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From Airframes to Algorithms: Investing 

in the Drone Defense Supercycle 

◼ Global defense spending has entered a multi-decade rearmament 

supercycle, accelerated by post-2022 geopolitical instability, including the 

Ukraine war and Middle East tensions. Military expenditure reached $2.7 

trillion in 2024, up 9.4% y/y, the steepest rise since 1988, reflecting a 

structural shift toward deterrence and modernization. NATO’s pledge to lift 

defense spending from 2% to 5% of GDP by 2035 provides a further, long-

term boost to global defense investment and industry growth. Amidst this 

rearmament cycle, the global drone warfare market is projected to more than 

double to $75 billion by 2035, reflecting a 10% CAGR. 

◼ Traditional procurement doctrines are evolving, with urgency placed on 

modular, attritable platforms that can be deployed at scale and upgraded 

at software speed. Drones, uncrewed systems, and autonomous ISR 

platforms have emerged as strategic assets, accelerating adoption timelines 

and expanding mission profiles across global conflict zones.  

◼ Amid this backdrop, the center of gravity in defense innovation is 

shifting from heavy platforms to software-defined, edge-intelligent 

systems. Drones represent a “software-first” paradigm: modular, 

upgradeable, and often deployed autonomously using AI-native 

architectures. These systems blend ISR, electronic warfare, and kinetic 

capabilities, at a fraction of the cost of traditional aircraft. Importantly, 

autonomy depth, sensor fusion, and seamless C2 integration now 

differentiate future-ready platforms from legacy airframes. 

◼ This paradigm shift creates significant white space for new entrants. 

Strategic differentiation, rooted in architectural design, deployment agility, 

and export viability, should be the core filter for investors evaluating longevity 

and contract scalability. Drone and autonomy focused public names are 

already commanding growth premium over traditional defense primes. The 

four structural differentiators to watch include – AI-native design, modularity, 

speed-to-deploy, and export access. 

◼ Our report profiles six emerging and scaled players positioned at the 

intersection of autonomy, ISR, and national defense:  

− AeroVironment, Inc. (AVAV): Battle-proven loitering munitions and ISR 

drones with unmatched mission footprint and global military adoption. 

− Ondas Holdings (ONDS): Vertically integrated ISR and counter-UAS 

platform fusing AI, autonomy, and secure SDR communications. 

− Kratos Defense (KTOS): Tactical jet drone pioneer enabling attritable 

air combat through affordable, deployable UAVs and engines. 

− AIRO Group Holdings (AIRO): Drone and avionics leader with NATO-

grade ISR systems and U.S.-based modular manufacturing. 

− Swarmer (Private): Swarm autonomy innovator delivering edge-AI 

drone stacks for distributed ISR and electronic warfare missions. 

− Shield AI (Private): High-autonomy drone stack focused on mission-first 

AI pilots and autonomous combat-ready teaming platforms. 
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Introduction – From Reconnaissance to Autonomous Combat Systems 

◼ In the Defense and Aerospace sector, Unmanned Aerial Systems (UAS) have evolved from a specialized 

intelligence tool into the nucleus of next-generation warfare, an era increasingly defined by autonomy, 

software, and precision lethality. A UAS comprises an unmanned aircraft, its command and control (C2) 

infrastructure, and the software enabling flight, communication, and mission execution. Once confined to intelligence, 

surveillance, and reconnaissance (ISR) operations, today’s UAS platforms are fully weaponized, multi-domain 

systems capable of independent decision-making, data fusion, and swarm coordination. 

◼ The most visible manifestation of this evolution is the loitering munition, a hybrid of drone and missile that 

can identify, track, and strike targets autonomously. Unlike conventional missiles, loitering munitions offer real-

time human-in-the-loop or increasingly AI-assisted targeting decisions, allowing flexible engagement strategies and 

reduced collateral damage. AeroVironment’s (AVAV) Switchblade 600 exemplifies this transition from ISR to kinetic 

capability, offering extended range and AI-assisted targeting that allow rapid, low-collateral strikes. Similarly, Kratos 

Defense & Security (KTOS) has pioneered jet-powered, high-speed UAS such as the XQ‑58A Valkyrie, a “loyal 

wingman” drone that operates semi-autonomously alongside manned fighter aircraft, representing a key step toward 

distributed air combat systems. These platforms demonstrate how unmanned systems are being repositioned from 

peripheral ISR support to integral strike and defense assets within modern force structures. 

Chart 1: Illustration of How Loitering Munitions System Work 

  

Source: Exec Edge Research 

◼ Alongside offensive systems, the proliferation of drone warfare has also spurred innovation in Counter‑UAS 

(C‑UAS) technologies, platforms designed to detect, track, and neutralize hostile drones. These systems 

combine radio frequency detection, radar, electro-optical tracking, and either kinetic or directed energy neutralization 

techniques to detect, track, and defeat unmanned threats. AVAV’s Titan electronic warfare suite (via its BlueHalo 

acquisition) and Shield AI’s V‑BAT equipped with autonomous defense modules illustrate the growing sophistication 

of these systems. Shield AI’s AI‑pilot architecture, trained on millions of flight hours, enables both autonomous 

navigation and counter‑threat maneuvers, highlighting the accelerating role of machine learning (ML) in modern 

aerial defense. 

− What sets the current UAS evolution apart from previous technology cycles is the increasing convergence of 

software and autonomy as the locus of value. These combat systems are driven by software‑centric enablers 

such as Ondas Holdings (ONDS), whose FullMAX SDR (Software‑Defined Radio) network provides secure, 

low‑latency connectivity for autonomous drones operating in GPS‑denied or congested spectrum environments. 

This technology underpins long‑range command and control resilience, a critical differentiator as data bandwidth 

and jamming resistance become procurement priorities. Meanwhile, AIRO Group Holdings’ (AIRO) modular 

drone architecture bridges military and industrial use cases, offering customizable payloads for ISR, logistics, 

and electronic warfare missions. Swarmer, a private developer, represents the next frontier: its 

swarm‑intelligence software enables decentralized command logic across multiple drones, allowing coordinated 

mass maneuvers that overwhelm traditional air defenses, an emerging capability already attracting defense 

procurement interest in the U.S. and allied nations. This shift is no longer conceptual; rather, it is being 

operationalized in current conflicts, most notably in Ukraine, where loitering drones and AI-enhanced ISR 

platforms have disrupted traditional force structures and exposed the lag of legacy manned systems. 
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◼ This capability transformation is also driving defense procurement behavior. The U.S. Department of War has 

more than doubled its budget allocations to UAS and loitering munitions between FY25 and FY26, with allocations 

for loitering systems rising from $588 million to $1.4 billion, and C-UAS funding expanding nearly fourfold from $744 

million to $2.8 billion. As platform performance becomes increasingly determined by autonomy software, decision-

makers across NATO-aligned forces are re-evaluating procurement priorities toward open architecture, modularity, 

and cross-domain integration, features historically underweighted in traditional airframe-led acquisitions. 

Chart 2: Illustration of Autonomous Counter-Drone System from Ondas Holdings (ONDS) 

 

Source: Exec Edge Research, Ondas Holdings 

Value Migration to Software-defined, AI-Native Systems is Reshaping the Potentially $75 

billion Drone Warfare Market 

◼ This technology evolution is leading the value migration in the UAS sector, from OEMs to software-defined 

systems. The sector has transitioned from a hardware-dominated, ISR-focused niche to a software-defined, AI-

native, and tactically indispensable capability. Historically, unmanned systems followed a vertically integrated model 

dominated by OEMs that controlled airframe design, manufacturing, and onboard payloads. Value creation was 

concentrated around hardware complexity, flight range, and defense-grade ruggedization. However, as mission 

requirements have evolved toward real-time responsiveness, adaptive threat recognition, and independent decision-

making, value is rapidly migrating to the software layer. The emerging architecture separates the drone stack into 

four modular layers: sensing, processing (including artificial intelligence), command and control (C2), and actuation. 

This modularity enables greater platform interoperability, faster software upgrades, and broader use-case 

deployment without full system redesign. 

◼ We believe companies that own the autonomy layer of this stack will command growing strategic and 

commercial importance. Swarmer, for instance, develops AI-based decentralized logic that allows fleets of small 

drones to self-organize, assign roles, and coordinate precision strikes without relying on constant operator input. 

Similarly, Shield AI has commercialized a scalable autonomy framework that can be deployed across multiple aerial 

platforms, with its proprietary Hivemind software acting as a mission computer that replaces human pilots entirely in 

contested environments. While these companies do not manufacture traditional airframes on a scale, their ability to 

deliver platform-agnostic autonomy is increasingly valued by defense procurement agencies seeking cost efficiency, 

swarm readiness, and flexible deployment. This shift implies that companies historically positioned as subsystem 

vendors may now capture outsized value, particularly if their intellectual property sits in the perception and decision-

making layers. 
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Chart 3: Evolution of UAS Value Chain from Hardware to Software Has Led to Emergence of New Players 

 

Source: Exec Edge Research 

◼ Driven by these changes, the global drone warfare market is on a decade-long trajectory of robust, 

structurally accelerating growth across regions, and is estimated to grow from $29.2 billion in 2025 to $75.8 

billion by 2035, representing a CAGR of 10.0%, according to Future Market Insights Inc. Analyzing the expansion 

in two five-year segments reveals a shifting growth dynamic. Between 2025 and 2030, the market is expected to 

add $17.9 billion in value, supported by procurement momentum in Eastern Europe, the Middle East, and Asia-

Pacific. This first phase reflects a broad-based transition toward long-range unmanned aerial vehicles (UAVs), 

tactical loitering munitions, and ISR systems in response to evolving regional threats and modernization agendas. 

From 2030 to 2035, market growth is expected to accelerate, adding $28.7 billion in absolute value, driven by the 

integration of autonomous drone systems, AI-enabled swarms, and high-endurance hybrid airframes. This 

acceleration is also supported by improving unit economics, as defense budgets increasingly shift toward premium, 

software-defined drone platforms. The long-term curve shows over 60% of total value creation occurring post-2030, 

indicating both technological maturation and a rising share of fully autonomous deployments. Regionally, Asia-Pacific 

leads the growth curve with China and India posting double-digit CAGRs of 13.5% and 12.5% respectively, reflecting 

intensified R&D and domestic manufacturing. Europe is increasingly shaped by NATO interoperability mandates, 

while the UK is growing just below the global average at 9.5%, focused on legacy fleet upgrades and AI retrofits. 

The U.S., which commands 52% of the global market in 2025, is expected to remain the largest player globally, and 

will grow at a healthy CAGR of 8.5%, despite a large base and greater platform maturity. 

