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  An underestimated market segment 

 R&D expansion with new clients portfolio 

 A worldwide expansion 

  

Company Description:   

AeroVironment Inc. is a manufacturer of unmanned aircraft systems (UAS) and unmanned aerial vehicles, and energy 

systems. The Company supplies unmanned aircraft systems, tactical missile systems and related services to organizations 

within the United States Department of Defense (DoD). The Company also supplies charging systems and services for 

electric vehicles (EVs), and power cycling and test systems to commercial, consumer and government sectors. The 

Company operates through two segments: unmanned aircraft systems (UAS) and efficient energy systems (EES). The 

Company’s UAS business segment focuses on the design, development, production, marketing, support and operation of 

UAS and tactical missile systems that provide situational awareness, multi-band communications, force protection, and 

other information and mission. The EES business segment addresses the electric transportation market with solutions for 

developing, manufacturing and charging electric vehicles. AeroVironment has over 40 years of working tenaciously to 

solve some of the biggest challenges of our day—from achieving the first human powered flight to deploying the most 

widely used portfolio of small unmanned aircraft systems; from developing ground breaking solar and electric powered 

cars to leading the charge in today’s Electric Vehicle revolution. At AeroVironment, its long range thinking that is 

transforming the way we live, work, protect ourselves and preserve our planet. 
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Thesis 
AeroVironment is a multi-disciplinary technology 

innovator; currently the company provides 86% of all 

unmanned aircraft system (UAS) in U.S Department of 

Defense (DoD) also known in the general public as 

drone.  AVAV is also a leader in the deployment of 

Electrical Vehicle charging systems in North America. 

The company vision is clear and is on the alignment of 

positive outlook trends in both of its segments. 

AeroVironment understood the customer’s need for the 

long run by providing Networked Information and 

Communication with high quality innovative products 

and service to customers around the world. The 

company is also in a long run trend of providing 

alternative transportation fuel solutions, a segment that is 

in term of economic cycle in a trough time. The electrical 

vehicle are experimenting the starting point of the 

growth in term of industry life cycle. AVAV will increase 

its R&D by more than 50% in the coming year for their 

own internal research and continue to receive an 

increasing number of clients shared R&D financing by 

customers. The company works closely with the U.S 

DoD for a technology transfer with India; the Cheel is a 

joint project between AVAV and Dynamatic’s an Indian 

engineering company to provide small UAS military 

equipment for the Indian army growing needs. The 

company will increase its internal funded R&D by over 

50%. The company is in a moving phase when they have 

to allocate scarce resources to multiply high productivity 

activity. The cash position of the company is more than 

a third of its market capitalization and an increase 

number of international clients in AVAV portfolio 

makes the stock undervalued with the potential of 

increasing margin that are already at 43% and a guidance 

for the final year range between 250-270 million by the 

management. The next two-quarter would be 

surpassingly attractive in term of contracts and in 

technology advancement that would ultimately attract 

attention of individual investors and not only 

institutional investors. The investment represents a long-

term investment because of the lack of exposure due to 

classified program that are not providing enough 

advancement in term of innovation and the current 

analyst that do not deliver guidance publicly 

 

 

 

 

Macro overview AVAV market 

In term of macro environment, the increase number of 

conflicts worldwide and governments protecting their 

citizen against terrorism for the past decade. The market 

for Unmanned Aircraft system would developed in this 

budget “creates a smaller, more agile, flexible joint force 

that will be prepared to defend U.S. national interests in 

a rapidly changing security environment.” 

The defense business expenditure worldwide is driven by 

the U.S budget that account for 43% that is decreasing 

on average but still remain very high. There is high 

competition worldwide but the market is well diversified 

and the possible number of contracts could potentially 

increase regarding other parts of the world accounting 

for 39% of the global expenditure. 

 

 
There is a shift to reducing the number of troops and 

risk linked to soldiers to unmanned aircraft systems. 

Presently AVAV had signed a contract with Navy and 

would represent 28.9% of the U.S budget share of 2016 

with 147.7 billion. 
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The Aircraft and Naval segments outlooks are positive 

with a 2.3% increase in 2016. Unmanned aircraft are 

persistent, cost-effective platforms that will continue to 

be used for missions such as counter-terrorism and 

counter-insurgency, as well as new surveillance 

applications and communications relays. There is 

definitely increased interest in leveraging UAS to 

function as resilient nodes in airborne communication 

networks. Unmanned aircraft are modular platforms that 

enable multiple mission configurations with varying 

capabilities, so their future is strong with the defense. 

