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Investment Highlights 
 
We recommend a Buy rating for Boeing Company (BA) 
based on a price target of $416.47, resulting in a margin 
of safety of 10% given April 19, 2018’s share price of 
$380. In addition to some key catalysts, our 
recommendation is driven by three long-term factors: 
 
•    Wide economic moat protects attractive margins and 
market position 
Boeing Company is a global market leader in the 
aerospace sector. The aerospace industry has a very 
high barrier to entry, which creates a competitive 
advantage for the company. Defense business is highly 
regulated and Boeing bolsters its economic moat via its 
institutionalized knowledge of contracting rules 
governing international and domestic defense 
procurement.  
 
•    Strong organic growth with great Industry Outlook 
According to Boeing, the long-term outlook for the 
industry continues to remain positive due to the 
fundamental drivers of air travel growth: economic 
growth and the increasing propensity to travel due to 
increased trade, globalization, and improved airline 
services driven by liberalization of air traffic rights 
between countries. BA's 20-year forecast projects a 
long-term average growth rate of 4.7% per year for 
passenger traffic and 4.2% for cargo traffic. Based on 
long-term global economic growth projections of 2.8% 
average annual GDP growth, Boeing projects a $6.3 
trillion market for approximately 42,700 new airplanes 
over the next 20 years. 
 
•    Healthy Backlog order signal strong revenue growth 
The total backlog rose to $491 billion in 2018, with 
Commercial Airplanes accounting for $412 billion and 
nearly 5,900 jetliners-worth about seven years of 
production. Boeing remains in a strong position to be 
competitive across addressable commercial airplane 
markets. The strong backlog provides growth 
opportunity for future revenue. 

The Boeing Company (NYSE: BA)   
Sector: Industrials 
 

Purchase Price Current Price Target Price 52 Week Range Market Cap P/E Beta 
Dividend 

Yield 

 $329  $380.07  $416.47 $292.47-$446.01 $214.54Bn 21.29x 1.33 2.16% 

 

   Figure 1:  Stock Return Comparison 

Figure 2:    Current Product 
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Business Description 
 
Boeing Company is a global market leader in the design, 
development, manufacture, sale, service and support of 
commercial jetliners, military aircraft, satellites, missile defense, 
human space flight and launch systems and services. It is one of 
the two major manufacturers of 100+ seat airplanes for the 
worldwide commercial airline industry and one of the largest 
defense contractors in the U.S. While the company’s principal 
operations are in the U.S. which contributes 44.2% of the total 
revenue, the company conduct operations in an expanding 
number of countries and rely on an extensive network of non-
U.S. partners, key suppliers and subcontractors. 

Business Strength - Porter's Five Forces 

The aircraft production industry is heavily regulated. Creating an 
airplane is very costly and incredibly lengthy. Supplier power is 
low. Boeing outsources components from over 100 firms and the 
bargaining power is high due to large economic scale. Buyer 
power is low, due to strong demand for aircraft and the long-
term contract for purchasing aircraft. This leads to low bargaining 
power and a high switching cost. Substitutes are mild, given the 
current advancement on bullet trains and cars, short-range air 
travel might be overestimated, however, the advantage for 
Boeing is large aircraft for longer range travel. The substitution in 
this arena is low. Industry Rivalry competition is high, two 
industry leaders (Boeing and Airbus) are highly competitive 
online of quality and innovation.  

Business Segments  

The company operates in four reportable segments: Commercial 
Airplanes (BCA); Defense, Space & Security (BDS); Global Services 
(BGS); Boeing Capital (BCC). 
BCA is committed to be the leader in commercial aviation by 
offering airplanes and services that deliver superior design, 
efficiency and value to customers around the world. The revenue 
in the BCA segment accounts for 65% of the total revenue. BDS 
integrates its resources in defense, intelligence, communications, 
security, space and services to deliver capability-driven solutions 
to customers at reduced costs. The revenue in this segment 
accounts for 13% of total revenue. BDS strategy is to leverage 
core businesses to capture key next-generation programs while 
expanding presence in adjacent and international markets, 
underscored by an intense focus on growth and productivity. BGS 
provides support for commercial and defense through innovative, 
comprehensive, and cost-competitive product and service 
solutions. This segment contributes 21% of the total revenue. 
BCC facilitates, arranges, structures and provides selective 
financing solutions for Boeing customer and contributes to 1% of 
the total revenue. 
 

