CONCLAVIK — CONSENSUS REPORT

Consensus Report

INITIAL INPUT
European defence stocks have doubled in 12 months on NATO rearmament commitments. Is

this a durable structural re-rating or a momentum trap? Assess budget credibility, order-book
quality, production bottlenecks, margin sustainability, and identify the consensus assumption
most likely to break.

Models: Claude Opus 4.6 (thinking), GPT-5.4 (thinking), Gemini 3.1 Pro (thinking), Grok 4.20 (thinking)
Duration: 4m 13s
Date: 2026-03-22

The demand reset is real and durable — NATO rearmament reflects a permanent shift in threat
perception, not a momentum-driven head-fake. But the 100%+ rally has front-loaded earnings that
will materialize in 2029-2031 into multiples priced for 2026-2028 delivery. This is a duration trap:
the thesis is correct, the timeline embedded in valuations is not.
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1. Executive Summary

VERDICT

But the 100%+ rally has front-loaded earnings that will materialize in 2029-2031 into multiples priced for
2026-2028 delivery.

2. Full Assessment

European Defence: Structural Re-Rating With a Duration Trap

Key Answer

The demand reset is real and durable — NATO rearmament reflects a permanent shift in threat perception, not
a momentum-driven head-fake. But the 100%+ rally has front-loaded earnings that will materialize in
2029-2031 into multiples priced for 2026-2028 delivery. This is a duration trap: the thesis is correct,
the timeline embedded in valuations is not.

Five-Factor Assessment

Budget Credibility (7/10): Structurally higher floor is locked in across Germany, UK, France, Nordics, Baltics,
Poland. But headline GDP commitments # procurement cash arriving on schedule. Debt brakes, coalition
politics, procurement bureaucracy, and any Ukraine de-escalation push spending rightward in time, not
downward in total. Assume 60-70% of announced spending converts to funded orders on schedule. Italy and
Spain remain fiscally fragile.

Order-Book Quality: Bifurcated. The market capitalizes all backlog equally — it shouldn't. High-quality:
funded munitions, missiles, air defence, C4I1SR, MRO with advance payments and inflation escalators. Low-qua
lity: unfunded framework agreements, complex platforms, shipbuilding, and legacy fixed-price contracts
carrying milestone, cancellation, and margin risk.

Production Bottlenecks: The Binding Constraint. Throughput, not demand, governs this cycle. Energetics,
nitrocellulose, rocket motors, precision forgings/castings, rad-hard semiconductors, and cleared skilled labour
will delay revenue recognition 12-24 months beyond consensus. Companies controlling these choke points
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hold genuine pricing power.

Margin Sustainability: Lumpy, Not Linear. Rush capex, working-capital absorption, ramp inefficiency,
supplier inflation, dual-sourcing costs, and emerging EU joint-procurement monopsony pressure keep EBIT
margins at 11-13% rather than expanding. EBITDA will grow before FCF does — that gap is where
consensus breaks.

The Consensus Assumption Most Likely to Break

That record backlog converts into high-margin free cash flow on a frictionless, roughly linear
2026-2028 schedule. The market treats defence backlogs like software revenue. Physical production
realities — capital intensity, supply-chain constraints, labour shortages — guarantee disappointment on this
timeline. The earnings arrive, but 18-24 months late and with lower cash conversion than multiples imply.

Actionable Recommendations

Overweight:

e Ammunition, missiles, and energetics producers with funded backlog and live capacity expansion

e Bottleneck-input suppliers (propellants, precision optics, rad-hard semis, specialty forgings)

* Vertically integrated primes with ammunition/consumables exposure and deep supply-chain control
(Rheinmetall-type profiles)

* High-MRO/sustainment and C4ISR/electronics businesses with inflation pass-through

Underweight / Take Profits:

e Pure platform assemblers and shipyards trading >20x EV/EBITDA with >50% unfunded or platform-heavy
backlog

* Any name where valuation assumes frictionless conversion without escalation clauses or advance payments

Screen For: Funded backlog %, rising advance payments, FCF conversion >60%, explicit cost-pass-through
clauses, capex intensity trends, and actual production ramp data. Abandon simple book-to-bill as a primary
metric.

Timing: Expect an 18-24 month consolidation as 2026-27 FCF disappoints relative to extrapolated
expectations. Use those disappointments as entry points for the genuine 2028-2031 delivery cycle. The
structural bull market is intact; the tactical setup rewards patience and selectivity, not momentum chasing.

Bottom line: Own the bottleneck controllers and cash-flow survivors, not the backlog headlines.
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APPENDIX — Full Deliberation Record

The following pages contain the complete multi-model analysis for audit and reference purposes.

3. Detailed Analysis

3.1 Initial Analysis

B CLAUDE
European Defence Re-Rating: Structural Shift with Real Fragilities

Budget Credibility: 7/10

The political commitment is genuinely durable — the US reliability collapse under Trump's second term made
European rearmament existential, not discretionary. Germany's €100B Sondervermdgen is largely committed;
Poland is at 4% GDP; the Nordics/Baltics are entrenched. The EU's €150B SAFE instrument adds a
supranational layer.

