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Innovative Solutions & Support (NASDAQ: ISSC) posted a 

breakout Q2 FY:25, with revenue more than doubling to $21.9 

million and profits quadrupling year-over-year. The 

company’s military and commercial segments are both gaining 

traction, while operating leverage and disciplined integration of 

recent acquisitions are driving margin expansion. With the Exton 

facility ramping, ERP efficiencies coming online, and a robust $80 

million backlog, ISSC is positioned for sustained high growth and 

profitability. We reiterate our Buy rating and raise our price 

target to $11, reflecting enhanced confidence in ISSC’s 

execution, market positioning, and long-term value creation. 
  

 
 

 

FYE Sept FY 2024A FY 2025E FY 2026E 

EPS ($) ACTUAL CURRENT PREVIOUS CURRENT PREVIOUS 

Q1 Dec $0.06A $0.04A  $0.15E $0.11E 
Q2 Mar $0.07A $0.30A $0.06E $0.20E $0.12E 
Q3 Jun $0.09A $0.16E $0.11E $0.19E $0.13E 
Q4 Sept $0.18A $0.11E $0.11E $0.16E $0.14E 
Year* $0.40A $0.61E $0.32E $0.70E $0.50E 
P/E Ratio 24.5x 16x  14x  
Change 14.3% 52.5%  14.8%  

 

FYE Dec FY 2024A FY 2025E FY 2026E 
Revenue ($ 
Mill.) 

ACTUAL CURRENT PREVIOUS CURRENT PREVIOUS 

Q1 Dec $9.31A $16.0A  $18.96E   $18.36E 

Q2 Mar $10.74A $21.9A $16.41E $26.10E    $18.82E 
Q3 Jun $11.77A $19.1E $16.79E $22.8E $19.38E 
Q4 Sept $15.39A $16.55E $16.69E $19.85E $19.50E 
Year* $47.2A $73.56E $65.87E $87.72E $76.06E 

Change 35.6% 55.9%  19.2%  
 

* Numbers may not add due to rounding and changes in diluted shares outstanding. 
 

  

Q2 :25 Highlights 

➢ by strong execution in new military programs-especially the F-16 line-and a 

rebound in air transport demand. Military sales accounted for at least 40% of total 

revenue, with product and service growth from the Honeywell acquisition driving 

results. 

➢ Gross margin rebounded to 51.4% (vs. 41.4% in Q1), reflecting a more favorable 

product mix and reduced integration drag, though management expects continued 

near-term lumpiness as Honeywell production transitions to Exton and military mix 

remains elevated. 

➢ Operating expenses rose modestly to $4.3 million (19.6% of revenue), with 

incremental growth investments in R&D and headcount, but operating leverage 

was evident as EBITDA surged 219% to $7.7 million and net income climbed to 

$5.3 million. 

➢ Backlog stood at $80 million as of quarter-end, underpinned by robust military and 

commercial order activity and excluding long-term OEM programs, supporting 

multi-year revenue visibility. 

52-Week Range $4.91 – $12.17 Total Debt $27.4million 
Shares Outstanding 17.55 million Debt/Equity 52.1% 
Insider/Institutional 24.48%/36.79% ROE (LTM) 20.2% 
Public Float 12.9 million Book Value/Share $3.03 
Market Capitalization $171.77million Daily Volume (90-day) 141K 
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Company Description 

Innovative Solutions & Support, 
Inc. designs, manufactures, and 
services advanced avionics 
systems for retrofit applications 
and OEMs in the aviation 
industry. The Company 
specializes in integrated Flight 
Management Systems, Flat 
Panel Display Systems, air data 
equipment, and advanced GPS 
receivers. IS&S offers solutions 
that enhance safety, efficiency, 
and reduce carbon footprint for 
general aviation, commercial air 
transport, and military markets. 
Their product line includes the 
COCKPIT/IP Cockpit Information 
Portal, which provides pilots with 
critical flight information. IS&S's 
focus on innovation and system 
integration positions it as a key 
player in cockpit modernization 
and autonomous flight 
technology development. The 
Company is headquartered in 
Exton, Pennsylvania, USA. 
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➢ Free cash flow improved to $1.3 million (vs. $0.2M YoY) despite $1.6 million in 

capex for facility expansion. Net debt was $26.2 million, with $8.8 million in 

available liquidity to fund operations, growth, and M&A. 

➢ Management reaffirmed guidance for >30% revenue and EBITDA growth in FY:25, 

citing continued momentum in military and commercial segments, ongoing ERP-

driven efficiency gains, and a strategic focus on scaling U.S.-based production and 

high-value avionics solutions. 

 
Primary Risks 
 

➢ ISSC may face challenges in integrating acquired technologies and realizing synergies from recent acquisitions, potentially 

impacting financial performance. 

➢ The Company's growth in the autonomous flight sector depends on regulatory approvals and market adoption, which may 

progress slower than anticipated. 

➢ Economic downturns could lead airlines to delay non-essential avionics upgrades. 

➢ Military markets may be subject to geopolitical uncertainties and fluctuations in defense spending. 

