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As we look at aerospace and defense, we see this
market undergoing real change as the better
companies bring new technologies to this industry.
According to Weatherbie Capital, investors interested in
innovation might look to the Industrials sector for
unconventional growth opportunities. In our latest
podcast, Weatherbie Director of Research Josh
Bennett discusses the impact new technology and
government spending are having on aerospace and
defense.
ALEX BERNSTEIN: Hello. I’m Alex Bernstein and
you’re listening to the Alger Podcast: Investing in
Growth and Change. Weatherbie Capital, a subsidiary
of Alger, has been in the news recently for their style of
investing which focuses on searching for dominant,
sustainable growth in unusual and often mundane
places. One sector that Weatherbie believes investors
seeking innovation have overlooked is Industrials – and
aerospace and defense companies in particular. Here
with me to elaborate on that idea is Josh Bennett,
Senior Managing Director and Director of Research at
Weatherbie Capital. Josh, thanks so much for joining
me this afternoon.

a truly differentiated perspective on the companies
we’re looking at.
ALEX: You mentioned that, within Industrials, you’re
particularly looking at aerospace and defense
companies?
JOSH: As we look at aerospace and defense, we see
that market as undergoing real change right now. So,
we’re invested in a company in the commercial
aerospace side, half of the business is OEM or original
equipment manufacturing; they manufacture equipment
for aircraft. What’s truly unique about this business
however is they are the dominant player in producing
what are called PMA parts. So, PMA is a kind of
government standard that stands for parts manufacture
approval. This company takes OEM parts from major
suppliers that you would know the names of. They
shepherd them through the stringent FAA approval
process and then they offer those parts at a 30 to 50%
discount to the airlines. What does that do? It
essentially lowers the cost of the airline and yet they’re
equivalent quality or sometimes even better quality.
ALEX: I assume the testing for quality is paramount?

JOSH BENNETT: Thanks, Alex.
ALEX: You’ve mentioned that you’re particularly
interested in the Industrial space right now. Can you
tell us why you’re so focused on this sector?
JOSH: Sure. At Weatherbie, we think the best
opportunity to add real value as we’re investing our
client assets is to focus on areas where we’re seeing
dynamic change. And we feel like when you look at the
industrial sector, in many portions of that sector, it’s
been pretty stagnant. Technology, and therefore
change, has been later in coming to that industry. That
said, when we think about a group outside of traditional
healthcare and technology - though we do that as well if we can take our research skills and apply it to an
industry like the industrial sector, that we can really get

JOSH: Yes. The FAA tests these parts to the point of
destruction; to the point of failure. And as I mentioned,
these parts need to be equivalent or better. Quite often
the parts that this company is producing are actually
better than the OEM standard. And these can be
anything from critical engine parts of the aircraft, but it
could also be something as simple as a tray table that
folds down in front of you. Believe it or not that needs
to go through the FAA approval process in the same
way that an engine fan blade would need to go
through. So, it’s an important pipeline that you have to
get through to get approved.
ALEX: So, for a company like this, what’s your
threshold moment when you say, “we’ve got to get this
into the portfolio”?
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JOSH: It probably came down to the visit at the
headquarters. When I had the opportunity to actually
tour one of their production facilities and meet with the
operating has become the leading player in that.
managers and understand in more detail what the
process is of taking apart, doing a laser scan for
example, understanding the kind of dimensions of the
products, the real engineering of the metallurgy behind
the product. These products were made to not be easily
replicated by the OEMs. So it’s not easy to do what
they do. To get it through FAA approval is incredibly
complex to manage. And this company has become the
leading player in that.
ALEX: And the parts this company is making are in
wide use?
JOSH: Oh, yes, yes. Nearly every major airline is now
flying aircraft with their parts on them. And you wouldn’t
know the difference. I’ve flown on those aircraft and you
have too.

per piece, and therefore keeping the highly trained and
expensive pilot safely where they need to be. So, it’s an
incredibly effective way to use technology and doing
that at a fraction of the cost.
ALEX: Do you think this is following a particular trend in
government spending, right now?
JOSH: Yes. Absolutely. Trends in defense spending
tend to follow over long periods of time the perceived
threat level. The reality is, whether it’s Republican or
Democrat in the Presidency or in the House and
Senate, today the perceived threat level is higher than it
is has been in quite some time. And what’s maybe even
more important there is it’s the perception of what’s
called “near peer threats.” That kind of raises the
volume on the need for defense spending. Right now is
a good time to be not just investing for the protection of
citizens, but also to be thinking ahead for what could
come next.
ALEX: And how did you find this company?