Chart 4: Global Drone Warfare Market Growth (2025-35) 

 

Source: Exec Edge Research, Future Market Insights 
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Key Industry Trends and Themes 

Rising Geopolitical Conflicts Worldwide Are Accelerating Drone Warfare Adoption 

− Key Takeaway: The sharp rise in global armed conflicts over the past decade signals a structurally unstable security 

environment. As warfare intensifies across Europe, the Middle East, and Asia, nations are redirecting defense 

spending toward drones and AI-enabled systems for surveillance, precision strikes, and autonomy. This convergence 

of geopolitical fragmentation and rapid technological evolution marks a durable upcycle in defense investment, 

positioning drone-centric platforms as essential assets for modern military readiness. 

◼ Our research shows that the global defense spending landscape has entered a structural upcycle, driven 

by geopolitical fragmentation and accelerated threat modernization. Global military engagement has entered 

a structurally volatile phase, with armed conflicts increasing both in frequency and geographic spread. According to 

data from the Uppsala Conflict Data Program (UCDP), visualized by Our World in Data, the number of inter-state 

and intra-state armed conflicts rose from 31 in 2010 to over 61 by 2024, the highest level recorded in modern history. 
This escalation is not confined to isolated regions but spans multiple continents, from Europe and the Middle East 

to South Asia and the Horn of Africa. The chart below illustrates the geographic clustering and intensification of these 

confrontations. As of mid-2025, there were active conflict zones in over 30 countries, ranging from high-intensity 

wars like Russia-Ukraine, Israel-Iran, and India-Pakistan, to mid-level insurgencies and border clashes in Sudan, 

Myanmar, Colombia, and the Caucasus.  

− This surge marks a return to an era where peer-to-peer, hybrid, and asymmetric warfare overlap, and it 

comes with broad implications for military readiness and procurement. The increasing tempo of hostilities 

has forced governments to rethink doctrines focused on long-lead systems like tanks and fighter jets. Instead, 

nations are gravitating toward versatile, deployable platforms capable of rapid response and tactical adaptation. 

Chart 5: Rising Instances of Armed Conflicts Over the Years 

  

Source: Exec Edge Research, Our World in Data, Uppsala Conflict Data Program (2025); geoBoundaries (2023) 

Chart 6: Countries where Armed Conflicts Took Place in 2024 

  

Source: Exec Edge Research, Our World in Data, Uppsala Conflict Data Program (2025); geoBoundaries (2023) 
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◼ Given the above context, rise in global defense spending is being driven by geopolitical fragmentation and 

accelerated threat modernization. According to SIPRI Factsheet (April 2025), global military expenditure reached 

$2.7 trillion in 2024, growing 9.4% y/y, which is the steepest rise since 1988, when SIPRI started recording this data. 

The top 5 spenders – U.S. (37%), China (12%), Russia (5.5%), Germany (3.3%), and India (3.2%) – accounted for 

60% of the total spend in 2024. This acceleration is not a post-conflict anomaly but a broader recalibration of defense 

posture across regions. The Russia-Ukraine war served as a catalyst, exposing the vulnerabilities of legacy kinetic 

warfare systems and driving demand for next-generation capabilities, particularly drones, AI-enabled ISR systems, 

and loitering munitions. According to NATO, in 2023 only 10 out of its 32 member countries met the alliance’s 

longstanding pledge to spend at least 2% of GDP on defense, a benchmark originally agreed upon in 2014. The 

ongoing Russo-Ukrainian conflict served as a catalyst, prompting a significant acceleration in military investment. 

By 2024, 18 members were expected to reach the 2% threshold, and 31 members are expected to meet the target 

by the end of 2025. In June 2025, NATO allies committed to an even more ambitious goal: increasing defense 

spending to 5% of GDP by 2035, which should act as a major tailwind for the defense sector over the next decade. 

Of this, 3.5% will go toward core defense needs, while 1.5% will support infrastructure and defense industrial 

capacity. The move was heavily influenced by U.S. demands for fairer transatlantic burden-sharing in light of growing 

geopolitical threats. 

Chart 7: World Military Expenditure by Region (1988-2024) and # of NATO Allies meeting 2% Target 

 

Source: Exec Edge Research, SIPRI Factsheet, NATO 

◼ Drone and AI warfare now define the modern battlefield playbook. As military confrontations intensify, so too 

has the strategic reliance on drone warfare and AI for tactical edge, survivability, and operational efficiency. Across 

most major conflicts from 2022 onward (Russia-Ukraine, Israel-Iran, and India-Pakistan), drones have been 

employed not only for surveillance, but also for strike missions, electronic warfare, and counter-UAS operations. The 

2025 Israel-Iran confrontation saw Iran deploy over 1,000 drones in a multi-layered offensive targeting Israeli defense 

infrastructure, while Israel responded with a sophisticated drone-based interception system involving AI-assisted kill 

chains and loitering countermeasures. Similarly, in Ukraine, Russia’s use of Shahed-136 kamikaze drones and 

Ukraine’s adaptive deployment of AI-guided quadcopters has redefined attrition warfare in contested airspace. 

Defense primes and startups today are building platforms that reduce operator workload and accelerate mission 

execution. In the India-Pakistan May 2025 skirmish, India reportedly deployed AI-enhanced loitering drones in 

surgical retaliation against strategic targets following swarm infiltration attempts by Pakistan. Taiwan’s 2024 drone 

exercises revealed autonomous multi-drone coordination intended to neutralize amphibious landing operations, 

showcasing swarm AI as a strategic deterrent. 

− This shift has elevated drones from tactical enablers to cornerstone capabilities within national defense 

portfolios. With doctrines increasingly built around manned-unmanned teaming, swarm operations, and 

software-defined targeting, drones are now considered not just force multipliers but mission-critical tools. 

Importantly, their adaptability across land, sea, and air, makes them essential to multi-domain operations in an 

increasingly complex battlespace. 
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◼ Unmanned systems are transitioning from specialized assets to foundational layers in national defense 

budgets. The shift in global defense spending is not just in scale, but in composition. Modern military forces are 

prioritizing multi-domain, autonomous, and survivable systems, with drones increasingly viewed as force multipliers, 

not tactical supplements. In the U.S., despite proposed $50 billion defense cuts, one-way attack/autonomous 

systems and counter-small UAS (Unmanned Aerial Systems) initiatives are among the priority areas. The FY26 

Department of War budget is expected to allocate $13.4 billion toward autonomy and autonomous systems, which 

will include $9.4 billion for unmanned and remotely operated aerial vehicles. As an example of growing importance 

of UAS systems for the armed forces, we find that the requested funding for army’s small unmanned aircraft systems 

has increased more than 10x in FY26 to $748 million, when compared with the enacted funding for these systems 

in FY25, which was only $70.5 million. Across Europe, Eastern European members, in particular, are focusing on 

short-to-mid-range drone defense layers, including tactical swarm drones and AI-enabled loitering munitions. In Asia, 

Japan’s “Defense Buildup Program” and India’s CATS initiative are allocating funds for indigenous production of AI-

native drones with real-time targeting and autonomous navigation. Taiwan is expected to spend $1.4 billion on UAV 

acquisition and drone manufacturing capacity by 2026. These programs reflect a decisive shift: procurement is no 

longer centered on fighter jets and tanks, but on ISR continuity, GPS-denied operational readiness, and force-

multiplier platforms. 

− Companies with exposure to these verticals, such as AVAV, Shield AI, KTOS, and AIRO stand to benefit 

from this reallocation of capital. Moreover, governments are now prioritizing modular, upgradable drone 

platforms to ensure agility in evolving conflict theatres, further amplifying the opportunity for companies delivering 

software-defined warfare solutions. 

Chart 8: Significant Ramp-up in Requested Funding for Army’s Small Unmanned Aircraft Systems in U.S. 

 

Source: Exec Edge Research, Congress.gov  

◼ The funding surge is reshaping not just where defense dollars go, but how value is created and captured 

within the drone ecosystem. Historically, larger airframes and platform manufacturers commanded the lion’s share 

of investment. Today, however, companies that own the autonomy stack, AI models, mission software, and C2 

interfaces are commanding premium valuations and preferential contract positioning. This shift reflects a broader 

doctrinal pivot toward software-defined warfare, where upgradability and agility are favored over legacy hardware 

scale. Crucially, recent procurement decisions confirm that software-native players are not only relevant, but they 

are winning. In April 2025, the U.S. Air Force selected two smaller firms, Anduril Industries and General Atomics, to 

prototype its Collaborative Combat Aircraft (CCA) program, an unmanned wingman system designed for high-risk 

mission support alongside piloted aircraft. Notably, they were chosen over traditional primes such as Boeing, 

Lockheed Martin, and Northrop Grumman. Anduril’s Lattice OS and autonomy backbone were widely credited as 

key differentiators in the selection. Similarly, in another example AIRO’s joint venture with Ukraine’s Bullet brings 

high-speed interceptor drone production and deployment into NATO-aligned and U.S. defense ecosystems. We 

believe these moves underscore a growing institutional willingness to bypass incumbents in favor of mission-

adaptive, AI-enabled architectures. 
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AI is Revolutionizing Drone Warfare 

− Key Takeaway: Artificial Intelligence is fundamentally reshaping drone warfare by enabling autonomous navigation, 

swarm coordination, and manned-unmanned teaming. As global defense procurement shifts from hardware-led to 

software-defined architectures, AI-native platforms like those from Shield AI, AVAV, and Swarmer are capturing 

strategic and commercial advantage. With AI now embedded in NATO and Indo-Pacific acquisition priorities, 

autonomy has become a core determinant of capability, survivability, and procurement relevance in modern warfare. 

◼ Artificial Intelligence (AI) is rapidly transforming drones from remotely piloted ISR platforms into 

autonomous mission-executing systems. Across modern defense forces, drones are evolving into highly 

autonomous systems that can identify, evaluate, and neutralize threats with limited human intervention. AI-enabled 

drones now incorporate capabilities that were once operator-led, such as real-time threat detection, adaptive flight 

pathing, target classification, and payload delivery precision. These advances reduce human latency in fast-evolving 

battle conditions, a critical advantage for ISR and loitering munition missions. According to CSIS (2025), the ability 

to operate in jammed or contested environments with edge-based AI has become central to NATO’s procurement 

preferences, especially in Eastern Europe and Indo-Pacific theaters. This shift is most evident in Ukraine, where AI-

guided drones have improved tactical survivability against GPS-jamming and electromagnetic interference. 

− Defense primes and emerging vendors are now aligning around a consensus: autonomy is no longer 

optional. The AI/ML integration has moved from experimental to essential, particularly for systems expected to 

execute time-sensitive strike missions or operate beyond visual line of sight (BVLOS). AVAV’s Switchblade series 

and Shield AI’s Hivemind exemplify this trend, with in-flight learning and decentralized coordination rapidly 

becoming industry benchmarks. 

