
 

26 June 2017 
Due to press speculation over the weekend, Ultra has issued a statement 

that indicates advanced discussions with respect to the possible purchase 

of the NYSE-listed Sparton Corporation. Given the nature of the 

established relationship with Sparton, together with Ultra management’s 

track record, we would expect the terms of any deal to limit execution risk. 

Year end 
Revenue 

(£m) 
PBT* 
(£m) 

EPS* 
(p) 

DPS 
(p) 

P/E 
(x) 

Yield 
(%) 

12/15 726.3 112.4 123.9 46.1 16.4 2.3 

12/16 785.8 120.1 134.6 47.8 15.1 2.4 

12/17e 812.8 121.4 134.7 49.5 15.1 2.4 

12/18e 852.8 130.2 144.5 52.0 14.1 2.6 

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles, 
exceptional items and share-based payments. 

Sparton is believed to have been in a sales process, and Ultra has been its joint 

venture partner in the US sonobuoy supplier ERAPSCO since 1987. Sparton was 

capitalised at $181m at Friday’s close of $18.34 per share and had net debt of 

$86m as of 2 April 2017. Ultra would finance any acquisition through its own 

facilities and an equity placing of up to 9.99%. Following acquisition, it would sell 

the lower-margin contract manufacturing activity (MDS) that accounts for two-thirds 

of Sparton’s revenues. As a result, Ultra would preserve the medium-term through 

cycle cash conversion target of 85% and the prudent net debt/EBITDA target ratio 

of below 1.5x. 

Ultra would retain the Engineered Components & Products (ECP) segment, which 

in the year ended 3 July 2016 generated sales of $154.6m, with a gross margin of 

29.3% and operating profits of $25.9m, a 16.7% margin. Over 60% of sales were 

from supplying sonobuoys to the US Navy. As at 2 April 2017, ECP’s backlog stood 

at $124m of which $112m was for sonobuoys. Under the existing five-year indefinite 

delivery indefinite quantity (IDIQ) contract that runs until 2019, in FY18 a further 

$160m of sonobuoy purchase contracts are expected to be placed by the US Navy. 

Sonobuoys are Ultra’s original core. Its leading technological expertise and 

experience, together with the longstanding joint venture, make a compelling case 

both for the acquisition and for governmental approval, in our view. 
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Disclaimer 

Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector 
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US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by 
the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244]. www.edisongroup.com 
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represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This 
research is issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States 
by Edison US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition 
of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about 
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be 
construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or 
attempt to effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and 
habitual investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, 
subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any 
securities mentioned or in the topic of this document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence 
of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any 
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any 
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of secur ities mentioned in this report can fall as 
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not 
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, 
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. 
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or 
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class 
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of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (“FTSE”) © FTSE 2017. “FTSE®” is a trade mark of the 
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