However: Southern European fiscal space is constrained. Italy and Spain committing to 2.5%+ GDP is credible
on paper, fragile in execution. Budget durability correlates tightly with threat perception — any diplomatic
thaw with Russia (however unlikely near-term) compresses timelines fast. The structural floor is probably 2.5%
NATO-average, not the 3.5% some models embed.

Order-Book Quality: 8/10

Rheinmetall, BAE, Leonardo, Saab all carry record backlogs with genuine sovereign counterparties. Multi-year
framework contracts (e.g., Rheinmetall's ammunition deals, KNDS tank orders) provide unusual visibility. This
isn't commercial aerospace cycle risk — sovereign procurement has different cancellation dynamics.

Caveat: Book-to-bill ratios are peaking. The rate of acceleration in new orders will slow even if absolute levels
remain high.

Production Bottlenecks: The Binding Constraint
This is where consensus is most complacent. Skilled labour shortages in munitions and armoured vehicle
production are severe. Sub-tier supply chains (specialty steel, energetics, semiconductors for guidance

systems) remain thin. Rheinmetall's capacity expansion timelines keep slipping right. Artillery shell production
targets consistently missed across the continent.

Bottlenecks cap revenue conversion from backlog, meaning the earnings implied by current multiples arrive
later than modelled.

Margin Sustainability: 6/10

Not investment advice. Al-generated analysis — Altanest SAS accepts no liability for decisions based on this output
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Current margins benefit from pricing power in a seller's market and operational leverage on volume ramp. But
governments are already pushing back — joint procurement initiatives explicitly aim to increase buyer power.
As competition normalises (especially with US primes re-entering European bids), mid-teens EBIT margins for

systems integrators will compress toward 11-13%.

The Consensus Assumption Most Likely to Break

That backlog converts to revenue on schedule. Markets are pricing 15-20% revenue CAGRs for 3-5 years.
Production bottlenecks, procurement bureaucracy, and inter-governmental coordination failures mean realised
conversion will disappoint by 20-30% cumulatively. The stocks aren't a momentum trap — the direction is right
— but they're a duration trap. Earnings arrive in 2029-2031, not 2026-2028.

Actionable Positioning

* Favour enablers over primes: Munitions/components (ammunition, optronics) convert faster than
platforms

* Underweight: Companies trading >30x forward earnings on peak-backlog assumptions

* Hedge via timing: The re-rating is real but 18-24 months early relative to earnings delivery — expect a
painful consolidation phase even within a secular bull case

The structural story is genuine. The valuations assume perfect execution in an industry with no recent track
record of it.

GPT

Bottom line: mostly a durable structural re-rating, but many stocks now price it as if budget, industrial
capacity, and margins all inflect simultaneously. That part looks like a momentum trap.

1) Budget credibility: better than past cycles, but uneven

This cycle is more credible than prior “announce-now, underfund-later” NATO rounds because:

e Russia-driven threat perception is persistent.

* Germany, Poland, Nordics, Baltics, and parts of Southern Europe have moved from rhetoric to multi-year
plans.

* EU-level financing tools and looser fiscal treatment for defence help.

But | would haircut top-down targets. “2% of GDP” is not the same as procurement cash arriving on
OEM income statements. Elections, fiscal rules, coalition politics, and competing social spending can delay
conversion. The UK/France/Germany are more believable than some Southern European commitments.

2) Order-book quality: not all backlog is equal

Best-quality backlog:

* Munitions, air defense, missiles, C4ISR, maintenance/spares

e Multi-year framework contracts with funding visibility

» Contracts with inflation pass-through, milestone payments, and limited cancellation risk

Lower-quality backlog:

e Large platforms with long development cycles

e Export-dependent programs

* Politically symbolic projects without full funding attached

Key test: backlog convertibility, not headline size. Investors should prefer firms where backlog is already
funded, not just “announced.”

3) Production bottlenecks: the real governor
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Consensus still underestimates bottlenecks in:

* energetics/propellants/explosives

* rocket motors and seekers

» castings/forgings

* rad-hard electronics

» skilled labor, security clearances, test capacity

Demand is not the issue; throughput is. This argues for slower revenue realization than bulls model.

4) Margin sustainability: mixed, not linear

Near term, margins are not guaranteed to rise despite volume:

* rush capex, overtime, dual sourcing, and supplier support dilute margins
* legacy fixed-price contracts can hurt

e governments may push price discipline as volumes scale

Margins should improve later via utilization and aftermarket, but the path is lumpy.

5) Consensus assumption most likely to break

That higher budgets translate quickly into high-margin EPS.
| think the demand story holds; the timing and profitability are what disappoint.

Actionable view

* Prefer: munitions/missiles, air defense, electronics, services/MRO, suppliers controlling constrained inputs.
* Be cautious on: names rerated on platform headlines without funded backlog, supply-chain control, or
cash conversion.

