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Booz Allen Hamilton Holdings (BAH) 
Valuation Date: April 28, 2019 Recommendation: BUY Stock Exchange: NYSE 
Current Price: $58.99 Target Price: $65.51 Sector: Information Technology 
Ticker: BAH HQ: McLean, VA Industry: IT Services & Consulting 

 

INTRODUCTION  
The United States government intelligence and defense spending add up to about $600 to $800 billion 
annually, and as threats evolve into technological risks, an increasing portion of that budget will be spent 
on IT Services consulting. This type of government consulting makes up approximately 70% of revenue 
for Booz Allen Hamilton (BAH) which has been advising government decisions since 1914. With this long 
track record paired with deep connections within the government, BAH has a strong foundation to grow 
from in the coming few years. They also have the opportunity to expand their international business which 
is just beginning but has been growing by double digits. With a strong backlog and seasoned relationships 
with the government, BAH embodies a business with a limited downside and strong potential for growth. 

RECOMMENDATION 
We recommend a BUY for BAH because it is a strong company with potential for international as well as 
domestic growth. The strong history and connections that the company has with the US government will 
help ensure that they can continue to win new contracts while they grow their revenue overseas. With 
developments in artificial intelligence and cloud computing, demand will continue to increase for IT 
Services consulting, and this will positively impact revenue growth of BAH. 

INVESTMENT THESIS 
With the possibility of a recession coming soon, we thought it important to look for something with a 
limited downside as well as opportunities for outsize growth. That’s what we’ve found in the longstanding 
company Booz Allen Hamilton (BAH). Over the past 100 years, BAH has been building and maintaining 
relationships with the US government as a trusted and competent defense and intelligence consultant, 
especially in IT Services in the past decade. These connections will continue to help them be competitive 
in winning contracts and have helped them build a strong backlog of $20.5 billion, which is one of the 
metrics that will allow BAH to grow even if the overall economy heads for a recession.  

Backlog 
Booz Allen Hamilton’s strong backlog is split 
into three parts: funded ($3.5 billion), unfunded 
($4.5 billion), and priced option contracts ($12.4 
billion). Funded contracts – contracts that the 
government has set aside the funds for – have the 
highest revenue conversion, at nearly 100% of 
this section becoming future revenue. The next 
highest is unfunded contracts which are contracts 
that are not yet included in the government’s 
budget. Unfunded contracts convert to revenue at 
90 to 95%. Priced option contracts are contracts 
in which the buyer has the option to renew or 
extend at the end of the term. This portion of the backlog converts to revenue at 60 to 70%. Based on these 
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metrics, we can conservatively expect that BAH will capitalize on 75 to 80% of the current backlog, 
reflecting future revenues of $15 to $16.5 billion or over two years of revenue before factoring in their 
ability to win new contracts. This is plenty to bring them through the next recession. In fact, since one of 
the main risks currently posed to BAH is the tight labor market, loosening of the labor market could help 
them unlock their ability to fulfill backlog obligations more quickly. 

Main Players 
There are three main players in the IT Services consulting field when it comes to 
where the government spends its money. Booz Allen controls the second highest 
percentage (26%) of the $12.8 billion among available IT service contracts, which 
account for about half of their total revenue.  Booz Allen has signed some large 
contracts in the past year, highlighted by a $17.5 billion contract with a 10 year 
minimum from the PSD (DISA/Procurement), a $850 million contract from the 
Department of Defense for 5 years, and a 6-year, $621 million contract from the 
Department of Homeland security. Booz Allen’s current contracts are primarily 
made up of 78% coming from less than 1 million dollars and only 91 contracts out 
of roughly 5,000 being over 10million dollars in value. As of late, Booz Allen has 
been pursuing some of the larger contracts and has been succeeding in securing 
the bids.  Over the next few years many competitors’ contracts will be expiring, 
putting top-dollar contracts back up for rebidding, including an especially large 
one from Perspecta.  The Navy opened bidding last fall on a 5-year $3.5 billion 
contract to be decided in the latter half of 2019.  These larger contract bids and Booz Allen's recent 
competitiveness on the rise, will offer a great opportunity to grow their revenue steadily. 

Outperformance 
Despite relatively low volatility, BAH equity has 
historically outperformed the overall IT Services 
industry. During the fourth quarter downturn of 
2018, BAH declined only 9% from October 1st to 
December 31st while the S&P 1500 composite IT 
Services and Consulting subsector group (SP723) 
dropped 23%, over twice the decline of BAH. The 
2019 first quarter rebound also lifted BAH higher 
than the same benchmark, which gained only 24% 
from the first of the year to the first of April while 
BAH added 30% during the same period. 