Chart 9: Comparison Between Traditional Military Drones and AI-enabled Military Drones 

 

Source: Exec Edge Research, Aegis Softtech 

◼ AI now enables drones to autonomously select and engage targets in contested battle‑spaces. Leading 

defense firms have transitioned beyond remote‑piloted unmanned aerial systems (UAS) toward platforms that fuse 

onboard artificial intelligence (AI) for mission‑execution. For example, Shield AI’s Hivemind autonomy stack has 

been integrated into VTOL systems that operate in GPS‑denied maritime zones, enabling unmanned assets to 
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classify targets and fly autonomously when manual links fail. Similarly, Anduril Industries has secured 

software‑centric contracts to enable manned‑unmanned teaming in the U.S. Air Force’s 

Collaborative Combat Aircraft (CCA) program. These contract wins illustrate that autonomy is now a procurement 

imperative.  

◼ Several recent conflicts illustrate how AI‑enabled drones are migrating from theoretical platforms to 

operational capabilities in modern state‑on‑state warfare. 

− Ukraine-Russia Conflict: The conflict in Ukraine has illustrated the tactical advantage of AI‑enabled drones: 

Ukrainian and European firms are testing autonomous “drone interceptor” swarms to counter guided bombs and 

loitering threats. Per a Reuters article, one Ukrainian commander reported more than 60 % of frontline targets 

were now being destroyed by drones using automated targeting functions. The combination of edge‑AI, sensor 

fusion and onboard autonomy is rewriting the kill‑chain for unmanned systems. In this new paradigm, the ability 

to operate under jamming, spoofing or electronic‑attack conditions is no longer a feature but a baseline 

expectation. Defense procurement agencies now treat autonomy‑software proficiency as a primary axis of 

competition, not a secondary option. 

− Israel-Iran conflict: In the June 2025 Israel‑Iran confrontation, Israel’s intelligence services and military 

integrated AI and autonomous drones in a coordinated campaign to degrade Iran’s missile and air‑defense 

infrastructure. Commissioned by the Mossad and supported by the Israel Defense Forces, operational planning 

used AI algorithms to sift through vast data sets, select high‑value targets, and guide small armed drones that 

were smuggled into Iran ahead of the strike. Drones and AI enabled operative teams to neutralize Iranian 

surface‑to‑air missile launchers and radar systems with minimal warning. 

− India-Pakistan conflict: In the India–Pakistan clash of May 2025, UAVs and loitering munitions featured for the 

first time at scale between nuclear powers, with both sides launching swarms of drones; India reported downing 

dozens of Pakistani UAVs and halting attacks on bases. Although explicit AI autonomy is less confirmed in that 

campaign, the scale and complexity of drone operations point toward increasingly autonomous systems, as 

Pakistan acknowledged interception of 25 Indian drones in a single day. 

Chart 10: Illustration of Modules Enabling Autonomous Capabilities to Drones in Ukraine 

 

Source: Exec Edge Research, CSIS 

◼ Our research shows that the use of AI is being driven by its ability to enable advanced drone behaviors such 

as GPS-denied flight, swarm logic, and human-machine teaming. Emerging AI use cases are redefining 

operational flexibility. First, GPS-denied navigation is a top priority for military operators facing signal jamming or 

spoofing, especially in contested zones like Eastern Ukraine or the Taiwan Strait. Using terrain-matching algorithms 
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and computer vision, AI-equipped drones can orient and navigate without external satellite signals, capabilities 

already field-tested by platforms from Shield AI and KTOS. Second, swarm coordination, where dozens or hundreds 

of drones operate as a cohesive unit, is no longer theoretical. The Wall Street Journal reports that AI-powered drone 

swarms have been deployed in live conflict zones, enabling layered attacks, self-repairing formations, and adaptive 

role assignment across assets. Third, manned-unmanned teaming (MUM-T) is emerging as a critical configuration 

for force multiplication. Here, AI bridges the control gap between piloted aircraft and drone squadrons, reducing pilot 

burden while increasing theater coverage. Programs like the U.S. Air Force’s Collaborative Combat Aircraft (CCA) 

and India’s Combat Air Teaming System (CATS) are built on this model, with AI orchestrating task delegation, routing, 

and dynamic targeting. Defense Innovation Unit (2025) notes that over a dozen allied nations are currently trialing 

such systems. 

Chart 11: Major AI-enabled Use Cases in Drone Warfare 

 

Source: Exec Edge Research, WSJ, CSIS 

◼ AI autonomy is now embedded in military drone tenders, shifting value creation from hardware to software. 

Procurement dynamics across global defense programs increasingly favor software-defined autonomy over airframe 

specifications. NATO acquisition frameworks post-2024 mandate autonomous ISR and strike capabilities as 

baseline, not premium features. India’s Drone Shakti program and Japan’s defense procurement roadmap both 

prioritize domestic development of AI-native systems that can perform ISR, targeting, and loitering without 

continuous operator control. From a value creation standpoint, companies that own the autonomy stack, such 

as Swarmer, Shield AI, and Anduril are capturing disproportionate share of contract awards and investor 

capital, despite smaller hardware footprints. Software-defined warfare driven by AI and edge computing is 

rewriting defense doctrines across NATO. AI has shifted procurement incentives: instead of investing in larger 

platforms, militaries now seek modular, rapidly upgradable systems where new autonomy modules can be deployed 

via software updates rather than hardware retrofits. This paradigm shift is elevating AI control layers as the principal 

driver of platform competitiveness and driving the convergence of defense and enterprise AI ecosystems. 

  



Key Industry Trends and Themes 
 

P a g e  |  1 2  

Swarm Intelligence and AI Command Are the Future of Aerial Warfare 

◼ Autonomous swarm behavior is shifting drone warfare from individual platform dominance to multi-agent 

coordination at scale. Inspired by biological pack tactics, swarm-enabled drones execute missions in groups, 

overwhelming defenses, saturating detection systems, and dynamically reallocating tasks based on battlefield 

changes. Swarming drones behave as a distributed network rather than isolated assets, increasing resilience and 

mission adaptability. Unlike traditional UAV formations requiring centralized control, swarms can operate semi-

independently, recalibrating in real-time when individual units are lost. This capability has moved from 

experimental to field-tested: the Ukraine conflict marked the first confirmed combat use of drone swarms, 

where dozens of low-cost assets executed coordinated ISR and strike operations. From an investment 

perspective, swarm capability amplifies platform utility without proportionate cost increases, making it a 

highly scalable defense innovation. Companies like Swarmer and Shield AI are pioneering scalable swarm 

algorithms. Shield AI’s Hivemind software enables drones to fly, plan, and execute missions autonomously in GPS-

denied and communication-contested environments. Their swarming capabilities are being integrated into both 

VTOL and loitering munitions platforms. For adversaries, intercepting a swarm requires disproportionate effort and 

munitions, turning every swarm deployment into a high-leverage, low-cost advantage. Procurement agencies 

increasingly view swarm coordination not as a premium feature, but as a baseline requirement for future battlefield 

readiness. 

Chart 12: Comparison of Traditional Drone Deployments and Swarm-Enabled Drone Missions 

 

Source: Exec Edge Research. WSJ, NATO, Sheild AI, Swarmer, CSIS, Defense One 

◼ Command and control (C2) systems are evolving from centralized architectures to decentralized, AI-led 

frameworks. Modern conflict theaters demand faster, more resilient decision loops, especially under jamming or 

degraded communications. Traditional C2 structures require continuous data relays and human validation, which 

introduce latency and fragility in dynamic battlefields. The emerging paradigm shifts to decentralized, AI-led C2 

nodes that can independently assess threats, assign roles, and execute tasks without waiting for human direction. 

This transformation enables "machine-to-machine" warfighting, where drones, sensors, and ground units interact in 

near real time with minimal latency. Defense Innovation Unit and NATO R&D frameworks now prioritize decentralized 

C2 as a critical requirement for multi-domain operations. Shield AI’s autonomous mission management and 

Swarmer’s battlefield AI stack are examples of operational C2 platforms driving this shift. Their systems allow 

distributed assets to operate cohesively, share mission data, and self-reassign objectives based on local threat 

assessments. The U.S. Air Force’s Collaborative Combat Aircraft (CCA) initiative, which embeds AI-enabled C2 for 

drone wingmen, validates this doctrinal change. For investors, the shift to autonomous C2 dramatically expands 

addressable markets from hardware to software services, system integration, and real-time data fusion. 

Importantly, platforms with embedded C2 stacks enable faster deployment cycles, as upgrades are software-driven 

rather than hardware-bound. This places software-native players at a structural advantage in upcoming defense 

tenders and multinational procurement pools. 
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Loitering Munitions – Adoption Being Driven by Cost Efficiency and Precision 

◼ Loitering munitions are becoming the centerpiece of tactical drone warfare due to cost-efficiency and 

precision lethality. The battlefield relevance of loitering munitions – drones that hover until a strike opportunity 

emerges – has dramatically expanded following their proven use in conflicts like Ukraine and Nagorno-Karabakh. 

These systems combine surveillance, target acquisition, and kinetic effect in a single, compact platform, enabling 

forces to execute real-time strikes with minimal operator latency. Unlike conventional missiles or manned aircraft, 

loitering munitions are agile, expendable, and often low-cost, making them ideal for contested or denied 

environments. According to the Pentagon’s FY26 budget, loitering munition allocations are expected to rise by over 

50% y/y. This trend underscores a broader doctrine shift, one that favors attritable, intelligent systems over 

expensive, maintenance-heavy platforms. From an investment standpoint, companies that focus on autonomous 

target acquisition, swarmable payload integration, and software-defined strike logic are best positioned to capture 

value. According to Markets and Markets, the global loitering munition market is expected to grow at a CAGR 

of 9.0% between 2025-30, growing from $576 million to $815 million. 

Chart 13: Growth Profiles of Different Types of Loitering Drones 

 

Source: Exec Edge Research. Markets and Markets 

◼ Our research shows that a shift toward low-cost, high-lethality drone systems is reconfiguring global 

procurement frameworks and OEM dynamics. Defense ministries worldwide are rebalancing their acquisition 

strategies toward smaller, modular strike platforms that offer high kinetic output without the budgetary or diplomatic 

overhead of manned assets. One-way attack drones, like Iranian Shahed‑136 or AIRO’s new interceptor variant (via 

its JV with Bullet), are shaping asymmetric warfare, providing strategic effects at tactical cost. According to data from 

Centre for Strategic and International Studies, Shahed Drones, whose estimated cost of $35,000 per unit, with only 

a 10% success rate can deliver cost per target struck of $353,535. On the contrary, Kh-22 Cruise Missiles, whose 

estimated cost is $1,000,000 per unit, even with a 95% success rate, only manage the cost per target struck of 

$1,057,082. These drones are now being deployed for deep-strike, anti-radar, and infrastructure sabotage missions, 

roles once reserved for cruise missiles. Shield AI’s V-BAT and Swarmer’s low-signature loitering platforms integrate 

real-time sensor fusion, enabling adaptive engagement even in denied or jammed environments. Eastern European 

countries are allocating large portions of drone budgets toward loitering and one-way strike systems, favoring 

domestic variants for strategic resilience. The preference for autonomous, single-use systems reflects both a 

response to electronic warfare threats and a desire for scalable, repeatable offensive options. The NATO 2024-2026 

Strategic Concept prioritizes investments in tactical loitering capabilities and identifies one-way attack drones as 

essential to battlefield ISR–strike fusion. Importantly, loitering munitions now feature in joint procurement deals and 

industrial partnerships, suggesting that production scale and platform interoperability will drive future contract wins. 