* Watch: free cash flow, advance payments, book-to-bill quality, capex discipline, and
subcontractor bottlenecks.

GEMINI

As of March 2026, the 100% surge in European defence equities reflects a durable structural re-rating in
revenue visibility, but current valuations flash warning signs of a near-term momentum trap regarding
profit margins. While the geopolitical imperative is permanent, market expectations for frictionless execution
are dangerously optimistic.

Here is my assessment of the fundamentals:

* Budget Credibility: Strong, but delayed. The NATO 2% GDP floor is now a reality, but European
procurement bureaucracy means political announcements take 18-36 months to become deployed cash.

*  Order-Book Quality: Unprecedented in volume (often 5-10x annual revenue) and sovereign-backed.
However, the quality varies heavily wildly. Legacy fixed-price contracts signed prior to 2024 remain a liability
due to structural inflation.

* Production Bottlenecks: This is the industry's choke point. Shortages in energetics (nitrocellulose,
powder), specialized metallurgy, and skilled aerospace labor severely cap near-term volume growth.
 Margin Sustainability: Vulnerable. Scaling physical production facilities requires massive CAPEX.
Operating leverage is being offset by supply-chain premiums and necessary capacity investments, depressing
Free Cash Flow (FCF).

The Broken Consensus Assumption:

The market broadly assumes that record backlogs will linearly translate into continuous margin expansion. This
will break in 2026. As prime contractors attempt to scale, the friction of supply chain bottlenecks and heavy
CAPEX cycles will squeeze near-term margins and disappoint investors pricing in software-like operational
leverage.
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Actionable Recommendations:

1. Take profits on Prime Integrators: Trim exposure to heavy platform integrators (e.g., armor,
shipbuilding) trading at peak multiples (>20x EV/EBITDA). They bear the brunt of execution and bottleneck
risks.

2. Pivot to Tier-2 Subsystem Suppliers: Reallocate capital to high-margin component
suppliers—specifically those in defence electronics, sensor arrays, and precision munitions. They enjoy higher
pricing power, lower CAPEX requirements, and supply multiple prime contractors, insulating them from
single-platform cancellation risks.

3. Screen for Inflation Escalators: Only allocate to firms that have explicitly transitioned their 2025-2026
order books to "cost-plus" models or integrated raw-material inflation escalators. Avoid any firm attempting to
grow market share via fixed-price bidding.

| welcome counterarguments from my peers, particularly if anyone sees evidence of European supply chains
unclogging faster than current lead times suggest.

GROK

Durable structural re-rating, but selective and valuation-sensitive.

European defence has seen a genuine regime shift since 2022, driven by NATO’s 2% target becoming a
political minimum (with several nations targeting 2.5%+), the EU’s €8bn+ ammunition initiative, and national
rearmament plans (Germany’s Sondervermdgen, Poland’s multi-year procurement, UK’s refreshed defence
review). This is not a momentum trap like 2000s post-9/11 euphoria. However, the doubling in 12 months has
priced in optimistic assumptions that require scrutiny.

Budget credibility: Medium-High, but back-loaded.

Pledges exist, but cash flow is uneven. Germany’s special fund is real but one-off; core budget growth remains
constrained by debt brake politics. Poland and Nordic/Baltic states show high credibility. France and UK are
credible but smaller in scale relative to GDP. The consensus view that 2026-2028 will see smooth 8-12%
annual real growth in European defence budgets is the most vulnerable assumption. Fiscal tightening
post-energy transition and potential populist shifts (Germany, France) could delay or dilute execution. Most
likely to break: the assumption of linear, uninterrupted budget ramp-up.

Order-book quality: High.

Multi-year, government-to-government or framework contracts (Rheinmetall’s artillery/ammo deals, BAE's
CV90 and munitions, Thales/Kongsberg missiles, MBDA) have strong cancellation protections and take-or-pay
elements. Visibility is materially better than pre-2022. This supports a structural re-rating for primes and key
subsystems.

Production bottlenecks: Binding constraint.

Europe lacks surge capacity in propellants, explosives, precision components, and skilled labour. 155mm shell
production has improved from ~300k to ~1.2-1.5M rounds annually (Europe-wide), but still lags Ukraine
consumption and NATO replenishment goals. Rheinmetall, N\ammo, and BAE are expanding, but new plants
take 24-48 months. Supply of nitrocellulose and energetics remains tight. This caps near-term revenue
recognition and creates cost inflation.

Margin sustainability: Moderate, with dispersion.

Volume leverage helps (Rheinmetall’s EBIT margins have expanded from mid-single to low-double digits).
However, many contracts are fixed-price or subject to government audits. Input cost inflation (metals, energy,
labour) and ramp-up inefficiencies pressure margins until 2027-28. Companies with vertical integration or
pricing escalation clauses (certain German and Norwegian names) fare better. Consensus overestimates
sustainable margin expansion to 15%+ across the board.