 

Investment Thesis 

Innovative Solutions & Support (ISSC) represents a unique investment opportunity at the intersection of technological 
innovation and structural growth in aviation. The company’s strategic pivot toward military markets, coupled with its 
leadership in cockpit automation and disciplined acquisition strategy, positions it to capitalize on multi-decade tailwinds in 
defense modernization and autonomous flight. Despite near-term margin pressures from integration costs, ISSC’s 
undervalued equity, fortified backlog, and clear path to operational efficiency underscore its potential for outsized returns 
as it scales into a critical enabler of next-generation aviation.   
 
ISSC’s intrinsic value remains significantly underappreciated. The Board’s rejection of a $7.25/share bid in 2024 signals 
confidence in its standalone trajectory, supported by a global avionics market projected to double to $81.8B by 2030. This 
growth is fueled by aging fleets requiring retrofits: over 60% of commercial aircraft in service today are more than 10 years 
old, driving demand for ISSC’s Utility Management Systems (UMS) that optimize fuel efficiency, safety, and regulatory 
compliance. With airlines prioritizing cost savings and governments mandating cockpit upgrades, ISSC’s retrofit solutions 
address a $46B+ market growing at 8% annually.   
 
ISSC’s deliberate pivot to defense markets—now 40% of revenue, up from single digits three years ago—has transformed 
its growth profile. Recent wins, including a U.S. Army contract for its ThrustSense® Autothrottle system and an exclusive 
license to Honeywell’s military avionics lines, cement its role in flagship platforms like the F-16 and KC-46A. Critically, 
military contracts offer “sticky” multi-year revenue with minimal R&D burden—the Pentagon funds development costs, 
allowing ISSC to focus on high-margin production. While gross margins on defense work (25-30%) trail commercial 
aviation, EBITDA margins remain robust due to lower SG&A, creating a scalable earnings engine. With geopolitical 
tensions accelerating defense budgets, ISSC’s U.S.-based manufacturing and DOD compliance investments position it to 
capture disproportionate share of the $12B military cockpit modernization market.   
 
ISSC is quietly emerging as a critical player in aviation’s autonomous future. Its phased approach—incrementally 
embedding automation features like envelope protection and AI-driven diagnostics into existing systems—generates near-
term revenue while laying groundwork for full autonomy. The company’s Flat Panel Display Systems, already certified on 
20+ aircraft, are evolving into central hubs for autonomous operations, with a $15B market opportunity by 2030. Military 
applications provide the proving ground: ISSC’s work on the F-16’s potential unmanned variant and cargo drones 
positions it to lead the $14.6B autonomous aircraft market. This duality—monetizing today’s retrofits while building IP for 
tomorrow’s pilotless planes—creates a rare combination of visibility and optionality.   
 
Management’s operational rigor is evident in the Honeywell integration. By relocating production to its Pennsylvania 
facility, ISSC is replacing low-margin third-party sales with integrated solutions that lift EBITDA margins. A lean balance 
sheet provides flexibility to acquire complementary avionics suppliers, replicating the Honeywell playbook. Near-term 
headwind - transition costs, ERP implementation—are temporary; by Q4 2025, normalized operations should reveal a 
business compounding revenue at 20%+ with expanding cash flow.   
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Our revised $11 target reflects near-term integration risks but underscores the asymmetric upside as military contracts scale 
and automation gains visibility. With catalysts including new DOD awards, ERP-driven margin expansion, and autonomous 
tech milestones, ISSC offers a compelling risk/reward in a sector where disruptive innovators remain scarce 
 

 
Commentary 
 
ISSC delivered a standout Q2:25, with revenue more than doubling year-over-year to $21.9 million and net income 

surging 300% to $5.3 million ($0.30 EPS). The results underscore successful execution of its military-led growth strategy, 

supported by the Honeywell F-16 product line integration and improving commercial air transport demand. Military 

revenue now represents ~40-50% of total sales (vs. <10% in 2022), driven by $10.8 million from Honeywell-related 

programs and organic defense contracts. Adjusted EBITDA skyrocketed 219% YoY to $7.7 million, reflecting operating 

leverage as SG&A fell to 19.6% of revenue (vs. 36.7% YoY). 

Gross margin rebounded to 51.4% (vs. 41.4% in Q1:25) as Honeywell integration costs subsided, though management 

cautioned near-term lumpiness due to product mix shifts. Notably, military contracts’ minimal SG&A burden enabled 

robust EBITDA margins (35.2%), validating the thesis that defense mix supports profitability despite lower gross margins. 

The $80 million backlog (excluding long-term OEM programs) and $20.8 million in new orders signal multi-year visibility, 

with Exton facility expansion (tripling capacity by mid-2025) positioning ISSC for $250M+ revenue potential. 

Guidance & Strategic Outlook 

Management reaffirmed FY:25 targets for >30% revenue and EBITDA growth, emphasizing momentum across military 

and commercial segments. Key near-term catalysts: 

• Honeywell Transition: F-16 production shifts to Exton in Q3:25, eliminating duplicative costs and unlocking 

margin recovery. 

• ERP System: Completed NetSuite integration enables real-time data for inventory/labor optimization, though P&L 

benefits will materialize gradually. 

