
 
 
                                                            

                              

 

 

 

Research on Textron (1/21/19) 

 

Description: Operates in the aircraft, defense, industrial, and finance businesses worldwide and 

was founded in 1923 with HQ in Providence, Rhode Island. The company has 4 units: 

• Textron's Aviation segment manufactures and sells business jets, turboprop and piston 

engine aircraft, and military trainer and defense aircraft; and commercial parts, as well 

as provides maintenance, inspection, and repair services. Its Bell segment provides 

military and commercial helicopters, tiltrotor aircraft, and related spare parts and 

services. 

• Textron's Systems segment offers unmanned, marine, and land systems; simulation, 

training, and other defense and aviation mission support products and systems; 

airborne and ground-based sensors and surveillance systems, and protection systems; 

advanced precision guided weapons systems; armored vehicles, turrets, and related 

subsystems, as well as marine craft; test equipment and electronic warfare test, and 

training solutions; piston aircraft engines; and intelligence software solutions. This 

segment also designs, develops, manufactures, installs, and maintains full flight 

simulators; and offers logistical support and supply chain services. 

• Textron's Industrial segment offers blow-molded plastic fuel systems; catalytic reduction 

systems; plastic bottles and containers; golf cars, off-road utility and light transportation 

vehicles, recreational and all-terrain vehicles, snowmobiles, aviation ground support 

equipment, professional turf-maintenance equipment, and turf-care vehicles; and 

powered equipment, electrical test and measurement instruments, mechanical and 

hydraulic tools, cable connectors, fiber optic assemblies, underground and aerial 

transmission and distribution products, and power utility products for construction, 

maintenance, telecommunications, data communications, electrical, utility, and 

plumbing industries. 



 
 

• Textron's Finance segment provides financing to purchase new and pre-owned aircraft 

and helicopters. 

 

Ticker: TXT 

Price: $49.40 

Market Cap: $12B 

Performance: 2018 it fell -18.62% and YTD is up +7.41% 

 

Analysis: 

The company reports their Q4 numbers on Jan 24th, so we will have to base our analysis off the 

Q3 numbers for now. Put simply, Q3 was fairly disappointing for TXT. 

 

They posted Q3 Non-GAAP EPS of $0.61 missing estimates by $0.15 on revenue of $3.2B (-8.0% 

Y/Y) missing by $310M. 

• Sales by segment 

o Aviation rev fell -2% with Bell revs down -5% (Textron Aviation delivered 41 jets, 

flat with last year, and 43 commercial turboprops, down from 57 last year.) 

o Systems rev plummeted -23% 

o Industrial -10% (largely related to the divestiture of the Tools & Test product 

line) 

o Finance rev fell 16.7% 

• The company also returned $468M to shareholders through share repurchases, 

compared to $122M a year earlier 

• Outlook for 2018: Full-year adjusted EPS guidance narrowed to $3.20-$3.30 per share. 

Full-year cash flow guidance reaffirmed at $750M- $850M. 

 

TXT has been busy moving pieces around in 2018. They announced in December they will 

acquire the Scientific Imaging businesses of Roper for $225M in cash which includes Princeton 

Instruments, Photometrics and Lumenera, as well as other brands. Like we mentioned above 

the company also completed the sale of its tools and test businesses and brands to Emerson for 

$810M in cash back in July. Overall, their business growth hasn't been that great as of late. 

 



 
 

Now there’s something interesting in the works for TXT that must be highlighted. Uber plans to 

roll out air vehicles, which will look like a cross between a helicopter and a giant drone, by 2023 

and they have chosen Textron's Bell division to partner with, and called it a "major step" in its 

push to creating "an on-demand Uber Air network." The vehicle is known as Bell Nexus and it 

uses hybrid-electric propulsion to power efficient air travel. While this is 4 years out from now it 

does give investors something to look forward to. This is also a pretty big differentiator for the 

company when compared to the competitors we named. Will Uber Air actually be successful? 

At this point it is tough to say but for starters companies like Blade and JetSmarter have a 

$150M and $1.5B valuation, respectively. 

 

Bell Nexus at CES 2019 

                  

                  



 
 

Bell said at the show last week that the Nexus on display is a non-flying mock-up, but a real one 

is reportedly under way at Bell headquarters in Texas, with flight testing said to start in 2023 . 