Figure 5:      Porter's Five Forces 

 
 

Figure 6: Historical Revenue by Aircraft Program 
(Millions) 

Figure 3:      Revenue by Segment (in 2018) 

 Figure 4:      Revenue by Geography (in 2018) 
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Industry Outlook 
We hold an overall positive outlook for the Aerospace and 
Defense sector. This is mostly supported by robust air travel 
growth and positive defense budget outlook. 

Robust Commercial Aircraft Demand 

 Largely driven by rising in the middle class and robust demand 
for air travel. The average backlog orders for the single-aisle 
twin-engine aircraft (the most popular aircraft) was about 8-9 
years production. Due to strong globalization and urbanization, 
air travel demand is supported both developed markets and 
emerging markets. In the US and other developed nations, 
airlines continue to replace older and less efficient aircraft with 
the new one (Average aircraft lifespan: 15-20 years). In under-
flown markets, airlines are increasing their fleet size and 
aggressively gain market share. In addition, market liberalization 
and better regulatory environment are also a growth 
contributor.  More route entries, lower pricing and higher 
service capability after a broad scale of airport infrastructure 
development have accelerated growth in air travel. The overall 
commercial aircraft market is worth about $6.3trilion and 
growing at 6.5% for the last five years, which exceed its long-
term average of 5%. 

Stable Defense and Security Spending  

As Air Force aircraft ages, the cost of operation increases. U.S. 
U.S. Air Force has been one of the most important segments in 
Defense Budget. Although It is impossible to predict the future 
Defense Budget trend, as current fighter jets getting older, it 
becomes less efficient and drives more demand for newer and 
technological advanced fighter jets. We believe this segment of 
the industry will continue to grow moderately in the next ten 
years. As the defense export growth number in the past 5 years 
suggests, this will continue to drive growth in the sector. 

Investment summary 
Boeing is the leader in the aircraft market and has positioned 
itself to be sustainable and dominant for many years to come. It 
is brand loyalty, product portfolio, and business model make it a 
sound long-term investment. 
In addition to this, some catalysts will also strengthen Boeing. 

Strong Backlog in track record  

The total backlog rose to $491 billion in 2018, with Commercial 
Airplanes accounting for nearly 5,900 jetliners-worth about 
seven years of production. Backlogs in each segment increased 
in2018. BCA total backlog of $412,307 million at December 31, 
2018 increased from $410,986 million at December 31, 2017. 
BGS total backlog of $21,008 million at December 31, 2018 
 

Figure 7:    Historical Backlog (in Millions) 

Figure 8:                 BCA Backlog 

Figure 10:     Financial Highlights (in Millions) 

Figure 9:  Propensity to Travel 
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  increased from $410,986 million at December 31, 2017. BGS total 
backlog of $21,008 million at December 31, 2018, increased by 7% 
from $19,605 million at December 31, 2017. BDS total backlog of 
$57,166 million at December 31, 2018, increased by 30% from 
$44,049 million at December 31, 2017. Boeing remains in a strong 
position to be competitive across addressable commercial airplane 
markets. The strong backlog provides growth opportunity for 
future revenue. 

Won key defense franchises and solid on-going orders 

The company won 893 Commercial Airplanes net orders and 
delivered a record 806 Commercial Airplanes in 2018, maintaining 
market share lead for the seventh consecutive year. Offering 
strong portfolio growth, Defense, Space & Security secured wins 
for the T-X trainer, MQ-25 and MH-139. The T-X Trainer program 
and MQ-25 contract are valued at $12B. Booked $36 billion of new 
Defense, Space and Security orders for a backlog of $57 billion, 30 
percent of which came from international customers. 