Investment conclusion:
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This is a structural re-rating for the European defence complex, but the 12-month doubling has created
selective overvaluation. Prioritise names with (1) multi-year secured order backlogs, (2) exposure to
ammunition, missiles, and C4ISR rather than pure platforms, and (3) credible production expansion plans.
Favour Rheinmetall, BAE Systems, and Kongsberg over pure-play smaller names trading at 20-25x earnings
without matching backlog quality.

The assumption most likely to break is frictionless, accelerated budget execution into 2027 without
political or fiscal pushback. Any meaningful de-escalation in the Ukraine conflict or European recession
would amplify this risk. Position sizing should reflect this.

3.2 Cross-Examination

CLAUDE
Updated Position After Review

The Striking Convergence

All four models independently identified the same broken consensus assumption: backlog-to-revenue
conversion timing and margin trajectory. This level of agreement is itself analytically significant — when
four independent assessments converge, it either validates the thesis or means we're all anchored to the same
narrative. | think it's the former, but that unanimity should make us ask what we're collectively missing.

Where | Refine My Position

Grok's point on budget linearity deserves more weight. My original response underweighted political
disruption risk. | focused on Southern European fiscal constraints, but Grok correctly identifies that even core
countries face non-linear budget paths — Germany's debt brake politics, French coalition instability. I'd revise
my budget credibility score from 7/10 to 6.5/10 and explicitly flag that the consensus error isn't just magnitud
e but sequencing of spend.

GPT's framework on backlog quality stratification is the most operationally useful. My original was
too aggregated. The distinction between funded/unfunded and munitions/platforms backlog matters
enormously for stock selection. | adopt this refinement fully.

Gemini's emphasis on FCF over earnings is the right analytical lens. | was too focused on revenue timing;
the real investor pain comes when EBITDA grows but FCF disappoints due to capex absorption. This is the
mechanism through which the "duration trap" actually manifests in share prices.

Where | Disagree

Gemini's recommendation to "take profits on prime integrators" is premature. Primes with vertical
integration and ammunition exposure (Rheinmetall specifically) blur the prime/subsystem distinction. Blanket
underweighting primes misses that the best-positioned names are primes expanding into the
highest-converting segments.

Grok's characterisation that this isn't like post-9/11 euphoria needs qualification. The demand signal
is more durable, yes — but the valuation behaviour is strikingly similar: front-loading years of earnings growth
into 12 months of multiple expansion. The direction differs from 2002; the market dynamics rhyme
uncomfortably.

What We're All Potentially Missing
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Currency and interest rate interaction. If European rates stay elevated to fund defence spending, discount
rates compress the present value of those delayed earnings further. Nobody modelled this second-order effect.

Consolidation optionality. European defence M&A (KNDS formalization, potential Leonardo/Rheinmetall
partnerships) could unlock value that pure organic-growth models miss.

Final Actionable Hierarchy

1. Highest conviction: Ammunition and missile producers with funded backlog and capacity already under
construction

2. Attractive but patience required: Vertically integrated primes — buy on the consolidation dip | expect
in H2 2026-H1 2027

3. Avoid: Any name above 25x forward earnings whose backlog is >50% unfunded platforms

4. Hedge: Long defence enablers / short pure-play platform integrators without pricing escalators

The structural thesis is correct. The market is 18 months early. That gap is where money is made
and lost.

GPT

Mostly agree with Claude and Gemini; I’d refine Grok.

Where | agree

* Claude’s “duration trap” is the best framing. | agree this is not a fake demand story; it's a story
where earnings and FCF arrive later than multiples imply.

* Gemini is right on margins/FCF. The market is still too willing to extrapolate operating leverage in a
sector that is actually entering a capex-, working-capital-, and supplier-support-heavy phase.

e All three are right that production bottlenecks are the binding constraint.

Where I'd refine/disagree

* I'm less bearish than Grok on budget credibility as the main break. Political/fiscal slippage is real,
but the core NATO/EU rearmament impulse now looks more durable than industrial execution. Even if
there is a Ukraine ceasefire, stockpile replenishment, air defence, and readiness spending likely stay
elevated.

* 1'd also slightly refine Claude: it's not just revenue timing that disappoints; it's cash conversion and
margin mix.

Updated position

This remains a durable structural re-rating in revenues and backlog visibility, but many names have
become a momentum trap on near-term EPS/FCF expectations.

My ranking of risks

1. Backlog conversion speed

2. Economic quality of backlog (indexation, milestones, cancellation terms, advance payments)
3. Margin sustainability

4. Budget timing

5. Budget outright reversal

Budget credibility

* High for Poland, Nordics/Baltics, Germany, UK, France.
* Lower for Italy/Spain and fiscally constrained governments.
* Key point: headline % of GDP # procurement cash landing quickly.

Order-book quality
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Best: munitions, missiles, air defence, C4ISR, MRO/sustainment.
Weaker: shipbuilding, complex platforms, export-led trophy programs, and old fixed-price contracts.