This has opened the door for smaller players with nimble R&D and embedded autonomy stacks to outmaneuver 

traditional OEMs in new-generation drone programs. 
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Strategic Differentiators 

AI-Native Systems, Modularity Define the Next Generation of Defense Leaders 

◼ In an increasingly competitive and geopolitically charged defense landscape, not all unmanned systems 

players are built alike. Instead, strategic differentiation, rooted in architectural design, deployment agility, 

and export viability, should be the core filter for investors evaluating longevity and contract scalability. As 

drone warfare shifts from experimentation to doctrine, procurement priorities are rapidly evolving toward AI-native 

systems, modularity, and allied-compliant platforms. Investors must look beyond platform counts and assess the 

strategic DNA of each company – can it scale, integrate, and adapt. Understanding these structural advantages is 

key to identifying outsized winners in the unmanned systems value chain. 

Chart 14: Strategic Differentiators of Next Gen Drone Warfare Companies  

 

Source: Exec Edge Research 

◼ AI‑Native vs. AI‑Retrofitted: Why early architecture defines competitive advantage. We believe organizations 

founded with an AI‑first architecture – where autonomy, software and decision‑making logic are baked into the design 

from day‑one – hold distinct structural advantages over entities that attempt to retrofit autonomy onto legacy 

airframes. Companies such as Shield AI and Swarmer exemplify this paradigm shift: Shield AI’s Hivemind 

autonomy software enables unmanned assets to execute complex missions in GPS‑ and comms‑denied 

environments. Meanwhile, Ukraine‑based Swarmer develops AI software that allows a single operator to task dozens 

of drones simultaneously across a battlefield. These AI‑native firms are structurally advantaged in defense 

procurement because ministries now prioritize autonomy, resilience and software‑update paths over traditional 

air‑frame specifications. In contrast, legacy manufacturers that retrofit autonomy face integration complexity, higher 

cost and slower deployment risk. Investors therefore should focus on firms whose architecture is designed for 

autonomy from the outset, as they are poised to capture the shift toward software‑first unmanned systems. 

− Shield AI’s recent $198.1 million ID/IQ contract with the U.S. Coast Guard (awarded in July 2024) is a 

clear example that aligns with the AI-native differentiation thesis. This contract involves the deployment of 

Shield AI’s V-BAT unmanned aerial systems for maritime ISR operations. While the airframe itself is versatile, 

what sets V-BAT apart is its integration with Shield AI’s Hivemind AI pilot, enabling autonomous flight and 

navigation in denied or contested environments. Because Hivemind is a fully integrated autonomy stack, 

developed in-house and designed from inception for AI-driven operation, it allows V-BAT systems to operate 

without reliance on GPS or continuous operator input, a key requirement for maritime and expeditionary 

missions. The fact that Shield AI was chosen over traditional defense primes reinforces how AI-native 

architecture is becoming a core selection criterion in major defense contracts. 

◼ Modularity: Unlocking multi-mission agility and cross-theater deployability. We believe modularity, the ability 

to swap payloads, autonomy layers, or mission-specific software on a common airframe, is also becoming a decisive 

advantage in defense procurement. As armed forces seek flexible systems for varied operational environments, 

modular drone architectures offer faster adaptation cycles, broader mission sets, and easier field upgrades. This 
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design philosophy lowers lifecycle costs and supports software-defined warfare, where functionality can be altered 

via updates instead of hardware retrofits. 

− AIRO is a leader, when it comes to modularity, with its interceptor drone platform, being developed in 

partnership with Ukraine’s Bullet. The system features a modular sensor and payload bay capable of 

integrating ISR, kinetic, or EW (electronic warfare) packages, depending on mission needs. 

− Swarmer’s software-defined swarm drones use an interchangeable autonomy and sensor stack that enables 

them to function as ISR nodes, decoys, or strike units within a swarm, depending on configuration. This plug-

and-play design allows a single swarm to fulfill multiple tactical roles with minimal physical variation across units. 

− ONDS’ Optimus drone‑in‑a‑box architecture allows rapid re‑configuration of payloads and missions, enabling 

a single platform to serve ISR, logistics, or counter‑UAS roles as needed. 

− In July 2025, Auterion secured a roughly $50 million contract to supply 33,000 AI‑powered drone guidance 

kits to Ukraine, enabling its hardware‑agnostic autonomy software to integrate into multiple drone‑platform types.  

◼ This flexibility makes such companies ideal for programs that emphasize open architecture and joint-force 

interoperability, such as the U.S. Army’s xTechSearch and NATO’s modular ISR modernization efforts. Procurement 

now increasingly favors such systems over bespoke platforms designed for narrow mission profiles. 

◼ Speed‑to‑Deploy: Rapid deployment a driver of market share gains in drone warfare. In the accelerating race 

for drone dominance, companies that can deploy platforms swiftly, driven by scalable production, streamlined supply 

chains, and mission‑ready footprints, gain a meaningful edge in defense procurement. Rapid fielding translates into 

early wins, higher backlog visibility and stronger contract conversion, which is critical in a sector defined by “urgent 

requirement” mandates. 

− AVAV was awarded a five‑year Indefinite Delivery/Indefinite Quantity (IDIQ) contract by the U.S. Army for 

its Switchblade® loitering‑munition family in August 2024 (ceiling value $990 million). The company stated that 

deliveries would “begin in months”. By February 2025, AVAV received a $288 million delivery order, its third under 

the IDIQ, demonstrating production scalability and deployment readiness.  

− In another example, KTOS secured a $59 million contract from the U.S. Navy for 70 BQM‑177A sub‑sonic 

aerial targets under full‑rate production in March 2025, reflecting its readiness to support accelerated timelines.  

− This contrast with smaller vendors or legacy air‑frame manufacturers who often face ramp‑up delays or 

supply‑chain bottlenecks, underscores why speed‑to‑deploy has become a structural differentiator. Firms with 

validated rapid delivery capability signal less execution risk and de‑risked backlog conversion. As militaries 

worldwide increasingly prioritize “deployable now” platforms, we believe production agility is as 

important as platform sophistication. 

◼ Export Access: Regulatory alignment enhances international scale and allied procurement viability. Access 

to allied export markets has become a strategic moat for drone manufacturers, particularly as demand surges across 

NATO and Indo-Pacific allies. U.S. firms operating within ITAR (International Traffic in Arms Regulations) frameworks 

but with tailored, allied-friendly platforms, are structurally advantaged.  

− AVAV, for example, has consistently scaled exports of its Switchblade® loitering munitions to Ukraine 

and other NATO partners under U.S. government approval. In April 2025, it signed an MoU with Korean Air 

to co-develop and localize its JUMP 20 VTOL system in South Korea, a move that balances IP control with 

sovereign operational needs.  

− Shield AI is another standout: its VBAT system is now manufactured and exported through international 

teaming agreements, notably with JSW Defense in India (announced November 2024) and AIDC in Taiwan 

(September 2025).  

− These partnerships are not just commercial; they position these firms as trusted ecosystem providers within 

U.S.-aligned security networks. This factor matters because defense exports are increasingly tied to geopolitical 

alignment. We believe companies that embed compliance-by-design and pursue scalable export 

architectures will tap into multi-billion dollar allied procurement flows without lengthy renegotiation or 

platform redesign. 
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Valuation & Capital Market Trends 

Capital Markets Rewarding Autonomy-Focused Defense Firms with Premium Valuations 

◼ The comparative valuation landscape in the defense sector highlights a clear growth premium for 

companies with a bespoke focus on drones and advanced avionics over their diversified aerospace and 

defense peers. As shown in the comp set below, the “Drones and Advanced Avionics” cohort, including players like 

AVAV, KTOS, ONDS, and AIRO, exhibits far superior forward-looking growth expectations across key financial 

metrics.  

− Revenue growth for FY26E averages 81.8% for drone-focused firms, more than 11x higher than the 6.8% 

average for diversified names like Boeing (BA), Lockheed Martin (LMT), and Raytheon (RTX). AVAV, for 

instance, is expected to grow revenue at 143.3%, compared to GE’s 11.7% or General Dynamics’ (GD) 4.4%. 

This accelerated growth of Drones and Advanced Avionics names is largely driven by increased global spending 

on loitering munitions, autonomous ISR platforms, and AI-native drone solutions, where focused companies hold 

first-mover advantage.  

• Similarly, EBITDA growth expectations average 35.1% for next gen drone players versus 10.4% 

for diversified legacy peers. Standout examples include Redwire (RDW), which is expected to grow 

EBITDA by over 229.1%, and AVAV at 113.7%, compared to RTX’s 7.8%. EPS growth also shows a 

similar divergence, with drone players averaging 70.1% vs. 16.1% for diversified firms. 

− This growth premium is reflected in valuation multiples. Drones and Advanced Avionics companies trade at 

an average 6.4x EV/Revenue and 32.8x EV/EBITDA, significantly higher than the 3.4x and 19.6x, respectively, 

for diversified peers. AVAV’s 40.7x EV/EBITDA and KTOS’s 74.8x multiple further reinforce investor willingness 

to pay up for autonomy-focused growth. 

− We believe the premium is justified and here to stay given the structural tailwinds and competitive 

advantages enjoyed by next-gen players. Rising geopolitical conflict, AI integration, and defense budget 

reallocation toward UAS platforms are driving growth and next-generation leaders are emerging as product-

cycle leaders with modular, software-defined architectures, allowing faster scaling and adaptability, factors 

traditional primes are slower to replicate. 

Chart 15: Peer Comparison – Drone and Advanced Avionics Companies vs. Diversified A&D Companies 

 

Source: Exec Edge Research, TIKR. Data as of 11/20 close, Note: Negative values and exceptionally high values have been excluded while 
calculating averages 
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◼ Growing capital flows into the UAS and drone autonomy sector underscore growing institutional confidence 

in next-generation defense platforms. As shown in the table below, over the past 18 months, nearly $1.5 billion 

have been raised by autonomy-centric drone firms spanning the U.S., Europe, and Asia. Notably, Germany-based 

Helsing closed a €600 million round in June 2025, led by Saab, Lightspeed, and Prima Materia, solidifying its position 

as Europe’s AI-native defense leader. In the U.S., Shield AI raised $240 million in a Strategic F-1 round backed by 

L3Harris and Andreessen Horowitz, signaling strong convergence of defense primes and venture capital. Funds 

raised by startups like Swarmer ($15 million, Ukraine) and Tycho AI ($10 million, U.S.) reflect the rise of niche 

autonomy vendors solving battlefield-specific problems such as swarm coordination and GPS-denied navigation. 