Healthy Business and Sustainable Long-term Growth Strategy 

Revenue in 2018 was a record $101.1 billion—the first time the 
company has reported annual revenue of more than $100 
billion. Reflecting strong performance and solid deliveries, core 
earnings per share of $16.01, core operating earnings of $10.7 
billion and operating cash flow of $15.3 billion were all 
company records in 2018. Based on strong cash generation and 
confidence in the company’s outlook, the board of directors in 
December increased the quarterly dividend per share by 20 
percent and replaced the existing share repurchase program 
with a new $20 billion authorization. The dividend has 
increased more than 180 percent over the past five years; while 
nearly $28 billion has been invested in key areas to support 
sustainable growth. The company increased operating cash 
flow to a record $15.3 billion and maintained cash and 
marketable securities of $8.6 billion, providing strong liquidity. 
The strong cash flow reflects a healthy business. 
 

Figure 11: Initial DCF Valuation  

Figure 12: Initial EV/EBITDA Multiple Valuation  

Figure 13: Changes in assumptions after Q4 2018 

Figure 14: Changes in assumptions after 737 MAX      
crash 
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Valuation 
Boeing was purchased at $329 for 67 shares which are 5% of our portfolio on Nov 19, 2018. We sold 34 shares which 
are half of the position on Mar 13, 2019 to reduce the investment risk related to the 737 MAX crash. Our valuation 
model was updated twice to reflect the Q4 2018 earning call and the 737 MAX crash and are described below.  

Initial Valuation Model (Figure 11,12) 

We made Bull, Base and Bear case assumptions. Then we took 25%, 50%, 25% probability respectively to get these 
assumptions: Revenue growth for 2018 is 7%, 6% in 2019, 7% in 2020, 4% in 2021-2022, 3% in 2023%. The tax rate 
is assumed to be 19%. CAPEX is 2% in 2018 and 2023. WACC is 8.5% and Exit EBITDA multiple is 16.4. Terminal growth 
is 3.7%. Based on these assumptions, we arrived at the target price of $469.28 and $433.64 using the perpetuity 
growth method and the terminal EBITDA method respectively. With 10% weight to DCF and 90% weight to EBITDA 
method, this is because we believe the high volatility in FCF leads to less credibility in the DCF method. In the end, 
we arrived at the target price of $437.2 with 18% Margin of safety. 

Valuation Update after Q4 2018 earning call (Figure 13) 

After the Q4 2018 earnings call, we made changes in our valuation model which is consistent with the management 
team’s outlook. For revenue growth rate, the initial model has an estimation at 6.5% for 2018, 6% for 2019. Our 
revised model has increased the estimation for 2019 at 8.5%. According to the Q4 result, revenue had 8% growth in 
2018 and the guidance for 2019 revenue growth is 8.28% to 10.26%. For the tax rate, our initial model has an 
estimation at 19%. Our Revised model has an estimation of 16%. For WACC, our initial model is 8.5%. Our revised 
model is 9%, which is changed according to the lower tax rate. Our new target price after the earnings call is $453.31. 

Valuation Update after the 737 MAX crash (Figure 14) 

After the 737- Max crash, we sold half of the Boeing position to reduce our risk exposure to the stock. And with 
more information coming out, we changed our valuation again. The new valuation model takes the crash related 
cost which includes revenue reduction, compensation cost and software fix cost into consideration. Our new target 
price is $416.47 with a 10% margin of safety (compared with the price on April 19, 2019) 

$370.00 
$334.39 

$372.05 

$339.61 

$542.79 

$354.25 

 $-

 $100

 $200

 $300

 $400

 $500

 $600

 $700

 $800

P/E EV/EBITDA

Implied Share Price Range

Figure 15: Relative Valuation 



 
 

Page 7 of 12 pages 
 

 

Financial Highlights 

Over the last five years, Boeing has repurchased more than 
205 million shares and increased the dividend by more than 
180%. At the same time, the company has invested nearly 
$35 billion in key strategic areas of the business to support 
long-term growth sustainability, for its customers and 
shareholders. The company remains committed to execute 
on balanced cash deployment strategy going forward. 
 