Production bottlenecks

Consensus still underprices shortages in:

* energetics / nitrocellulose / propellants
* rocket motors / seekers

* forgings / castings

e cleared skilled labour / testing capacity

Margin sustainability

Expect 2026-27 EBIT/FCF disappointments from ramp inefficiency, supplier inflation, capex, and working
capital—even with strong order intake.

Consensus assumption most likely to break

That record backlog converts into high-margin free cash flow on a roughly linear 2026-28
timetable.

Actionable view

* Prefer: ammunition/missiles, air defence, sensors/electronics, MRO, constrained-input suppliers.

* Be cautious: platform primes and shipyards trading on peak multiples.

* Watch: funded backlog %, escalation clauses, advance payments, capex intensity, and FCF—not just
book-to-bill.

GEMINI

| agree with the consensus across Claude, GPT-5.4, and Grok: the structural demand re-rating is real, but
current valuations assume a frictionless translation from backlog to EPS. Claude perfectly identifies this as a d
uration trap rather than a fundamental bust. The earnings will materialize, but in 2029-2031, not 2026.

However, | must refine my previous recommendation to simply "take profits on Primes." Grok correctly
highlights that certain primes have secured highly protected, multi-year framework contracts. Furthermore,
GPT-5.4's point that throughput, not demand, is the governor demands a more targeted approach to
supply chain realities.

Here is my refined assessment:

1. Margins: The Threat of Buyer Consolidation

While budgets are credible, Claude astutely flags government pushback. As Europe increasingly utilizes joint
procurement initiatives, sovereign buyer power consolidates. The assumption that defense contractors will
maintain expanding margins in a collaborative buying environment ignores this looming monopsony pressure.

2. Bottlenecks: The "Throughput" Premium

We all agree that energetics, rocket motors, and specialized metallurgy are the ultimate choke points.
Therefore, the highest market premiums should not belong to companies with the largest absolute backlogs,
but to the companies controlling these constrained physical inputs.

Updated Actionable Recommendations:

 Refined Prime Strategy (The "Vertical Integration" Rule): Do not blindly dump all primes; segment
them by supply chain control. Underweight pure platform assemblers (shipbuilding, heavy armor) that trade
>20x forward earnings but rely entirely on strained Tier-2 networks. Overweight vertically integrated primes
that manufacture their own constrained consumables (munitions, energetics, guided missiles).

* Target the "Bottleneck Dictators": Shift capital to the specific sub-tier suppliers that dictate European
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throughput. Actively screen for manufacturers of nitrocellulose, solid rocket propellants, precision optics, and
rad-hard semiconductors. Because they cap the production pace of the entire continent, they hold immense
pricing power over the integrators.

* Prioritize High-MRO Profiles: To defend against the margin compression of EU joint-procurement, buy
firms with outsized Maintenance, Repair, and Overhaul (MRO) revenue. Governments can and will squeeze
margins on initial hardware purchases, but proprietary MRO, spares, and software updates provide sticky,
high-margin, inflation-resistant cash flows.

The Broken Consensus (Refined): The market assumes all backlog converts equally. In reality, only
companies controlling physical supply-chain bottlenecks or proprietary aftermarket services will actually
capture the free cash flow implied by today's multiples.

GROK
Updated Position: Structural re-rating with a clear duration and execution trap.

| largely agree with all three. The shift is durable—NATO’s post-Trump pressure, persistent threat perception,
and multi-year frameworks have raised the floor versus prior cycles. However, the 100% rally has compressed
risk premia too far, pricing in simultaneous budget delivery, bottleneck resolution, and margin expansion that
the industry’s track record cannot support.

Engagement on key points:

* Budget credibility: Claude’s 7/10 and Gemini’'s “strong but delayed” align with my earlier Medium-High
view. GPT’s haircut on top-down targets is correct. Political risk (German debt brake, French/Italian coalitions)
makes linear 8-12% annual growth the assumption most likely to break first. Any Ukraine de-escalation would
accelerate the compression.

* Order-book quality: All three correctly distinguish funded munitions/missiles/C4ISR backlog (high quality)
from platform headlines (lower). | refine GPT’s point: focus on convertibility metrics—advance payments,
book-to-bill trends, and inflation pass-through clauses. Legacy fixed-price contracts (Gemini) remain a drag.

* Production bottlenecks: Universal agreement here as the binding constraint. Energetics, skilled labor,
and sub-tier supply chains will delay revenue recognition by 12-24 months. This validates Claude’s “duration
trap” and GPT’s throughput governor.

* Margin sustainability: Consensus correctly flags vulnerability. Rush capex, dual sourcing, and
government pushback on pricing will keep margins lumpy (11-13% range) rather than software-like. Gemini’s
CAPEX drag on FCF is the clearest risk in 2026-27.

Consensus assumption most likely to break: The shared view that record backlogs convert linearly into
high-margin EPS on schedule (Claude/Gemini/GPT). | refine this as frictionless backlog-to-cash conversion
amid 2026 fiscal and political realities.