Military revenue is expected to exceed 40% of total sales by FY:25 year-end, supported by DOD-funded R&D and sticky 

long-term contracts. Gross margins are projected to stabilize in the mid-30% range post-integration, with EBITDA 

margins sustaining >30% as scale benefits offset defense mix headwinds. 

Investment Thesis Reinforcement 

ISSC’s vertically integrated U.S. manufacturing and reshoring focus provide a structural advantage amid geopolitical 

tensions and “America First” policy tailwinds. The company is actively evaluating acquisitions of distressed avionics firms 

reliant on offshore production, leveraging its Exton capacity to drive synergies. 

Near-term risks include Honeywell transition delays and military program timing, but the $80M backlog and $8.8M liquidity 

provide ample flexibility. With shares trading at just 16x FY:25 EPS and a clear path to >30% top line growth, we raise our 

price target to $11, reflecting improved visibility into margin recovery and autonomous flight monetization. 

In summary, ISSC’s Q2 results validate its dual-engine growth model (military scale + commercial recovery) and 
operational discipline. While gross margin volatility persists, the focus on EBITDA expansion, facility scalability, and high-
value avionics innovation solidifies its position as a compelling small-cap defense/automation play. 
 
 

Valuation 
 
We value ISSC using a blend of peer multiples and a Discounted Cash Flow model (DCF).  Our forecasted financial 
statements, and our DCF model are included on pages 8 through 11 of this report.  
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The exhibit below summarizes our peer group multiples.  
 

Exhibit 1:  ISSC Peer Group Multiples and Price Targets 

 

Source: Singular Research and Company Filings. 

 
We apply these industry average P/S and P/E multiples to our 2025 forecast for ISSC EPS and sales which leads us to two 
relative valuations for ISSC in FY25.  We average those two valuation targets and discount that value back at ISSC’s cost 
of equity of 14% to arrive at a price target of $11.62 

Our DCF model uses income statement values for year one through three, and we assume EBIT grows at a CAGR of 10.5% 
per year for years three through eight.  This DCF model produces a value of $10.38.   

We then average the two price targets of $8.48 produced by the relative valuation and $10.38 produced by our DCF model 
to come to a final target price of $11. 

The Exhibit below shows stock price targets using various combinations of forward EPS and P/E multiples. Our EPS 
estimates for 2025 and 2026 are $0.61 and $0.70, respectively.  The portion of the chart not shaded shows resulting price 
targets at various forward P/E multiples that are above the current price of $9.79 on May 15th , 2025 

 

Exhibit 2:  Forward P/E Ratio vs. Forward EPS 

 

Source: Singular Research 
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Important Disclosures 

 

The following disclosures relate to relationships between Singular Research and Millennium Asset Management, 
LLC (“Millennium”) and companies covered by Singular Research and referred to in research reports.   

 
This report has been prepared by Singular Research, a wholly owned subsidiary of Millennium which is an investment 
advisor registered in the State of California.  Singular Research receives fees from Millennium for the right to use and 
distribute research reports prepared by Singular Research. 
 
Millennium does and seeks to do business with companies covered in Singular Research’s research reports.  Millennium 
may receive fees from issuers that are the subject of research reports prepared by Singular Research for investor and public 
relations and other marketing-related services provided to such issuers by Millennium.  As a result, investors should be 
aware that Singular Research and Millennium may have a conflict of interest that could affect the objectivity of this report.  
Investors should consider this report as only a single factor in making their investment decision.   
 
 

 

General Disclosures 

 
This research report is for our clients’ informational purposes only.  This research is based on current public information that we consider reliable, but we 
do not represent it is accurate or complete, and it should not be relied on as such.  Any opinion expressed in this report is subject to change without notice 
and may differ or be contrary to opinions expressed by other professionals or business areas of Singular Research or Millennium.  We are under no 
responsibility to update our research. 
 
The views expressed in this research report accurately reflect the responsible analyst’s personal views about the subject securities or issuers.  No part of 
the analyst’s compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that analyst in the 
research report.   
 
Millennium and its affiliates, officers, directors, and employees, excluding analysts, will from time to time have long or short positions in, and buy or sell, 
the securities or derivatives thereof of covered companies referred to in our research reports.  Our affiliates, officers, and directors will not execute on any 
new recommendation or recommendation change until 48 hours after the dissemination of the report. 
 
This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.  
It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual 
clients.  Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if appropriate, 
seek professional advice, including tax advice.  The price and value of the investments referred to in this research and the income from them may fluctuate.  
Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.  Certain transactions, 
including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.   

 
 

Rating Definitions  
 
BUY, 30% or greater increase in the next 12 months. 
BUY-Long-Term, near-term EPS horizon is challenging, attractive long-term appreciation potential. 
BUY-Venture, initial stages with little to no revenue and the potential for outsized returns with higher amounts of risk and volatility. 
HOLD, perform in line with the market. 
SELL, 30% or more declines in the next 12 months. 
 
 

© Copyright 2025 Singular Research 

No part of this material may be copied, photocopied, or duplicated in any form by any means or redistributed without the prior written consent of 
Singular Research.
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