 

. 

U.S army and its allies have a need for rapid 

identification for the accomplishment of their mission. 

The number of UAS mission is increasing worldwide 

with military (Army, Navy, Air Force, Marines, Reserve 

and National Guard units, and the Coast Guard), public 

(Departments of Homeland Security, Justice, Interior, 

Transportation, and FAA, the FBI, and others at the 

federal level. State police and militias are in this class, as 

are local law enforcement agencies. Environmental, 

public health, and other government services at all levels 

are in the class of public users), commercial and private. 

The objective of UAS and AVAV Company is to 

provide intelligence, surveillance and reconnaissance. 

 

 

Ownership 

Insider of the company held 14% of the stock and the 

sell and purchase of the stock activity has been reduced 

since 2014. Institutional investors own 62% of the firm 

including Vanguard Group with 5.82% and BlackRock 

with 5.41%, Dimensional Fund Advisors with 4.37 %, 

Bank of New York Mellon Corporation with 4.05% 

Goldman Sachs Group with 2.84%.

 

 

 

New products, innovation that is 

underestimated  
The company segmentation is continuously developing 

their energy and environmental science with electrical 

vehicle. AVAV had introduced TurboDock, a residential 

vehicule solution that would help increase the rate of 

adoption for electrical car. The company had previously 

entered into partnership with Nissan, FIAT, and Ford to 

provide them complete charging station for their 

electrical car. AVAV is making huge progress into the 

electrical market with the introduction of this new 

feature, the charging time for the battery has been 

lowered thank to the research and development and is 

presently lower than four hours of charges which perfect 

for the introduction into commercial and workplaces, . 

In addition to that the company is bringing innovation to 

electrical car with smartphone App. It gives to drivers 

the ability to access charging stations through their 

smartphone with an easy to use, convenient, cost-

effective and secure.  

 

 
Despite the innovation proposed by the company and 

the scalability of the business plan throw the US, the 

company can already account 17% of its revenue in 2014 

coming from the electric vehicle and is in line with what 

other company such as Tesla that is working on how to 

increase its car float. AVAV is able to provide a portable 
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plug-in charger that increases range confidence, reduces 

costs to drivers, workplaces, businesses and 

governments. The TurboDock fits in palm of hand it 

could directly be plugs into electrical socket; no charger 

installation required; weighs less than five pounds, 

including 20-foot cord. The specificity of the 

TurboDocks operates on 120 or 240 volts; at 240 volts it 

charges nearly three times faster than standard cordsets – 

less than three hours for plug-in hybrids and less than 

four hours for full battery electrics. 

 

The most important innovation is coming from UAS 

(Unmanned aircraft systems) with more than 25 years of 

experience as a prime contractor and supplier for the U.S 

Department of Defense. AeroVironment’s family of 

small UAS includes Raven®, Wasp™, Puma™ and 

Shrike VTOL™.  

 
 

These back packable/ man portable, hand-launched 

unmanned aircraft systems are carried and used by 

armed forces, who frequently operate across large 

geographic areas, often far removed from their bases and 

dependent mainly on what they can carry in their packs 

or vehicles deliver front-line, real-time situational 

awareness to increase combat effectiveness and force 

protection. The technology transmits live streaming in 

color or even infrared from on board cameras directly to 

a ground control system with color monitor. 

AeroVironment’s UAS provide real-time information 

that helps U.S. and allied armed forces operate more 

safely and effectively. 

The company began shipment to Navy and maritime 

contracts on the Q3 2015 that is expected to continue 

with the U.S defense sustain its technological edge 

contract with a positive outlook in Southeast Asia region 

with allies’ countries. 

 

 

  

Current Year performance 

Revenue from Q3 2015 decrease by 0.8% compared to 

Q3 2014. The revenue per segment for UAS are 

increasing by 1% compared to last years and is due to a 

customer R&D that is increasing. The electrical vehicle 

have seen a decrease of 12% compared to last year, the 

oil price has impacted the number of products delivery 

due to a shift to substitutes with oil price low compared 

to last year. In term of gross margin the UAS operation 

increased by 4% for Q3 compared to last year that give 

the company comfortable margin with 43%. The gross 

margin for the electrical segment had decrease from 27% 

to 21% due to higher manufacturing cost and decline in 

sales. The SG&A have been steady year over year to 

account for 19% of the revenue. The company R&D had 

been increasing compared to last years to reach 13% 

compared to 8% a year ago. The operating margin are 

decrease from 12% of the revenue in 3Q 2014 to 8% for 

3Q 2015 

 