Seed and early-stage rounds, including Neros and Granta Autonomy, indicate robust upstream activity in AI-powered 

loitering munitions and drone manufacturing for Ukraine. These funding rounds highlight strategic investor alignment 

with emerging defense doctrines favoring modularity, autonomy, and rapid deployability, which are the key themes 

reshaping global defense procurement and investment theses. 

− It must also be noted that while VC funding in overall funding for commercial, civil, and defense drones sector 

has fallen sharply from $3.7 billion in 2021 to $820 million in 2024, the drone warfare subsegment is witnessing 

strong funding action, as can be seen in the chart below.    

− Additionally, several public companies have made follow-up equity offerings in recent months to fund their 

innovation and scaling efforts, some of the examples include, ONDS, which has raised ~$1.2 billion between 

August-October 2025, and in June 2025, KTOS completed a $575 million equity raise to strengthen liquidity and 

fund scale-up initiatives.  

Chart 16: Key Capital Raises in the UAS Sector 

 

Source: Exec Edge Research, Multiple Press Releases 

◼ In parallel with private capital activity, public markets have begun embracing autonomy-first defense firms. 

In June 2025, AIRO Group Holdings (NASDAQ: AIRO) went public via a $69 million IPO, marking one of the first 

listings by a U.S.-based modular drone manufacturer with combat-aligned operations. The $242 million transaction 

is enabling AIRO to scale production of ISR and loitering drones, including high-speed interceptors through its 

Ukraine joint venture. Also in recent months, ONDS has completed a equity offering of >$1.2 billion in multiple 

tranches to fund platform growth. The July 2025 launch of the Defiance Drone & Modern Warfare ETF (JEDI) further 

validated investor interest in AI-powered defense and UAS platforms. Alongside the large, diversified Defense 

names, specialized UAS players such as AVAV, and KTOS are also among the top-10 holdings of the ETF. As of 

10/31, the ETF was up 4.94%.  
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Conclusion and Investment Thesis 

Drones Represent the Next Great Software-Native Defense Platform 

◼ Drones are emerging as software-first platforms redefining military power projection in a digitally contested 

world. What was once a peripheral reconnaissance capability is now at the core of defense strategy. Drones today 

act as edge computing assets, powered by onboard AI, data fusion, and modular payloads – making them 

indispensable for ISR, strike, logistics, and denial missions. Their importance lies not only in the airframe, but in the 

software-defined, autonomous systems they enable across multiple theaters. 

◼ The competitive edge in this sector lies in software leverage and autonomy depth, not just hardware 

sophistication. Defense forces no longer want platforms that merely fly – they need systems that think, adapt, and 

collaborate. Companies winning in this space are embedding autonomy and AI into the DNA of their platforms rather 

than retrofitting intelligence onto legacy airframes. 

◼ Key differentiators in the emerging drone landscape: 

− Native vs. Retrofitted AI: Platforms with embedded AI from design stage outperform those layering intelligence 

post-fact. Native autonomy allows faster processing, onboard inference, and seamless multi-mission flexibility 

in dynamic environments. 

− Modularity: Swappable payloads and open architecture enable drones to serve multiple roles, from ISR to strike, 

without redesigning core platforms, increasing mission adaptability and lowering lifecycle costs. 

− Speed to deploy: Lightweight manufacturing, commercial-off-the-shelf (COTS) components, and digital twin 

testing accelerate field deployment cycles – aligning with rapid acquisition mandates from U.S. Department of 

War and NATO allies. 

− Export access: Platforms designed with NDAA and ITAR compliance ensure frictionless deployment to allied 

nations. Firms with early export frameworks gain strategic and commercial scale across emerging NATO and 

Indo-Pacific markets. 

◼ This is a multi-decade supercycle, not a one-off spike, driven by structural global realignment. From Ukraine 

to the Indo-Pacific, autonomous systems are now mission-critical. U.S. and NATO procurement strategies are 

evolving from incrementalism to platform overhaul. AI-powered drones are central to doctrines like Collaborative 

Combat Aircraft (CCA) and Mosaic Warfare, creating generational investment opportunities. 

◼ Investors should prioritize companies with strategic clarity, software-native platforms, and the ability to 

scale globally. The future of defense autonomy belongs to firms that combine software leverage, vertical integration, 

and agility. Public companies like KTOS, AIRO, and ONDS are not only building advanced drone platforms, they are 

doing so with structural independence, proven field validation, and a clear understanding of national security 

requirements. 

− Bottom line: drones are not just hardware, but they are the military’s new compute layer. As defense 

innovation increasingly resembles the software and semiconductor cycles of the past two decades, this sector 

will reward firms that move fast, integrate deeply, and scale intelligently. The autonomous aerial edge is here 

and it is programmable. 

◼ In the section that follows, we profile the key participants shaping this evolving landscape. These include 

AeroVironment, Inc. (AVAV), Ondas Holdings (ONDS), Kratos Defense & Security Solutions, Inc. (KTOS), AIRO 

Group Holdings, Inc. (AIRO), Swarmer (Private), and Shield AI (Private) – each of which represents a different 

approach to capture this tremendous growth opportunity. 
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Deep Dive: Company Spotlights 

AeroVironment, Inc. (AVAV) 

AVAV – AeroVironment Scales Drone Warfare with Autonomy and Allies 

AeroVironment (NASDAQ: AVAV) is a U.S.-based defense technology company specializing in unmanned aerial 

systems (UAS), loitering munitions, and counter-drone platforms. Its Switchblade® loitering munitions and Jump® 

VTOL aircraft anchor a growing portfolio that now includes integrated autonomy and command systems, bolstered by 

the BlueHalo acquisition. In 1Q26 (quarter-ending August 2, 2025), AVAV delivered 140% y/y revenue growth to 

$454.7 million, driven by robust demand and BlueHalo’s $235 million contribution. With a record $1.1 billion funded 

backlog and multi-year contracts from the U.S. Army and international allies, AVAV is scaling operations across 

loitering munitions, medium-altitude drones, and autonomy software. Recent developments include a $95.9 million 

counter-UAS missile contract win and a partnership with Korean Air. AVAV has guided FY26 revenue between $1.9 

billion-$2 billion and is estimated to triple revenue by FY28, per Street estimates sourced from TIKR. We believe the 

company is positioned as a systems-of-systems provider amid rising global defense budgets and demand for 

autonomous, modular, and allied-integrated warfare platforms. 

 

Chart 17: AVAV – Key Stats and Stock Chart 

Stock Price ($) 273.98 

Market Cap ($Mn) 13,620 

Enterprise Value ($Mn) 13,764 

Revenue (FY25, $Mn) $820.6 

Revenue (FY26E, $Mn) $1,996.3 

EBITDA (FY25, $Mn) $146.4 

EBITDA (FY26E, $Mn) $312.8 
 

 

Source: Exec Edge Research, TIKR. Data as of 11/20 close. AVAV’s fiscal year ends in April. 
 

◼ AVAV is a high‑growth aerospace and defense company focusing on UAS, and robotic ground systems, 

operating at the intersection of autonomy, precision lethality, and warfighter‑software integration. Founded 

in 1971 and headquartered in Arlington, VA., the company has evolved from small tactical drones (such as Raven® 

and Puma™) into a full‑suite uncrewed systems provider spanning air, land, sea and counter‑UAS domains. The 

company’s core strength resides in its loitering munition portfolio (notably the Switchblade® family), its Jump® VTOL 

aircraft, and its expansion into directed‑energy and C‑sUAS capabilities via the landmark BlueHalo acquisition. 

AVAV’s strategy emphasizes modularity (hardware + software), attritable systems, rapid fielding and global allied 

sales. In FY25 (year ending April 2025), the firm reported record revenue growth across loitering munitions, 

uncrewed aircraft systems, and mission software segments, underscoring how macro‑trends such as autonomy, 

contested operations, and defense modernization are driving near‑term demand. With a broadened addressable 

market, covering not just individual tactical UAS but entire mission‑systems architectures, AVAV is positioning itself 

as a “systems‑of‑systems” enabler in the next‑generation drone warfare environment. 

◼ Recent contract wins reflect AVAV’s pivot from pure hardware manufacture to integrated mission systems, 

featuring software, C2, allied scaling and attritable platform economics. The company’s strategic focus is on 

three inter‑related pillars: (1) scaling loitering munition systems at global scale; (2) extending into medium/large UAS 

and VTOL autonomous aircraft for persistent missions; and (3) enabling domestic and allied production, software 

upgrades and counter‑drone ecosystems via integration across hardware, autonomy and C2. In October 2025, AVAV 

won a $95.9 million contract from the U.S. Army to deliver its Freedom Eagle (FE‑1) kinetic counter‑unmanned 

aircraft systems (C‑UAS) missile under the Long‑Range Kinetic Interceptor (LRKI) program, reinforcing its position 
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in counter‑drone defense. In parallel, the company was awarded a contract by the Army’s Rapid Capabilities and 

Critical Technologies Office (RCCTO) to serve as lead software and systems integrator for the HMIF 

(Human‑Machine Integrated Formations) program, advancing its tactical mission planning and autonomy software 

capabilities. On the product front, AVAV unveiled the next‑generation of its Switchblade® loitering munitions family, 

introducing modular payloads and enhanced lethality, signaling its continued dominance in attritable strike systems. 

Internationally, AV signed a MoU with Korean Air to co‑develop and localize its JUMP® 20 medium‑altitude VTOL 

uncrewed aircraft system for the Republic of Korea, expanding its allied manufacturing footprint. 

Chart 18: AVAV Has Several Key Growth Programs on the Horizon 

 

Source: Exec Edge Research, Company Website 

◼ A strong start to FY26 with record backlog and robust revenue growth reinforce strong fundamentals. In 

1Q26, the company reported 140% y/y growth, clocking $454.7 million in revenue, compared to $189.5 million in 

1Q25. This growth was fueled by strong growth in products and services revenue, and acquisition of BlueHalo, which 

contributed $235.2 million to the 1Q26 revenue. The autonomous systems segment remained the largest segment 

of the company, contributing $285.3 million to total revenue. AVAV recorded a net loss of $67.4 million or $1.44 per 

share, as compared to an income of $21.2 million in 1Q25, largely due to intangible amortization and other related 

non-cash purchase accounting expenses. Street estimates from TIKR suggest that by FY28, the company’s revenue 

could grow 3x to reach $2.67 billion. 