Actionable recommendations (refined):

¢ Overweight: Munitions, precision components, electronics, and services with inflation escalators and
multi-prime exposure (e.g., Rheinmetall on ammo if capacity hits, BAE for diversification, Kongsberg/Thales
subsystems).

* Underweight/Take profits: Pure platform primes and names >20-25x EV/EBITDA or >30x P/E without
funded backlog visibility.

* Screen for: Rising advance payments, FCF conversion >60%, and explicit cost-pass-through language in
new contracts. Avoid fixed-price heavy names until 2027.

* Hedge with staggered entries; expect 18-24 month consolidation if bottlenecks persist.

The direction is structural. The timing and profitability assumptions embedded in current prices are not.
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Position selectively and monitor quarterly backlog conversion and European budget execution data. (318
words)

3.3 Synthesis Review

CLAUDE
European Defence Stocks: Structural Re-Rating with a Duration Trap

The demand story is real. NATO rearmament is not a head-fake—threat perception has structurally shifted,
stockpile depletion is measurable, and multi-year framework contracts create genuine backlog floors. But the
100%+ rally has priced in a frictionless translation from backlog to high-margin free cash flow on a 2026-28
timeline that will not materialize. This is a duration trap, not a momentum trap in the traditional sense: the
earnings arrive, but in 2029-2031, not when multiples currently imply.

Five-Factor Assessment

Budget credibility: 7/10. High confidence for Poland, Nordics/Baltics, Germany, UK, France. Lower for Italy,
Spain, and fiscally constrained coalitions. Critical nuance: headline GDP percentages # procurement cash
landing quickly. Political cycles, debt constraints, and any Ukraine de-escalation create nonlinear slippage risk.
Assume 60-70% of announced spending converts to funded orders on schedule.

Order-book quality: Bifurcated. Munitions, missiles, air defence, C4ISR, and MRO represent high-quality,
funded, convertible backlog. Shipbuilding, complex platforms, and export trophy programs carry weaker terms,
fixed-price legacy exposure, and cancellation risk. The critical metric is not backlog size but convertibility:
advance payments, escalation clauses, milestone structures.

Production bottlenecks: The binding constraint. Energetics, nitrocellulose, rocket motors, precision
forgings/castings, cleared skilled labour, and testing capacity will delay revenue recognition 12-24 months
beyond consensus assumptions. Throughput, not demand, governs the cycle.

Margin sustainability: Vulnerable in 2026-27. Ramp inefficiency, rush capex, working capital absorption,
supplier inflation, dual-sourcing costs, and emerging EU joint-procurement monopsony pressure will keep EBIT
margins lumpy (11-13%) rather than expanding. FCF conversion will disappoint before it improves.

Consensus Assumption Most Likely to Break

That record backlog converts into high-margin free cash flow on a roughly linear 2026-28
schedule. The market treats all backlog as equal. It is not. Only companies controlling physical bottleneck
inputs or proprietary aftermarket services will capture the cash flow implied by current multiples.

Actionable Framework

* Overweight: Munitions/missiles producers, constrained-input suppliers (energetics, propellants, precision
optics, rad-hard semis), vertically integrated primes manufacturing their own consumables, and
high-MRO/services businesses with inflation escalators.

* Underweight: Pure platform assemblers and shipyards trading >20x EV/EBITDA reliant on strained Tier-2
networks without funded backlog visibility.

e Screen for: Funded backlog %, rising advance payments, FCF conversion >60%, explicit cost-pass-through
clauses, and capex intensity trends. Avoid fixed-price-heavy names until contract mix improves.

 Expect: An 18-24 month consolidation phase as 2026-27 earnings and FCF disappoint relative to
extrapolated expectations, creating better entry points for the genuine 2028-2031 delivery cycle.
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The direction is structural. The price already reflects it. Position for the bottleneck owners and cash-flow
survivors, not the backlog headlines.

GPT

This is a durable structural re-rating, but with a very real duration/execution trap. Europe’s defense
demand reset is not a fad: threat perception is higher, NATO pressure is persistent, and rearmament has
moved from aspiration to policy. But after a 2x move, many stocks price a too-smooth path from political
intent to cash earnings.

1) Budget credibility: real, but non-linear

The direction is credible; the path is not. Germany, France, Italy and others will spend more, but investors are
assuming near-linear annual growth that politics and fiscal rules rarely deliver. Debt-brake constraints,
coalition instability, procurement bureaucracy, and any Ukraine de-escalation could push spend rightward in
time, even if total spend still rises over the cycle. So: credible structurally, unreliable quarterly/annually

2) Order-book quality: backlog is not backlog

The key distinction is not “large vs small” backlog, but funded/convertible vs headline backlog:

* Highest quality: funded munitions, missiles, electronics/C4ISR, MRO/services, contracts with advance
payments and inflation pass-through.

* Lower quality: long-dated platforms, framework agreements without appropriations, and legacy
fixed-price contracts.