The Nexus is said to weigh 6500 pounds, will fit on a typical 40-foot by 40-foot helicopter 

landing pad and Bell representatives said the craft will have range of 150 miles and be able to 

fly that far in an hour. Bell also announced a particularly aggressive roadmap aiming for the cost 

to eventually be 50 cents a mile. 

 

Let's take a look at the fundamentals for TXT with the chart below: 

 TXT LMT RTN TER 

P/E  14.7x 27.0x 19.3x 35.9x 

Forward P/E 14.9x 15.0x 14.5x 15.4x 

P/S 0.8x 1.5x 1.8x 3.2x 

Forward P/S 0.8x 1.5x 1.6x 3.0x 

PEG 1.2x 1.3x 1.1x 1.4x 

Rev Growth 
(Recent Quarter) 

-8.0% +16.0% +8.4% +12.7% 

Dividend Yield 0.16% 3.11% 2.1% 0.98% 

 

If we look at the chart, we’ll see that TXT, for the most part, is the cheaper name as it trades at 

discount to its peers (Lockheed Martin, Raytheon, and Teradyne) on both P/E and P/S. The 

catch is that TXT is growing slower than its peers. While we did only refer to the most recent 

quarter’s rev growth, we should also note that the others are growing around double digits so 

far this year while TXT is virtually flat.  

 

Granted, TXT may be going through a different phase in their business but that also comes with 

risk. We like that they are partnering with UBER but with that being so far down the road it’s 

very hard to quantify and value.  

 

Another issue we have with TXT is that not only is the business slowing down in every 

department, it is also the one underperforming.  

 

 

 

 



 
 

 

TXT vs. Peers and ITA (The Aerospace and Defense ETF) – 3 Month Chart 

 

During the market chaos, TXT has fallen roughly 24%, much greater than all of its peers.  

TXT vs. Peers 1 Year Chart 

 



 
 

Year-over-year, TXT ranks 4th, down 16.4% and significantly lagging ITA which was only down 

about 5% during the same time frame. 

TXT vs. Peers – 3 Year Chart 

 

Here again we see that TXT is up about 33%, but still lagging every other name including Boeing 

at roughly 215% and ITA up 77.30%. 

 

TXT vs. Peers – 5 Year Chart 

 



 
 

Finally, over the last 5 years TXT ranks last. While a 38% gain is nice, it significantly lags all the 

others. Three of which grew triple digits. 

 

To make matters worse, an investor would have received over double the return by investing in 

the ETF which bears so much less risk than outright owning TXT. In addition, TXT may have 

actually held back the ETF from moving higher if those funds would have been further allocated 

into the other names. 

 

Now let’s be clear. This is all historical and doesn’t mean TXT is going to continue to lag its 

peers. Rather, what we should be spending more time on is the future. Unfortunately, though, 

we still side with their competitors. This isn’t to say TXT is a bad investment but if you refer to 

our outlook and the CUBEFolio you’ll notice that we are extremely bullish on BA, LMT, and RTN 

and the first two we actually hold. Why? All three are establishing contracts at a much more 

vigorous pace and will be the ones to gain the most business from an increase in government 

spending. The fiscal 2019 defense budget is at $716B, highlighting a 17.8% increase from the 

2018 level. While we like that TXT is cheaper fundamentally, the fundamentals themselves are 

not nearly as good as the three we just mentioned.  

 

As many of you know, investing is all about risk/reward and the way we see it BA, LMT, and RTN 

pose much less risk and have proven over and over again that they are not only executing 

better over the long-term but are also much larger corporations that are growing faster and 

rewarding their shareholders more. If you refer back to the chart above, LMT pays a 3.11% 

dividend, RTN pays a 2.1% dividend, and while not on the list, BA pays a 2.3% dividend. In 

addition, just a few weeks ago Boeing announced that they are increasing its dividend 20% to 

$2.055 a share and authorized a $20B share repurchase program, up from $18B the board of 

directors approved in 2017. LMT also did the same thing a few months ago bumping their share 

buyback by a $1B to $3.7B. 

 

Our final say. TXT is not a bad company and we are very interested in what comes out of the 

Bell Nexus especially with the partnership with Uber. Until that gets closer to materialization, 

we would rather gain exposure to them through an ETF until we see a clear path for the 

company to get their revs back on track.  

 



 
 

We will be eyeing up their Q4 report in the next few days and are really curious as to what their 

guidance is going to look like now that they have fully divested one area of their businesses and 

have acquired another. 