Strong Revenue Growth 
The equity outperformance reflects the competitive advantage of the company with expected top line 
growth of between 6 to 9% over the next few years due to strong backlog, continued contract wins from the 
US, and an emerging international consulting business. They have an established ability to win contracts 
from the US government, but the international business is where the high growth potential lies. Last year, 
their international revenue (although it makes up an inconsequential piece of current total revenue) grew at 
30%. As they continue to tap into new markets, we expect their stock to reflect this potential transfiguration 
of current cash flows. 

Within current operations, things are changing in the IT Services consulting field, and Booz Allen Hamilton 
is on top of these changes. They are poised to take the lead in artificial intelligence and cloud consulting 
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with a partnership with Nvidia. This is a portion of business that, in the next couple of years, could be 
growing much faster than their current revenue growth projections of 6 to 9%. 

VALUATION – TARGET PRICE $65.51 
In order to value Booz Allen Hamilton, we used three methods to more adequately diversify the valuation: 
dividend discount model (40% weight), discounted cash flow model (35% weight), and relative valuation 
(25% weight). Because we felt most confident in our ability to forecast the dividend based on statements 
from management as well as financial statements, we placed the most weight on the dividend discount 
model. The least weight was given to the relative valuation because BAH is one of three main players in 
the government IT services consulting field. We weighted the DCF only slightly less than the dividend 
discount model because we feel that this is the most organic estimate of the company’s future. In the DCF, 
we factored in a decrease in gross profit margins because of the tight hiring landscape (cost of revenue for 
BAH is directly tied to compensation of representatives). Our target price of $65.51 represents an 11% 
upside without accounting for the quarterly dividends that hover near 2% of the stock price. 

RISKS 
Tight Labor Market 
In a labor market where tech workers have an unemployment rate of 2.1%, hiring enough workers to 
facilitate growth may prove difficult and could affect the ability of BAH to capitalize on their backlog. 

Decrease in Defense and Intelligence Spending 
Because 95% of their revenue comes from the US government (70% from defense and intelligence), any 
cut to spending would negatively impact revenue for BAH. 

Classified Contracts 
The nature of working with the US 
government in defense and intelligence 
means that many of their contracts 
are classified, which could make it 
more difficult for investors to value 
the company. 

Relationship Maintenance with 
Fellow Contractors 
About 9% of revenue for BAH 
comes from playing the role of a 
subcontractor to other government 
contractors, so failure to maintain relationships with 
fellow contractors could negatively affect revenue. 

High Debt and Low Cash 
Debt to Equity currently sits at 3.6 and cash is only about 8% of total assets. These two factors together 
could make it difficult to continue growing and pay dividends if revenues decrease. 
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MANAGEMENT 
Booz Allen's management and board are a diverse and an experienced group of people.  Their management 
team is relatively young with an average age of 59 years and an average tenure of 10 years. President and 
CEO Horacio Rozanski, a UWEC grad, has been with the company for 27 years.  A very important piece 
of their management team is that multiple members of their team have earned MBA’s from various Ivy 
league schools or graduate degrees from US military schools. Executive VP and Chief Administrator Joseph 
Mahaffee was a chairman of the National 
Security Service Inc and Principal at the 
United States National Security Agency. Booz 
Allen’s direct relationship through executives 
to many national associations, agencies, and 
military organizations gives them an upper 
hand in an industry that relies so heavily on 
government contract bidding. Another key 
member of their board is Arthur E Johnson, 
founder of the National Defense Industrial Association. Mr. Johnson was formerly a senior vice president 
of strategic development at powerhouse company Lockheed Martin and served in many different roles at 
varying companies within the industry. With a tenure of over 8 years on the board and strong government 
defense connections, he is a key member who will help to keep the company growing over the next few 
years.  

PEER ANALYSIS 
When conducting a peer analysis, we analyzed IT Service companies with a mid to large market cap because 
BAH is most comparable to other established companies. The most important key factor we decided to 
compare was the market control of Government IT Service contracts.  These companies rely heavily on this 
revenue stream and it is crucial to producing positive earnings. Booz Allen is quite competitive in this area 
commanding the second largest portion at 26.01%.  Lastly, we looked at a dividend yield within the 
comparison.  Booz Allen leading the way with a 1.56% dividend yield.  This not only indicates relative 
strength of BAH, but it’s also another great reason to buy the stock. 
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