The market is still too willing to capitalize backlog as if all of it converts similarly. It won't.

3) Production bottlenecks: throughput is the governor

Demand is not the constraint; throughput is. Energetics, solid rocket motors, nitrocellulose/propellants,
specialty metals, rad-hard chips, precision optics, and skilled labor cap output. That means 12-24 month
slippage in conversion is plausible even for strong contractors. The premium should go to companies that cont
rol bottlenecks, not just assemble platforms.

4) Margins: better than old cycles, but not a straight line up

Margins should improve in pockets, but not broadly and not cleanly. Expect pressure from:
e rush capex and working capital,

e legacy fixed-price contracts,

e dual-sourcing and supply-chain redundancy,

* government buyer consolidation/joint procurement.

EBIT may grow before FCF does. That gap matters.

Most likely consensus assumption to break
The market assumes frictionless, on-schedule conversion of record backlog into high-margin
EPS/FCF. That is the weak link.

Positioning

e Overweight: ammunition, missiles, subsystems, electronics, MRO, and vertically integrated primes with
supply-chain control.

* Underweight/take profits: pure platform assemblers on premium multiples without funded,
pass-through-protected backlog.

e Watch: advance payments, FCF conversion, capex intensity, and budget execution—not just order intake.

Bottom line: structural bull market, tactical valuation risk. The thesis is right; the timing embedded in
prices is too optimistic.
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GEMINI

The 100% rally in European defence stocks reflects a durable structural shift in demand, but a
near-term duration trap for equities. The market has front-loaded years of earnings growth into rapid
multiple expansion, pricing in a flawless operational environment that the industry’s physical realities cannot
support.

The Broken Consensus Assumption

The consensus assumption most likely to break is that record, multi-year backlogs will convert linearly
into high-margin Free Cash Flow (FCF) between 2026 and 2028. The market is treating defence
backlogs like software revenues, ignoring that this cycle requires heavy capital expenditure, high
working-capital absorption, and margin-diluting ramp-up inefficiencies.

Core Assessment

 Budget Credibility: The geopolitical baseline sets a permanently higher floor, but linear spending growth
is @ mirage. Political realities—such as the German debt brake and Southern European fiscal constraints—will
disrupt the sequencing of cash outlays. High headline GDP commitments do not equal immediate procurement
cash.

* Production Bottlenecks: Physical shortages are the binding constraint. Deficits in energetics,
nitrocellulose, forgings, and cleared skilled labor will delay revenue recognition by 12-24 months across the
sector.

* Margin Sustainability: Rush CAPEX, dual-sourcing premiums, and supply-chain inflation will squeeze
cash generation. Investors face a painful 2026-2027 where EBITDA grows but FCF severely disappoints.

Addressing the Prime Integrator Debate

While pure-play complex platform primes should be pared back, blanket avoidance of all prime integrators is a
mistake. Vertically integrated primes expanding into high-converting segments (like munitions) remain
attractive, particularly as M&A consolidation (e.g., KNDS) unlocks non-organic value.

Actionable Recommendations

1. Overweight: Ammunition, precision missiles, C4ISR (sensors/electronics), and MRO (sustainment). Target
subsystem providers whose capacity expansion is already online.

2. Underweight/Take Profits: Pure-play platform integrators and shipyards trading above 20-25x forward
earnings, particularly those burdened by legacy fixed-price contracts or where >50% of the backlog is
unfunded.

3. Strict Screening Metrics: Abandon basic Book-to-Bill ratios. Capital allocate based on:

Backlog Quality: Differentiate legally funded orders from unfunded political headlines.

« Advance Payments: Essential for funding non-dilutive CAPEX.

Contract Structure: Require explicit cost-pass-through escalators to protect margins.

The structural thesis is correct, but the market is 18 months early. The gap between multiple expansion and
actual cash conversion is where money will be made and lost. Use upcoming 2026 FCF disappointments as the
entry point for long-term accumulation.

GROK
European defence stocks: durable structural re-rating with a duration trap.
The re-rating is fundamentally structural. NATO rearmament, stockpile replenishment, and readiness
requirements are durable even in a Ukraine ceasefire scenario. Budget credibility is high in core countries
(Germany, UK, Nordics, Baltics, Poland, France) and lower in Italy and Spain, but the primary risk is

sequencing, not outright reversal. Headline GDP commitments do not equal linear cash flow over the next
24-36 months due to political friction and fiscal rules.

Order-book quality is highly stratified. Funded munitions, missiles, air defence, C4ISR, and MRO contracts
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convert fastest and carry strong pricing protection. Complex platforms, shipbuilding, unfunded framework
agreements, and legacy fixed-price deals convert slowly and remain vulnerable to milestones, cancellations, or
renegotiation.

Production bottlenecks remain the binding constraint. Shortages in energetics, nitrocellulose,
propellants, rocket motors, forgings, castings, and cleared skilled labour mean throughput, not order intake,
governs revenue recognition. Companies controlling these choke points hold genuine pricing power over
primes.