 

An increase of 50% of independent R&D 
 

The company R&D had been divided into three sections 

to support the core business. AVAV continue its 

internally funded R&D to be in a strength position 

regarding the emerging market where the level of 

adoption of UAS is increasing. The second interesting 

approach of the company is its customer funded R&D 

that was increasing significantly over the two previous 

quarters is a possible sign for the company especially 

when company is creating tailored need for their 

customer. The company will increase its internal funded 

R&D by over 50%. The company is in a moving phase 

when they have to allocate scarce resources to multiply 

high productivity activity. The cash position of the 

company is more than a third of its market capitalization 

and an increase number of international clients in AVAV 

portfolio makes the stock undervalued with the potential 

of increasing margin that are already at 43% and a 

guidance for the final year range between 250-270 

million by the management. The next two-quarter would 

be surpassingly attractive in term of contracts and in 
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technology advancement that would ultimately attract 

attention of individual investors and not only 

institutional investors. The investment represents a long-

term investment because of the lack of exposure due to 

classified program that are not providing enough 

advancement in term of innovation and the current 

analyst that do not deliver guidance publicly. 

 

Strong accounting position 

 

AVAV have currently $258 million in cash, short and 

long term investments and no debt makes the company 

to freely develop their R&D program and a potential 

share repurchase would send good signal to the market.  

 
AVAV had significant growth and profitability driven by 

technological innovation with consistent financial 

performance over the long-term, despite a turbulent 

environment 

 
 

Government program award in 2016  

 

A DARPA (Defense Advanced Research Projects 

Agency) program is intended to create the next 

generation of UAS. The TERN is a ship based with a 

vertical take-off and landing at medium altitude and a 

long endurance platform. Presently the company passed 

the phase 1 and was competing with five other 

companies and presently AVAV is competing with one 

company. The company is confident and has for 

objectives to be awarded for the phase III in 2016. The 

program develop new prototype military capabilities that 

create an asymmetric technological advantage and 

provide U.S. forces with decisive superiority and the 

ability to overwhelm their opponents. The objective is to 

provide or prevent strategic and tactical surprise with 

very high-payoff, high-risk development of revolutionary 

new platforms, weapons, critical technologies and 

systems, approaches addressing affordability, as well as 

rapid agile development. Currently AVAV is enrolled in 

the Phase III of DARPA program to fulfill its mission, 

the Agency relies on diverse performers to apply multi-

disciplinary approaches to both advance knowledge 

through basic research and create innovative 

technologies that address current practical problems 

through applied research 

 

Government program award in 2016  

 

A DARPA (Defense Advanced Research Projects 

Agency) program is intended to create the next 

generation of UAS. The TERN is a ship based with a 

vertical take-off and landing at medium altitude and a 

long endurance platform. Presently the company 

passed the phase 1 and was competing with five other 

companies and presently AVAV is competing with 

one company. The company is confident and has for 

objectives to be awarded for the phase III in 2016. 

The program develop new prototype military 

capabilities that create an asymmetric technological 

advantage and provide U.S. forces with decisive 

superiority and the ability to overwhelm their 

opponents. The objective is to provide or prevent 

strategic and tactical surprise with very high-payoff, 

high-risk development of revolutionary new 

platforms, weapons, critical technologies and systems, 

approaches addressing affordability, as well as rapid 

agile development. Currently AVAV is enrolled in the 

Phase III of DARPA program to fulfill its mission, 

the Agency relies on diverse performers to apply 

multi-disciplinary approaches to both advance 

knowledge through basic research and create 

innovative technologies that address current practical 

problems through applied research 

 

International market expansion 
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AeroVironment have more than 30 international UAS 

customers, most with additional procurement potential, 

and many other countries evaluating small UAS. 

 
 

Despite McKinsey; the ongoing dynamic growth of 

economies in Southeast Asia presents defense companies 

with significant opportunities. Following a sustained 

period of positive growth, many Southeast Asian 

countries are building up military capabilities, with an eye 

toward better protection of their assets, especially the 

shipping lanes, ports and maritime boundaries that are 

critical to exports and supply chains. They also seek to 

defend their territorial integrity in the context of a fast 

changing security landscape. While defense spending for 

the region is growing, the scale and pace varies 

significantly from country to country. Indonesia, for 

instance, has more than doubled its spending in the past 

5 years, whereas Cambodia and Laos are expanding their 

budgets more slowly.