− The company’s funded backlog as of August 2025, reached a record $1.1 billion, up from $726.6 million in April 

2025, underscoring rising demand across U.S. and international defense markets for its autonomous and 

loitering munitions systems. AVAV reaffirmed its full-year guidance, projecting FY26 revenue between $1.9 billion 

and $2 billion, with adjusted EBITDA between $300 million and $320 million. 

Chart 19: AVAV Revenue Estimates ($ million) 

 

Source: Exec Edge Research, Estimates from TIKR, as of 11/20 close, FY ends 4/30 every year 
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Ondas Holdings (ONDS) 

ONDS – Building the AI Backbone of Autonomous Defense 

Ondas Holdings (NASDAQ: ONDS) is emerging as a full-stack autonomy enabler across secure communications, 

ISR, and counter‑UAS systems. Operating through Ondas Networks and Ondas Autonomous Systems (OAS), the 

company integrates AI‑based perception, software‑defined radios, and mission automation into scalable drone 

platforms. In 2025, ONDS accelerated commercialization through defense multiple multi-million orders, strategic 

partnerships with Rift Dynamics and Nammo, and acquisitions such as 4M Defense and AI‑Pilot to enhance its 

AI‑sensing stack. The firm raised over $1.2 billion in equity offerings to fund global expansion and Airobotics’ U.S. 

manufacturing. 3Q25 results showed 6x+ y/y revenue growth to $10.1 million and a record $23.3 million backlog. 

Street estimates project revenue to grow from $36 million in FY25 to $205 million by FY27, supported by rising defense 

adoption of ONDS’ software‑defined autonomy solutions. 

 

Chart 20: ONDS – Key Stats and Stock Chart 

Stock Price ($) 6.27 

Market Cap ($Mn) 2,310.2 

Enterprise Value ($Mn) 1,877.8 

Revenue (FY25E, $Mn) $35.7 

Revenue (FY26E, $Mn) $113.9 

EBITDA (FY25E, $Mn) ($28.5) 

EBITDA (FY26E, $Mn) ($30.1) 
 

 

Source: Exec Edge Research, TIKR. Data as of 11/20 close.  
 

◼ ONDS is a U.S.-based industrial wireless networking and autonomous systems company, strategically 

positioned at the intersection of secure communications, unmanned aerial systems (UAS), and edge 

autonomy. Headquartered in Waltham, Massachusetts, ONDS operates through two subsidiaries: Ondas Networks 

and Ondas Autonomous Systems (OAS). While Ondas Networks provides its flagship FullMAX SDR platform, a 

software-defined radio (SDR) solution for secure, mission-critical industrial communications, OAS focuses on UAS 

solutions via its two acquired businesses: Airobotics (based in Israel) and Iron Drone. The company’s FullMAX 

platform is tailored for GPS-denied or spectrum-congested environments, providing resilient C2 connectivity critical 

to military and infrastructure UAS operations. Meanwhile, Airobotics specializes in autonomous drone-in-a-box 

(DIAB) systems, deployed across urban, defense, and industrial sectors. Its Optimus System is capable of fully 

automated drone deployment and mission execution, without human intervention. Iron Drone complements this 

offering with its intercept drone platform for counter-UAS (C-UAS) applications. Together, these assets give ONDS 

a vertically integrated presence across ISR, autonomous flight, and C-UAS missions. With strategic exposure to 

both commercial and defense drone use cases, ONDS is well-positioned to scale dual-use technologies. Its ability 

to fuse industrial-grade communications with autonomous aviation platforms enables differentiated capabilities in a 

rapidly modernizing global defense ecosystem. 

◼ ONDS has shifted decisively from R&D focus to commercialization through targeted acquisitions and 

defense partnerships. In 2025, the company significantly expanded its footprint in autonomous mission systems 

via a series of inorganic and commercial milestones. ONDS secured two multi-million-dollar orders, $2.7 million and 

$3.5 million respectively, from leading U.S. defense contractors for delivery of its counter-UAS and AI-perception 

solutions. The company expanded its partnership with Rift Dynamics, first through a strategic investment, then via 

an extended collaboration with Norwegian defense major Nammo to deliver integrated drone-autonomy-weapon 

systems for allied militaries. These moves followed the launch of its Apeiro ISR drone line and the acquisition of 4M 

Defense, an Israeli player known for surveillance-grade micro-radars and AI-sensing modules. Further, the company 

broadened its AI fusion stack through acquisition of AI-Pilot’s real-time CV/EO models, enhancing edge-perception 
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in denied environments. More recently, in November, ONDS is scaling its combat robotics and counter-UAS footprint 

with a $35 million investment in PDW’s high-capacity drone factory and the acquisition of Sentrycs, expanding its 

advanced, NDAA-compliant and cyber-based defense solutions globally. Together, these developments reinforce 

ONDS’ strategy to offer vertically integrated, deployable autonomy through a blend of edge compute, AI models, 

sensor fusion, and ISR execution systems, positioning it as a full-stack enabler of modern UAS ecosystems. 

Chart 21: ONDS’ Full Stack AI: From Perception to Mission Execution 

 

Source: Exec Edge Research, Company Investor Presentation 

◼ ONDS has raised over $1.2 billion between August-October 2025 to fund expansion across autonomy and 

ISR platforms. This includes a $425 million public offering in October 2025, a $230 million raise in September, and 

an upsized $173 million transaction in August. Proceeds are earmarked for working capital, technology M&A, and 

scaling Airobotics’ U.S.-based drone manufacturing. 

◼ Momentum strengthens on record revenue, raised guidance, and capital infusion. ONDS delivered strong 

3Q25 results, reporting $10.1 million in revenue (a 582% y/y increase), driven by continued deliveries of Iron Drone 

and Optimus platforms and contributions from the Apeiro Motion acquisition. Gross profit improved to $2.6 million 

(26% margin) from just $47K in 3Q24, reflecting scale benefits and higher-margin product mix. Operating expenses 

nearly doubled to $18.1 million, driven by $5 million in non-cash stock compensation and increased investment in 

scaling OAS and corporate functions. Operating loss widened to $15.5 million, but net loss narrowed to $7.5 million, 

supported by higher investment income and unrealized gains on minority stakes. Adjusted EBITDA loss was $8.8 

million vs. $7.1 million a year ago. Ondas ended 3Q25 with $433.4 million in cash, boosted further by a $407 million 

equity raise post-quarter-end, bringing pro forma cash to ~$840 million. Backlog stood at $23.3 million and 

management raised FY25 revenue guidance from $25 million to at least $36 million, citing continued OAS growth 

and contributions from acquired businesses. Preliminary FY26 guidance calls for $110 million in revenue. These 

developments underscore ONDS’ trajectory from commercialization to scaling, supported by significant liquidity, 

backlog visibility, and expanding ISR platform adoption across public safety and defense. 

Chart 22: ONDS Revenue Estimates ($ million) 

 

Source: Exec Edge Research, Estimates from TIKR, as of 11/20 close 
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Kratos Defense & Security Solutions, Inc. (KTOS) 

KTOS – Leading the Tactical Drone and Propulsion Revolution 

Kratos Defense & Security Solutions (NASDAQ: KTOS) is a U.S.-based defense technology leader pioneering cost-

effective, AI-enabled tactical drones and propulsion systems that support next-generation warfare. Its portfolio 

includes the XQ-58A Valkyrie, UTAP-22 Mako, and Air Wolf – runway-independent, attritable UAVs aligned with the 

U.S. Air Force’s Collaborative Combat Aircraft (CCA) initiative. Recent milestones include partnerships with 

South Korea’s GTS Group and Taiwan’s NCSIST, the unveiling of the Mighty Hornet IV drone, and a $30 million U.S. 

air defense contract. Financially, KTOS reported 3Q25 revenue of $347.6 million, up 24% y/y, and closed the book to 

bill ratio of 1.2x, and backlog of $1.41 billion. With revenue projected to rise to $1.93 billion by FY27E, KTOS remains 

strategically positioned at the intersection of autonomy, hypersonics, and affordable defense innovation. 

 

Chart 23: KTOS – Key Stats and Stock Chart 

Stock Price ($) 67.3 

Market Cap ($Mn) 11,364 

Enterprise Value ($Mn) 10,932 

Revenue (FY25E, $Mn) $1,329.0 

Revenue (FY26E, $Mn) $1,589.6 

EBITDA (FY25E, $Mn) $117.7 

EBITDA (FY26E, $Mn) $158.2 
 

 

Source: Exec Edge Research, TIKR. Data as of 11/20 close.  
 

◼ KTOS is a strategic innovator in attritable tactical drone systems. It is a U.S.-based national security and 

defense technology company, renowned for its focus on disruptive, lower-cost, and rapidly deployable systems 

across unmanned aerial vehicles (UAVs), space, satellite communications, and directed-energy solutions. 

Headquartered in San Diego, California, KTOS operates through two main segments: Unmanned Systems and 

Government Solutions. While its broader portfolio spans missiles, radar, and cyber technologies, KTOS is best 

known for its pioneering role in the development of tactical, jet-powered UAVs designed to complement or replace 

traditional manned aircraft in contested environments. The company's flagship drone platforms, including the XQ-

58A Valkyrie, UTAP-22 Mako, and Air Wolf, embody a new class of “attritable” drones that are stealthy, runway-

independent, and designed for high-threat ISR and combat missions. These drones are often AI-enabled, modular, 

and integrated into swarming or teaming concepts, aligning with next-generation U.S. Air Force doctrines such as 

Collaborative Combat Aircraft (CCA). KTOS also serves as a key partner in DARPA and AFRL-funded programs, 

reinforcing its strategic relevance to U.S. defense innovation. In addition to its hardware platforms, KTOS has 

invested in mission autonomy software, secure datalinks, and command-and-control infrastructure, enabling 

seamless integration with legacy systems and multi-domain operations. Its drone systems have undergone real-

world testing with multiple U.S. services and allied forces, achieving key milestones in flight validation, teaming 

experiments, and tactical deployment. This combination of in-house R&D, defense-grade manufacturing, and 

operational validation positions KTOS as a foundational player in the emerging ecosystem of autonomous and semi-

autonomous tactical drone warfare. 

◼ KTOS advances a first-mover strategy focused on tactical autonomy, international scale, and propulsion 

edge. Its strategic blueprint centers on delivering high-performance, cost-effective tactical drones and subsystems 

at operational scale, a niche where traditional primes often struggle. Its unmanned aerial systems (UAS) are not 

science projects but field-validated platforms, and the company is increasingly leveraging strategic partnerships, 

propulsion innovation, and global expansion to stay ahead of the autonomy curve. In October 2025, KTOS formed 

a significant partnership with South Korea’s GTS Group to jointly develop and manufacture high-performance, 

affordable unmanned aerial vehicles for Indo-Pacific customers. This move expands KTOS’ access to one of the 
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world’s most drone-forward defense markets, aligning with allied force modernization priorities across the region. 