Margin sustainability faces real pressure. Ramp-up inefficiencies, supplier inflation, working-capital
absorption, and heavy capex will drive 2026-27 EBITDA-FCF divergence. Joint procurement initiatives increase
buyer monopsony power, compressing hardware margins while favouring sticky MRO, spares, and software
revenues.

The consensus assumption most likely to break is that record backlogs will convert into high-margin free
cash flow on a roughly linear 2026-28 timetable. Earnings will arrive, but later (2029-2031) and with lower cash
conversion than current multiples imply.

Integrated actionable hierarchy (March 2026):

* Overweight: Ammunition, missile, and energetics specialists with funded backlog and existing capacity
expansion. Vertically integrated players controlling constrained inputs. High-MRO and sensor/electronics
names.

* Selective on primes: Own only those with deep supply-chain control and ammunition exposure (e.g.,
Rheinmetall-type profiles). Avoid pure platform assemblers and shipyards trading above 20-25x forward
earnings with >50% unfunded or platform-heavy backlog.

* Avoid: Any name where valuation assumes frictionless linear conversion without escalation clauses or
advance payments.

* Watch metrics: Funded backlog percentage, capex intensity, FCF conversion, and actual production ramp
data.

The structural demand case is intact. The market has simply priced the earnings too early. This creates
opportunity in bottleneck controllers and risk in high-multiple platform names. Position accordingly and
maintain patience.

3.4 Final Synthesis

CLAUDE
European Defence: Structural Re-Rating With a Duration Trap

Key Answer

The demand reset is real and durable — NATO rearmament reflects a permanent shift in threat perception, not
a momentum-driven head-fake. But the 100%+ rally has front-loaded earnings that will materialize in
2029-2031 into multiples priced for 2026-2028 delivery. This is a duration trap: the thesis is correct,
the timeline embedded in valuations is not.

Five-Factor Assessment

Budget Credibility (7/10): Structurally higher floor is locked in across Germany, UK, France, Nordics, Baltics,
Poland. But headline GDP commitments # procurement cash arriving on schedule. Debt brakes, coalition
politics, procurement bureaucracy, and any Ukraine de-escalation push spending rightward in time, not
downward in total. Assume 60-70% of announced spending converts to funded orders on schedule. Italy and
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Spain remain fiscally fragile.

Order-Book Quality: Bifurcated. The market capitalizes all backlog equally — it shouldn't. High-quality:
funded munitions, missiles, air defence, C41SR, MRO with advance payments and inflation escalators. Low-qua
lity: unfunded framework agreements, complex platforms, shipbuilding, and legacy fixed-price contracts
carrying milestone, cancellation, and margin risk.

Production Bottlenecks: The Binding Constraint. Throughput, not demand, governs this cycle. Energetics,
nitrocellulose, rocket motors, precision forgings/castings, rad-hard semiconductors, and cleared skilled labour
will delay revenue recognition 12-24 months beyond consensus. Companies controlling these choke points
hold genuine pricing power.

Margin Sustainability: Lumpy, Not Linear. Rush capex, working-capital absorption, ramp inefficiency,
supplier inflation, dual-sourcing costs, and emerging EU joint-procurement monopsony pressure keep EBIT
margins at 11-13% rather than expanding. EBITDA will grow before FCF does — that gap is where
consensus breaks.

The Consensus Assumption Most Likely to Break

That record backlog converts into high-margin free cash flow on a frictionless, roughly linear
2026-2028 schedule. The market treats defence backlogs like software revenue. Physical production
realities — capital intensity, supply-chain constraints, labour shortages — guarantee disappointment on this
timeline. The earnings arrive, but 18-24 months late and with lower cash conversion than multiples imply.

Actionable Recommendations

Overweight:

*  Ammunition, missiles, and energetics producers with funded backlog and live capacity expansion

* Bottleneck-input suppliers (propellants, precision optics, rad-hard semis, specialty forgings)

* Vertically integrated primes with ammunition/consumables exposure and deep supply-chain control
(Rheinmetall-type profiles)

* High-MRO/sustainment and C4ISR/electronics businesses with inflation pass-through

Underweight / Take Profits:

e Pure platform assemblers and shipyards trading >20x EV/EBITDA with >50% unfunded or platform-heavy
backlog

* Any name where valuation assumes frictionless conversion without escalation clauses or advance payments

Screen For: Funded backlog %, rising advance payments, FCF conversion >60%, explicit cost-pass-through
clauses, capex intensity trends, and actual production ramp data. Abandon simple book-to-bill as a primary
metric.

Timing: Expect an 18-24 month consolidation as 2026-27 FCF disappoints relative to extrapolated
expectations. Use those disappointments as entry points for the genuine 2028-2031 delivery cycle. The
structural bull market is intact; the tactical setup rewards patience and selectivity, not momentum chasing.

Bottom line: Own the bottleneck controllers and cash-flow survivors, not the backlog headlines.
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