In Figure 15, we calculate the cumulative 5-year total 
shareholders return for Boeing, S&P 500 Aerospace & 
Defense sector and S&P 500 index assuming $100 invested in 
2013. The shareholders return from Boeing is much larger 
than the returns from the S&P 500 Aerospace & Defense 
sector and S&P 500 index in recent years. The dividend per 
share has a very sustainable growth rate in the past five 
years. 
All of these are consistent with the company’s long term 
growth strategy. 
 

Investment Risks 
Execution Risk and Aircraft Risk 

Just like any innovative companies, as BA develop new flight 
technology and newer aircraft models, it requires a rigorous 
certification process. Failure to pass or unsuccessful design 
could lead to a significant loss in operating income and 
branding quality. As an example, two most recent crashes are 
all related to an anti-stall mechanism (MCAS) which was 
triggered by an erroneous sensor reading (Angle of Attack). 
This caused two catastrophic air crashes in Indonesia and 
Ethiopia. These series of the event are both related to 
Boeing’s new designed model 737-Max. Despite the effort, 
the company is trying to update the software and restore a 
“safe” branding. The plane was grounded internationally and 
remained unclear when the updated plane will be safely back 
to service. This cause the stock price felled 18% and the 
management halted their 2019 guidance. This is just an 
example of the underlying risk involved in BA. We believe it is 
extremely important to continue to analyze their track of 
record and closer analyze their safety culture.  

Trade disputes 

The recent trade disputes led by current U.S. officials have 
threatened most of U.S. net exporting companies. 
Notwithstanding, BA is a net exporter for aircraft. As of April 
25th, the retaliating countries to U.S. tariff threat has not 
included commercial aircraft in the list. But any escalation 
could threat BA’s financial performance.  
 

Figure 16: Comparison of cumulative 5-year 
Total Shareholders return 
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Figure 17:   Dividend per Share Growth Rate 

Figure 18:   Impact on Q1 Earning Result 
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 Conclusion 
In summary, both from a qualitative and quantitative 
perspective, the Boeing Company is a great business 
and currently trading below their intrinsic value. We 
believe this investment is consistent with our 
investment philosophy and we are confident that 
adding this investment in our portfolio will help us to 
achieve our objective of outperforming the S&P500 
benchmark over a 10-year investment horizon. We 
think the growth in this company is supported by a 
positive industry outlook, the financial performance in 
the past years shows strength to overcome this difficult 
time. We are not changing our initial conclusion back in 
November 2018. Despite the looming threat of 
continuing grounding of 737-Max, we think the current 
market valuation make this an even more attractive 
investment and BA is able to overcome through this 
disaster even safer and resilient to future challenges. 
Given the tight backlog orders among aircraft 
manufacturers, and contractual obligations airlines 
carriers have on in their pre-orders. We think the short-
term disruptions in their deliver rate will fade away 
very quickly as the updated jets are approved to be safe 
to fly.       

Figure 19: Industry Peers in Net Income (In Million) 
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Appendix 
Management Team 
 
Boeing’s management team is composed of individuals with a wide range of experience in the industrials 
sector. The team recognize that the long-term interests of the company are advanced when they are 
responsive to the concerns of communities, customers, employees, public officials, shareholders and 
suppliers.  
 

 
 

Environment & Society & Governance 
 

 
Boeing’s environment strategy is guided by a comprehensive review and assessment of the most significant 
environmental challenges, including climate change risks and opportunities.  

 

 

 
In 2018, Boeing and its employees and retirees 
invested a record $284 million—more than $100 
million than the year before—plus thousands of 
employee volunteer hours to improve lives and 
communities where we live and work globally. 
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Valuation from a derivation of LBO Model 
 

 
 

 

 

Comparable Company Model 
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Discounted Cash Flow Valuation-Base Case 
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