ALEX: You also mentioned defense investing. Can you
talk a little about that?
JOSH: Sure. On the defense side, research and
development spending and investment spending has
been under pressure for quite some time. And over the
last two or three years, for the first time we’ve seen an
inflection point and we’re seeing defense spending free
up. And what that means is you have more funds
turning from appropriation into actual spend and the
companies that we invest in on the growth side are
beneficiaries of that increased spend.
ALEX: Can you give us an example?
JOSH: We’re invested in a company that is leading the
way in what are called tactical, unmanned, aerial
vehicles, which are also called UAVs for short. What’s
unique is that these tactical UAVs are designed to fly in
contested airspace. So, most so-called drones, up until
this point, either fly way above the contested airspace,
or they would be limited range units that are primarily
used for surveillance, near the ground. What this
means is incredible savings for the government. An F35 Lightning, one of the top fighter aircraft that are out
there, costs anywhere between $95 and $125 million
roughly to produce. These tactical UAVs, which can
accomplish many of the same missions that the F-35
Lightning can, can be produced for less than five million
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JOSH: When I met this company, frankly it was a
company that I hadn’t planned on meeting when I first
showed up. But I knew that they were in the aerospace
and defense sector, and I knew they had something to
do with UAVs. As I questioned management and really
dug into their business, I left saying this might actually
be an interesting investment opportunity, but it’s going
to require more work. So then I dove into the work of
understanding the current UAV landscape, the current
budget backdrop for UAVs, the trends in overall defense
budget, and then this company’s competitive position
within the defense space. And then as I thought more
about this business and modeled it out, it seemed like
there was potential and opportunity here that Wall Street
was not fully understanding and not fully grasping.
ALEX: In a recent interview for Investment News, you
made a comment that I thought was very
compelling. You said that, at Weatherbie, you don’t
simply approach companies as investors, but as actual
owners.
JOSH: Mm-hmm.
ALEX: Can you talk about that?
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JOSH: Yes, I wouldn’t say that I coined that phrase, but
the way we think about it at Weatherbie, is we’re not
putting all this hard work into searching for these
dynamic companies simply to get in and out of trades on
behalf of our clients. We don’t think about trading.
We’re going very deep in our research. And we’re
working incredibly hard to understand the underlying
drivers of growth and profitability for each and every one
of those businesses in the Weatherbie 50. So, we don’t
get sidetracked by what happened last month, or what’s
going to happen next month or even next quarter. We
pay attention to that if it’s relevant to our thesis. But we
want to think like owners. We’re looking out three to
five years instead of three to five months. And we’re
trying to understand, “Is this a good business? Is this
growth really sustainable? And what would we pay for
this business if we were going to go out and buy the
whole thing?” That’s a very different mentality than if
you're going in trying to say, “can I make a quick buck
on this thing because the quarter is likely to surpass
expectations?” It’s just a very different mentality. We
are truly picking apart the business and trying to put on
an owner’s hat.
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When you have the opportunity to get to the company
headquarters or to a local site and meet the operating
managers, as I did, of an aerospace company or a
defense facility, that’s when you really get to see the
people who are doing the hard work, and that’s where
you begin to understand more of an ownership or an
owner’s mentality toward a business.
ALEX: Josh, thanks so much for speaking with us
today.
JOSH: Thanks Alex. It’s been great talking to
you. Thank you.
ALEX: And thank you for listening. For more
information on Weatherbie and the Weatherbie
Specialized Growth Strategy, please
visit www.alger.com.
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DISCLOSURE

The views expressed are the views of Fred Alger Management, Inc.
and Alger Management Ltd. (together with their affiliated entities
“Alger”) as of July, 2019. Alger has used sources of information
which it believes to be reliable; however, this publication is not
intended to be and does not constitute investment advice. These
views are subject to change at any time and they do not guarantee
the future performance of the markets, any security, or any funds
managed by Alger.
Risk Disclosures: Investing in the stock market involves risks, and
may not be suitable for all investors. Growth stocks tend to be more
volatile than other stocks as their prices tend to be higher in relation
to their companies’ earnings and may be more sensitive to market,
political, and economic developments. Technology companies may
be significantly affected by competition, innovation, regulation, and
product obsolescence, and may be more volatile than the securities
of other companies. Investors whose reference currency differs
from that in which the underlying assets are invested may be
subject to exchange rate movements that alter the value of their
investments.

under the FSMA for the protection of retail clients do not apply, and
compensation under the United Kingdom Financial Services
Compensation Scheme will not be available.

Important Information for US Investors:
This material must be accompanied by the most recent fund fact
sheet(s) if used in connection with the sale of mutual fund shares.
Fred Alger & Company, Incorporated serves as distributor of the
Alger mutual funds.

Alger Management, Ltd. (company house number 8634056,
domiciled at 78 Brook Street, London W1K 5EF, UK) is authorised
and regulated by the Financial Conduct Authority, for the distribution
of regulated financial products and services. FAM and/or
Weatherbie Capital, LLC, U.S. registered investment advisors, serve
as sub-portfolio manager to financial products distributed by Alger
Management, Ltd.

Important Information for UK Investors:
The distribution of this material in the United Kingdom is restricted
by law. Accordingly, this material is provided only for and is directed
only at persons in the United Kingdom reasonably believed to be of
a kind to whom such promotions may be communicated by an
unauthorized person pursuant to an exemption under the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005
(the “FPO”). Such persons include: (a) persons having professional
experience in matters relating to investments and (b) high net worth
bodies corporate, partnerships, unincorporated associations, trusts,
etc. falling within Article 49 of the FPO. Most of the rules made

Important Information for UK and EU Investors:
This material is directed at investment professionals and qualified
investors (as defined by MiFID/FCA regulations). It is for information
purposes only and has been prepared and is made available for the
benefit investors. This material does not constitute an offer or
solicitation to any person in any jurisdiction in which it is not
authorised or permitted, or to anyone who would be an unlawful
recipient, and is only intended for use by original recipients and
addressees. The original recipient is solely responsible for any
actions in further distributing this material and should be satisfied in
doing so that there is no breach of local legislation or regulation.
Certain products may be subject to restrictions with regard to certain
persons or in certain countries under national regulations applicable
to such persons or countries.

Fred Alger & Company, Incorporated is not an authorized person for
the purposes of the Financial Services and Markets Act 2000 of the
United Kingdom (“FSMA”) and this material has not been approved
by an authorized person for the purposes of Section 21(2)(b) of the
FSMA.
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