On the propulsion front, critical to runway-independent drones like the Valkyrie, KTOS deepened its partnership with 

GE Aerospace. KTOS is scaling its tactical drone family and in August 2025, it unveiled the Mighty Hornet IV in 

partnership with Taiwan’s NCSIST, a high-performance drone tailored for high-threat ISR and strike missions, 

signaling a growing role in regional deterrence architectures. Further validating its status as a program-ready vendor, 

KTOS secured a $30 million sole-source contract in July 2025 from a U.S. government customer for air defense-

related drone systems, supporting near-term revenue visibility and reaffirming its alignment with Department of War 

priorities. In October 2025, KTOS partnered with Korea Aerospace Industries to co-develop next-gen Manned-

Unmanned Teaming systems, combining Kratos’ tactical drone platforms with KAI’s aerospace expertise to enable 

interoperable joint-force operations. Together, these initiatives illustrate KTOS’ strategy to lead in attritable autonomy 

through proven platforms, propulsion control, and global joint ventures. 

Chart 24: KTOS Tactical Firejet 

 

Source: Exec Edge Research, Company Website 

◼ KTOS continues to post strong growth and reinvestment momentum across defense modernization 

priorities. In 3Q25, Kratos reported revenue of $347.6 million, up 23.7% y/y, with organic growth of 23.1%. Growth 

was led by its Unmanned Systems segment (up 35.8%) and Government Solutions segment (up 20.0%), with notable 

strength in Rocket Systems and C5ISR units. Adjusted EBITDA rose to $30.8 million, while operating cash flow stood 

at $13.3 million, with $41.3 million in free cash flow use after capex. KUS posted $87.2 million in revenue, a sharp 

jump from $64.2 million a year ago, aided by Valkyrie shipments. KGS contributed $260.4 million, with 47% growth 

in Defense Rocket Systems. Kratos maintained a healthy LTM book-to-bill of 1.2x and total backlog of $1.41 billion. 

The company raised FY25 revenue guidance to $1.32–$1.33 billion (from $1.29–$1.31 billion) and reiterated EBITDA 

guidance of $114–$120 million. Forward indicators remain strong: Kratos’ FY27 revenue is forecast to reach $1.93 

billion (TIKR), implying 70% growth from 2024 revenue. Key drivers include ramping tactical drone programs, 

expanding hypersonic demand, propulsion investments, and accelerating contract activity linked to U.S. and allied 

defense recapitalization. 

Chart 25: KTOS Revenue Estimates ($ million) 

 

Source: Exec Edge Research, Estimates from TIKR, as of 11/20 close 
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AIRO Group Holdings, Inc. (AIRO) 

AIRO – Accelerating Growth as U.S.-Aligned Drone Innovator 

AIRO Group Holdings (NASDAQ: AIRO) is an emerging U.S. defense‑aerospace company with core strengths in 

drones and avionics, reinforced by complementary training and electric air mobility divisions. The company’s drone 

segment – anchored by the RQ‑35 Heidrun ISR system – drives the majority of its revenue and underpins AIRO’s 

strategy to localize NATO‑grade manufacturing in the U.S. through new facilities and Blue UAS certification. Recent 

joint ventures with Ukraine’s Bullet and Nord Drone Group extend AIRO’s reach into high‑speed interceptor and 

battlefield‑proven UAV systems. In 3Q25, net loss narrowed to $8.0 million, from $30.3 million, a year ago. Following 

its $69 million IPO, AIRO is positioned for 154% revenue growth through FY27, supported by expanding ISR, 

counter‑drone, and training contracts across the U.S. and NATO markets. 

 

Chart 26: AIRO – Key Stats and Stock Chart 

Stock Price ($) 7.86 

Market Cap ($Mn) 246.1 

Enterprise Value ($Mn) 177.2 

Revenue (FY25E, $Mn) $90.2 

Revenue (FY26E, $Mn) $146.8 

EBITDA (FY25E, $Mn) $12.4 

EBITDA (FY26E, $Mn) $18.2 
 

 

Source: Exec Edge Research, TIKR. Data as of 11/20 close.  

◼ AIRO Group Holdings is building a diversified aerospace portfolio anchored in drone and avionics 

leadership. Founded and headquartered in Albuquerque, New Mexico, AIRO operates in four segments: Drones, 

Avionics, Training and Electric Air Mobility. While its Training and eVTOL divisions reflect longer‑term growth bets, 

its drones and avionics businesses form the foundation of its near‑term value proposition. In the Drones segment, 

which accounted for 86% of the company’s FY24 revenue, through its Sky‑Watch branded systems, AIRO develops 

AI‑enabled and autonomous uncrewed aerial systems (UAS) for military reconnaissance, surveillance, inspection 

and mapping, including the RQ‑35 Heidrun platform. The Avionics division designs and manufactures flight‑control 

systems, displays, navigation sensors and autopilot solutions that serve both manned and unmanned aircraft, 

reinforcing vertical integration and supply‑chain control. By combining a proven avionics backbone with in‑house 

drone hardware and autonomy, AIRO aims to capture the rising global demand for ISR and precision air‑mobility 

technologies underpinned by the current defense‑and‑aerospace spending cycle. Its IPO in June 2025 underscores 

investor appetite for companies that straddle defense, autonomy and aviation. 

◼ AIRO advances a defense-aligned strategy centered on modular drones, NATO-grade ISR, and U.S. 

manufacturing. AIRO’s strategic playbook in 2025 reflects a focused expansion of its autonomous drone and 

avionics capabilities, with clear alignment to NATO and U.S. defense priorities. Central to this approach is AIRO’s 

aggressive push to localize manufacturing of its RQ-35 Heidrun ISR drone in the United States. By building U.S. 

production capacity and pursuing Blue UAS certification, AIRO aims to streamline procurement by the Department 

of War and NATO partners while ensuring compliance with National Defense Authorization Act (NDAA) standards. 

Beyond domestic expansion, AIRO has leveraged battlefield-proven platforms through key joint ventures. In October 

2025, it announced a JV with Ukraine-based Bullet to co-develop high-speed interceptor drones for NATO and U.S. 

forces. This followed another JV with Nord Drone Group to integrate Ukraine-tested battlefield UAVs into AIRO’s 

platform, expanding its autonomy portfolio. Simultaneously, AIRO and Aalborg University were awarded $4.5 million 

to co-develop CEW systems for GPS-denied drone operations, enhancing Sky-Watch UAS survivability in high-

threat electromagnetic warfare environments by mid-2026. These initiatives are bolstered by an expanding contract 

base exceeding $200 million in drone-related backlog, and $1.6 billion in accessible training-related IDIQ contracts. 
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Together, these milestones position AIRO as a defense-focused disruptor: leveraging dual-use technology, proven 

interoperability with NATO forces, and U.S.-based production capabilities to gain share in high-growth ISR, 

interceptor, and training drone markets. 

Chart 27: AIRO has a Combined TAM of $300 billion+ 

 

Source: Exec Edge Research, Company Investor Presentation, (1) Grand View Research, (2) Fortune Business Insights, (3) Morgan Stanley. 

◼ AIRO’s 3Q25 results reflect shipment deferrals but highlight improving cost discipline and strong liquidity. 

The company reported 3Q25 revenue of $6.3 million, down 73.5% y/y from $23.7 million, driven primarily by shipment 

deferrals in the Drones segment. Approximately $20 million of planned 3Q deliveries were shifted to 4Q following 

customer-requested capability enhancements. The company has already booked $24.5 million in 4Q revenue as of 

mid-November. Training revenue rose to $1.6 million, nearly doubling y/y, supported by higher activity under multiple 

IDIQs. Gross profit for the quarter was $2.8 million, with a margin of 44.4%, down from $16.3 million and 68.7% in 

3Q24. Net loss narrowed to $8.0 million from $30.3 million y/y, reflecting lower one-time items and tighter cost 

controls. Adjusted EBITDA came in at $(8.0) million, versus $10.9 million in 3Q24, with the decline attributed to 

increased public company operating expenses and revenue timing. The company ended 3Q with $83.7 million in 

cash, bolstered by an $89.4 million equity raise completed in September 2025. AIRO used $19.4 million to 

repurchase 1.1 million shares from existing shareholders and plans to use the remainder to fund organic growth and 

strategic acquisitions. AIRO reaffirmed that FY25 revenue is expected to exceed FY24 levels ($86.9 million), with 

back-end-loaded contributions from deferred deliveries and expanded drone demand. This guidance is consistent 

with long-term TIKR forecasts projecting $221 million in FY27 revenue, supported by robust ISR and defense 

demand tailwinds. 

Chart 28: AIRO Revenue Estimates ($ million) 

 

Source: Exec Edge Research, Estimates from TIKR, as of 11/20 close 
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Swarmer 

◼ Swarmer is a Ukrainian defense‑technology company founded in 2023 by Serhii Kupriienko and Alex Fink 

that specializes in AI‑powered autonomy and swarm coordination for unmanned aerial systems (UAS). The 

company’s core offering is a hardware‑agnostic software platform that enables a single operator to assign tactical 

objectives while a fleet of drones executes coordinated missions. Swarmer emphasizes operations in contested, 

electronic‑warfare‑denied environments, relying on proprietary mission‑data generated from tens of thousands of 

live‑combat sorties in Ukraine. Its software has been deployed across tens of thousands of missions on the Ukraine 

front line and is being offered to NATO partners for near‑real‑time drone‑swarm coordination in GPS‑denied, jammed 

environments. The business model targets integration with front‑line unmanned systems to upgrade ISR 

(Intelligence, Surveillance, Reconnaissance) platforms into autonomous strike and multi‑domain assets. While 

headquartered in Kyiv, the company leverages U.S. venture investment and caters to NATO‑aligned defense 

customers. 

− Product Platform – STYX AI & Trident OS: The flagship software products enable one operator to control large 

numbers of drones simultaneously and manage dynamic, mission‑adaptive behavior across heterogeneous 

platforms. 

− In September 2025, the company secured a $15 million funding round led by Broadband Capital 

Investments with participation from R‑G.AI, D3 Ventures, Green Flag Ventures, Radius Capital and Network 

VC. This funding, described as the largest into a Ukrainian defense‑tech firm since 2022, will support scaling of 

the company’s swarming‑software capabilities for NATO and Ukrainian forces. Last year, in September, the 

company had closed a seed financing round led by R‑G.AI, with participation from Radius Capital, Green Flag 

Ventures and D3 Ventures, enabling early development of the STYX AI and Trident OS swarm‑management 

platforms. 