 
The opportunity for AVAV are enormous in the South-

east area, Given vast coastline, countries will likely 

require more aircrafts with special mission capabilities in 

marine patrol, airborne early warning systems, and, 

Unmanned aerial vehicle (UAV) units under 

consideration with a strong focus on modernization for 

customers.   

 

The UAS market is underestimated 

The UAS business is not exclusively for military purpose; 

army is using UAS for targeting and decoy, the objective 

is to provide ground and aerial gunnery a target. The 

reconnaissance is a primordial objective to provide 

battlefield intelligence. The combat would provide attack 

capability for high-risk mission. The opportunities in the 

defense are enormous especially when we take in 

account the new challenge of war and all the implication 

it create for troops. 

 

 
 

The demand for civilian use of UAS has been 

increasingly growing. Federal agency such as Customs 

and Border Patrol (CBP) use UAS for anti-terrorism 

through aiding in identification and interception of 

terrorist but also of cross border illegal activity. The 

potential of UAS for strip mall, office building, industrial 

complex, theater, train derailments has to be taken into 

account when evaluating the potential of the business. 

Within the commercial industry UAS could help 

meaningfully agriculture and conservation activity. The 

objectives are to monetize the soil erosion, crops and 

flood plain research. In the agriculture business UAS 

have the capacity to disperse insecticide and seeding. The 

other benefit would be to geo coded three dimensional 

mapping and topography analysis for precise land use 

and management. The Real Estate could benefit from 

UAS technology by creating high definition video and 

photo imagery for promotional purposes that ordinary 
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use of cameras would not be able to mimic. Due to the 

flexibility of navigating a UAS, it is capable of capturing 

the intended target, which might otherwise require the 

costly operation and expertise of helicopter or imagery 

software. 

 
 

Puma AE a AVAV products is the first and only FAA 

restricted type certified UAS for commercial operations 

over U.S. land.  AeroVironment is providing first FAA 

approved commercial UAS services over American soil 

in Alaska for the petroleum company BP. There are 

market opportunities in oil & gas, agriculture, mining 

and other global industries. As both civil and commercial 

applications are expected to further develop UAS have 

the potential to become a major component of 

commercial aviation within the United States. Specifically 

for civil government and commercial operators, UAS are 

seen to be come great asset s to reduce work related risk 

s but also increase efficiency and effectiveness 

 

Conclusion 

The total UAV opportunity is expected to surpass US $7 

billion over the next 10 years, driven by increasing UAV 

demand and UAV procurement.  An increase in demand 

is expected in the HALE segment of UAV market. 

Degree of technical change will be very high in the UAS 

market in the coming years.  Latest innovation: Solar 

powered UAV have endurance of more than 300 hours. 

UAVs are in development for a number of future roles 

that could greatly expand their numbers o Military uses 

will include the delivery of food, medicine and other 

supplies for troops o Short or vertical takeoff and 

landing UAVs will prove useful in humanitarian aid 

missions. North America continues to be leading global 

UAV market with 60% - 70% followed by Asia Pacific 

and Europe with 20% and 16% respectively there has 

been a significant increase in demand for UAVs from 

emerging countries, currently used in more than 50 

countries. A substantial increase of new entrants in the 

UAV supply chain will occur over the next decade. UAS 

market is opening up many new opportunities from 

UAV pilots to electronics and cameras. AVAV is well 

aligned to deliver future growth performance focused on 

executing fiscal 2015 plan to drive long-term value with 

profitable growth through technology-based innovation; 

strong and balanced pipeline with multiple high-value 

market opportunities. The consistency of the financial 

performance, the differentiated solutions with industry 

leading positions across multiple markets and a solid 

track record of performance. 

 

 

 

 

Valuation 
 

 

The valuation of AVAV has been made using a 

proforma that is presented on the last page of this 

report. 

 

Revenue growth for FY2015 has been estimated at -

10%, FY2016 has been estimated at 10% in line with 

consensus estimations, and rapidly decremented by 2% 

year after year to a long term growth of 4% this growth 

is considered conservative regarding the company’s 

growth potential over next years and  according to its 

business remodeling and Investments in new businesses.  

 

Adjusted operating costs over revenues have been 

decreased from 92.4% for FY2014 to 80% by 0.5% 

increments. This increase is also conservative regarding 

the company’s initiatives put in place to gain in 

productivity and an increase in margin. 

 

All these assumptions are considered conservative 

regarding company’s potential and leads to a 1 year target 

price of $34.04, representing an upside potential of 

30.96% based on current market price.  
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