.3% and in 2017 it only represents 10%. The explanation can be
that the crude oil has seen its price decreasing the last couple of years but also because the renewable energies
market is becoming more important than gas and oil. The company has decided to refocus its business on the
aerospace.
In fact, the 2016 revenue has been impacted by the extreme weather
that happened during the year. XTI has great expectations for the
coming year. In fact, most of the planes owned by American Airlines,
Delta Airlines are planes 7/8 years old, which means that the airlines
companies are going to have to realize important mandatory
maintenance on their planes which is KLX Inc.’s business. What can
also explains the lower revenue is that the military manufacturing such
as the F-18 and the F-16 has been declining but with the $577 billion
increase of military budget are going to make increase the planes
manufacture. The company holds an important amount of cash on hands, this can be explained by two reasons,
the first one is that the company is repurchasing their outstanding shares by also it is ready for a business
opportunity
on
the
M&A
side.

Renewable Energies vs Oil and Gas:
In fact, oil and gas energies are losing market shares and start to be a lot less profitable than the renewable
energies market. Even the most important oil and gas companies are starting to invest into the renewable
energies. As we can see on the graph, the oil and gas companies bet on the fact that the oil energy will disappear
at the profit of the wind and sun energy.
Furthermore, the renewable energies become much
more efficient and also the price decrease. For
example, Total S.A. which is one of the biggest energy
company in Europe has decreased its investment in
fossil energy and has boosted its investment into the
renewable energies. This explain KLX Inc’s choice to
decrease its business concerning the oil and gas energy
services and focus today on the aerospace business.
Which one is less profitable but on a long term it will permit them to continue to grow.

Margins:

As we can see on the table, KLX Inc. is not the best company among its competitors. In fact, the
company’s CAPEX are still very high in order to create an important facility plant in Florida in order to increase
their efficiency and their profitability. In fact, today they are working between three warehouses, lately they will
be able to work into a single warehouse which will increase their productivity. Furthermore, the fact that KLX
will have several new contracts in order to make the maintenance of different commercial airlines will make
increase the margins. In fact, the maintenance is more profitable than creating several pieces for planes.

Capital Allocation:

As we can see, KLX’s return on invested capital is less important than its weighted average cost of capital,
which means that KLX is doing value destruction. In fact, this can be explained by the fact that the company
is investing a lot on several projects such as improving their plants but also because KLX is involved into several
project of acquisitions. Since KLX is leaving slowly the business of oil and gas services, the company is looking
at acquire several companies which will permit to increase their product line.

Conclusion:
To conclude, we can see that KLXI is refocusing its business around the aerospace. In fact, oil and gas services
segment stands for 10% since a couple of years ago it represented more than 20% of KLX’s total revenue.
Furthermore, the company is investing a lot into its plants facility and also on acquisitions in order to propose
a larger product line to increase its cash flow. Finally, the company has signed several important contracts but
also is going to face an increase in revenue from the commercial airlines since most of their planes are 7 to 8
years old which imply a mandatory maintenance, which is KLX’s business.

