
 

 

We Have Liftoff 
Despite large expectations from investors, Kratos has continued to 

perform strongly and stick to its growth agenda. Kratos’ growing role in 

hypersonics and drones will the company in its overall growth beyond 

its current role in the industry. We initiate KTOS with a BUY rating and a 

12-month price target of $110. 

Thesis Point 1  
We believe Kratos has strong position in the defense sector through its interactions 

with larger companies, like GE Aerospace, where they have signed a formal teaming 

agreement. This is mentioned as part of its business strategy. They specialize in one 

of the fastest-growing defense spending categories- unmanned systems- which is 

expected to grow around 8-11% CAGR in the next decade. They are looking focus on 

this trend and continue to collaborating with other companies to drive growth.  

Thesis Point 2  

Kratos has a cost-effective model with strong long-term growth potential. They 

discuss affordability as a core part of their strategy and look to find the most efficient 

solutions. Even though they are considered a smaller player, with a market cap of 

around $16 billion, they are well known for their ability to produce cost-effective 

defense strategies. On top of this, they are recognized as a leader in unmanned 

systems and continue to leverage this detail, especially with the XQ-58A Valkyrie. 

They continue to look for opportunities to continue to grow out of this smaller role 

through improved infrastructure plans and continued negotiations with giants within 

the defense industry. 

Company Overview   

Kratos, ticker KTOS, is a defense company that specializes in unmanned systems, 

space and satellite communications, missile defense, hypersonic systems, and 

training solutions. They were founded in 1994 in California and focused on 

developing affordable defense that could help the US government. They are 

different from other defense contractors in that they look at cost-efficient 

technology and have a niche spot within the defense sector, along with being 

known for their ability to create cost-effective UAVs. They have a smaller market 

cap of around $16 billion, compared to industry giant Lockheed Martin, whose 

market cap is around $118 billion. Unlike larger defense contractors, Kratos targets 

niche programs where low-cost and quick deployment systems give it a 

competitive edge. They mainly gain revenue through contracts with the US 

Department of Defense. Their history of being involved with government contracts 

benefits them as the US defense budget for unmanned and autonomous systems is 

projected to rise 7.6-12.2%. This increasing demand makes the potential for growth 

promising for the company.  
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TICKER:                       $KTOS   

RATING:                                                               BUY 

PRICE:      $93.46    

PRICE TARGET:                   $110.00 

MARKET CAP:                                      $15bn 

52-W RANGE:               $22 - $113 

P/E:          162x  

IMPLIED UPSIDE:         24% 
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Risk 1  

Risks for this stock are dependent on the government and the industry in general. The 

United States is known for maintaining a strong military, but decreased spending can 

hurt this stock and decrease its price. A change in fiscal policies or government 

entities can be sudden and cause a negative change to this stock. Creating such 

high-stakes products also comes with high expectations, so mistakes can be costly. 

On top of this, while the majority party running Congress can be an advantage, it can 

also be a risk as Democrats trend towards less defense spending. 

Risk 2  

Dependency on winning contracts is also a large risk. As mentioned before, winning 

contracts can be a catalyst but also a risk. Not winning bids on contracts for long 

periods of time without government work can be detrimental. This means they must 

constantly stay competitive and keep up with government events to stay in the loop 

on the best way to win a contract. Again, this is a simple concept, but vital to stay on 

top of it.  

Catalysts 

 Catalysts for this stock to move closer to our desired price include increased 

geopolitical tensions and alliances with countries involved in conflict. With the 

current Republican administration and majority party in control, they are 

comfortable with defense spending. These two events are a promising combination 

to push the growth of this stock close to or even beyond our target price. On top of 

this, increased innovation and the integration of AI into this industry create a 

promising outlook. Another major catalyst comes somewhat often; this is winning a 

contract over a competitor, which is simple yet vital.  

Valuation  

 

Our base case valuation assumes a 130x multiple, which appears extremely high, 

but aligns with consensus at this point. While this is a stretched multiple, it is 

justified by explosive growth within the past year and continued efforts towards 

expansion. We project EBIT margins to come back down towards the 10% range 

after skyrocketing past 30%. 

Conclusion 

We rate KTOS as a buy as we expect consistent growth even after its extremely strong 

performance this past year. Their continued efforts to provide cost-effective defense 

solutions and push to win vital contracts are the key to continued success. Our price 

target of $110 implies around a 23% growth from the current price.   
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Weighted Average Cost of Capital ($mm) 

Market Risk Premium  4.33% 

Beta  1.13  

Risk Free Rate  4.39% 

Cost of Equity   9.12% 

Weighted Average Cost of Debt 5.77% 

Tax Rate  25.00% 

Cost of Debt   0.08% 

Total Equity  $15,229  

Total Debt  ($494)  

Equity/Total Capitalization 98.14% 

Debt/Total Capitalization 1.86% 

WACC   9.20% B
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Downside Case: Our downside case applies a 100x 

multiple. This could be a drought of contracts or 

changes in fiscal policy to be more frugal. Revenue 

growth slows to 5% by 2030 and yields an $80 

price target. 

Upside Case: Our upside case applies a 160x 

multiple driven by massive contract deals and 

continued infrastructure growth and innovations. 

Revenue grows to 9% by 2030, yielding a $120 

price target. 

Disclosures and Ratings: Bluegrass Capital Research does not hold any professional relationships with the securities mentioned in this 

report. Our ratings are defined as follows: Buy (expected to outperform the market), Hold (expected to perform in line with the market), and 

Sell (expected to underperform the market), typically over a 12-month horizon. This report is for educational and informational purposes only 

and should not be considered as financial advice. 