Chart 29: Key Investors in Swarmer 

 

Source: Exec Edge Research, Dealroom 

◼ Swarmer’s recent capital raise ($15 million Series A) and its backing from U.S. defense‑tech–oriented 

investors position it as a compelling early‑stage opportunity in the drone autonomy sector. With an estimated 

valuation range of $60 to 90 million according to Dealroom estimates, the company is relatively undervalued for 

growth, particularly as NATO and allied militaries accelerate procurement of swarm‑enabled systems. Swarmer 

benefits from the dual tailwinds of battlefield‑proven software (Ukraine) and a global shift toward attritable, AI‑driven 

unmanned systems. Its hardware‑agnostic architecture supports scalability across existing drone fleets, reducing 

the barrier to adoption for defense customers. For investors seeking exposure to autonomy‑software differentiation 

in the drone industry, Swarmer offers a niche, high‑growth profile that aligns with the structural move from platform 

hardware to mission‑software ecosystems. 
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Shield AI 

◼ Founded in 2015 by former U.S. Navy SEAL Brandon Tseng alongside Ryan Tseng and Andrew Reiter, Shield 

AI is based in San Diego and is focused on developing autonomous AI “pilots” and unmanned systems for 

defense applications. The firm’s flagship autonomy stack, Hivemind, enables aircraft and drones to operate in 

contested, GPS‑ or communications‑denied environments, eschewing traditional manual control loops. Products 

such as the VTOL (vertical take‑off/landing) UAS V‑BAT further exemplify this integration of autonomy and hardware 

under one platform. Shield AI’s strategy emphasizes software‑defined autonomy, modular sensor and air‑vehicle 

integration (via acquisitions such as Martin UAV and Sentient Vision Systems), and competitive positioning alongside 

legacy defense primes in U.S. Department of War programs and allied procurements. 

− Over the last two years, Shield AI has secured a series of strategic partnerships and contract awards 

that underscore its growing global footprint in autonomous defense aviation. Highlights include a $198.1 

million ID/IQ contract with the U.S. Coast Guard (July 2024) for V-BAT UAV services focused on maritime ISR, 

and a deepened integration with Palantir Technologies to scale autonomous systems. The company has also 

expanded internationally, forging joint ventures with JSW Defense in India and AIDC in Taiwan to localize 

manufacturing, training, and sustainment of its AI-enabled platforms. Key collaborations with Airbus and L3Harris 

further validate Shield AI’s interoperability across global defense ecosystems. 

Chart 30: Recent Contracts and Partnerships  

 

Source: Exec Edge Research, Shield AI Website 

◼ At the heart of the company’s product suite is Hivemind, a cutting-edge AI pilot that enables unmanned 

aerial vehicles to operate autonomously in GPS- and comms-denied environments. Unlike traditional drones 

that require continuous remote control, Hivemind allows drones to navigate, identify threats, and execute complex 

missions without human input, offering a decisive tactical edge in contested airspace. Shield AI integrates this 

autonomy stack into several hardware platforms, the most prominent being the V-BAT series, a VTOL UAV capable 

of ISR, strike support, and electronic warfare missions. The company also provides mission autonomy solutions that 

can be deployed across a range of aircraft, including Group 1-5 UAVs and future collaborative combat aircraft. Its 

offerings extend to multi-agent systems, enabling autonomous teaming among drones for coordinated operations 

such as wide-area search, suppression of enemy defenses, and logistics support. Through partnerships with defense 

primes like L3Harris, Airbus, and JSW Defense, Shield AI is scaling its autonomy stack for both domestic and allied 

forces. Its systems are increasingly embedded in national defense procurement programs aimed at modernizing air 

dominance with software-driven, AI-enabled platforms. 

 



Deep Dive: Company Spotlights 
 

P a g e  |  2 9  

Chart 31: Key Features of Shield AI’s V-BAT  

  

Source: Exec Edge Research, Shield AI Website 

Chart 32: Shield AI Investment Rounds and Key Investors  

   

Source: Exec Edge Research, Dealroom, As of 11/20 

◼ With its substantial funding base and valuation of ~$5.3 billion, high‑visibility Department of War and allied 

contracts, and unique software‑driven autonomy focus, Shield AI is one the most promising private names 

in the Drone Warfare industry. The company leverages the transition in defense procurement toward 

software‑native, attritable unmanned systems, a major structural tailwind in drone and AI defense markets. The 

$1.0 billion capital raise and ~$5.3 billion valuation (per Dealroom) reflects strong investor confidence and first‑mover 

positioning in autonomy‑software for unmanned combat systems. Although no public listing has yet been announced, 

the firm’s trajectory suggests an eventual IPO or strategic exit could materialize as defense budgets increasingly 

favor advanced autonomy over legacy platforms. For sector investors seeking exposure to the software layer of 

drone warfare, Shield AI offers a differentiated profile aligned with evolving procurement mandates around autonomy, 

swarming, and contested‑environment operation. 
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Key Risks 

◼ AI regulation and export controls: As AI-enabled drone systems grow more autonomous, regulatory scrutiny is 

intensifying. Global debates on machine-led targeting, particularly within fully autonomous kill chains, could shape 

development ceilings. The U.S. and allied nations are also tightening export restrictions on AI-enhanced ISR and 

combat platforms, complicating cross-border sales and joint ventures. These evolving standards, across the National 

Defense Authorization Act (NDAA), ITAR, and Wassenaar Arrangement, pose material risks to companies relying on 

global volume for scale. Regulatory ambiguity may slow procurement timelines and increase compliance burdens, 

especially for firms integrating deep learning, CV/EO, or edge AI into deployed systems. 

◼ Cybersecurity and digital attack surfaces: As drone warfare becomes more software-defined, swarm and mesh 

networks create novel cybersecurity vulnerabilities. Each node, be it an individual UAV, relay drone, or command-

and-control link, acts as a potential entry point for adversarial hacks, spoofing, or signal disruption. These systems 

rely heavily on edge processing, cloud relays, and sometimes commercial components, which collectively widen the 

digital attack surface. A breach could compromise mission integrity, enable hostile data exfiltration, or lead to loss of 

control in contested zones. Companies without hardened, military-grade encryption, zero-trust architectures, and 

sovereign signal protocols may face both reputational and operational setbacks. 

◼ Platform interoperability and lock-in risk: Procurement agencies increasingly favor modular, open-architecture 

drone platforms that can integrate with legacy systems and coalition command frameworks. Vendors offering 

proprietary ecosystems may benefit in the short term from ecosystem lock-in but face long-term risk as buyers shift 

toward plug-and-play interoperability. Rigid or closed systems may be excluded from future government RFPs or 

multilateral exercises, particularly under NATO and Five Eyes interoperability mandates. Firms that fail to adopt open 

standards, multi-domain C2 compatibility, and flexible payload integration risk obsolescence – even if their platforms 

perform well technically. 

◼ Funding cyclicality and political volatility: Despite secular tailwinds, defense tech remains sensitive to broader 

fiscal cycles and political outcomes. Procurement pipelines can stall or shift due to changes in administration, 

Congressional gridlock, or defense budget reprioritization. For instance, while current U.S. and NATO drone 

spending is elevated, future allocations may fluctuate due to economic pressures or public scrutiny around military 

AI. Companies dependent on multi-year contracts or capital-intensive R&D pipelines must navigate periods of budget 

compression, CRs (continuing resolutions), or defense posture realignment. Diversified revenue streams and 

international exposure may mitigate some of this cyclicality but not eliminate it.  

◼ Counter-drone and Electronic Warfare (EW) superiority risk: The accelerating sophistication of electronic 

warfare frameworks (EWF) – including signal jamming, GPS spoofing, electromagnetic pulse (EMP) weapons, and 

directed-energy interceptors – poses a major risk to the long-term viability of offensive drone systems. These 

technologies disrupt communications, disable onboard electronics, and destroy small UAS with near-zero latency. A 

technological breakthrough in EW or directed energy could make current drone classes tactically obsolete, 

compressing replacement demand and forcing rapid design overhauls across the sector. 

◼ Hardware performance ceilings and energy constraints: Despite rapid progress in avionics and autonomy, 

hardware limitations remain a structural drag on drone evolution. Most small and tactical UAS operate on lithium-

polymer or lithium-ion batteries with energy densities below 300 Wh/kg, sharply constraining endurance, payload lift, 

and range. Additional batteries increase weight, worsening thermal buildup and flight inefficiency. These constraints 

limit viability in high-temperature, high-altitude, or heavy-combat environments, where propulsion, cooling, and 

materials fatigue accelerate wear.  

◼ Capital and capital-market risk: The drone-defense industry is still dominated by early-stage, R&D-heavy 

companies that rely on continuous equity issuance, government grants, or milestone-based contracts for liquidity. 

Rising interest rates and investor rotation away from high-multiple defense-tech names can restrict access to 

affordable capital, delaying scale-up or program delivery. Many firms trade on thin float and low institutional 

coverage, creating valuation volatility and susceptibility to short-term sentiment swings. A pause in defense-tech 

funding cycles – particularly in the SPAC or small-cap ecosystem – could force balance-sheet dilution or project 

deferrals. For listed players, defense-budget delays or ESG-screened capital outflows can further tighten liquidity 

and compress market – multiples.  
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Disclaimer 

By using Exec Edge, Exec Edge Research, Executives-Edge.com or and any subdomain or premium service offered by 

Capital Markets Media LLC (collectively, “Exec Edge”), hereafter referred to as "Services", you acknowledge that (i) any 

and all Services provided are for informational purposes only and do not constitute a recommendation for any particular 

stock, company, investment, commodity, security, transaction, or any other method of trading featured in any place on 

Exec Edge (ii) Exec Edge does not guarantee the accuracy, completeness, or timeliness of the Services provided (iii) 

views offered by any Services, outside contributors, columnists, partners and employees are not specifically endorsed 

by Exec Edge, nor does Exec Edge hold any responsibility or liability for any actions, negative or otherwise, taken by 

you either directly or indirectly as a result of participating in any Services offered. 

Exec Edge, its employees, partners, and any other representatives will not, either directly or indirectly, be held liable, 

accountable, or responsible, in any capacity, to you or to any other person for any (i) errors, inaccuracies, or omissions 

from the Services including, but not limited to, quotes, rumors, chatter, financial data, and reports; (ii) interruptions, 

delays, or errors in delivery or transmission of the Services, (iii) damages or losses arising there from or occasioned 

because of, or by any reason of nonperformance. 

Exec Edge makes its best efforts to carefully research and compile all information available. In doing so, the published  

content may include mentions of rumors, chatter, or unconfirmed information, which may or may not be provided to Exec 

Edge for the purpose of being included on the Site. Nothing include on the Site, including statements on returns, share 

price gains, capital gains, or other forecast(s) shall be read as financial advice nor shall any of the foregoing be relied 

upon in making financial or investment decisions. Readers should beware that while unconfirmed information may be 

correlated with increased volatility in securities, price movements based on unofficial information may change quickly 
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