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INDUSTRY INFORMATION

1.
Organization

Precision Sheet Metal, Inc. can identify at least 5 other competitors in western Massachusetts alone, all of which have comparable or superior manufacturing capabilities, and all of which sell to the same end market.  When the number of competitors, foreign and domestic, is totaled it is clear that there are a great many competitors, and that manufacturing capacity far exceeds market demand.  As a result, the markets tend to be regional.  Shipping costs in an extremely competitive market add to the difficulty of selling products in distant locations of the United States. Imports can successfully compete due to substantially lower labor costs, which more than offset transportation costs. 

The total domestic market for precision sheet metal is unknown, but estimated at $1 billion annually.  The New England and mid-Atlantic market that Precision Sheet Metal, Inc. competes in is estimated at over $300,000,000 per year. This market size is just for precision sheet metal applications and does not include the markets for non-precision sheet metal, ductwork, air conditioning and ventilation. 

The market served by Precision Sheet Metal, Inc. depends on the sales growth of the end users of the product.  The long-term growth of these customers is estimated to average four to seven percent per year, more or less, depending on economic conditions and the business cycle.   

2.
Import Impact
Imports from Canada, Taiwan, Mexico, Korea and Hong Kong have penetrated the domestic market.  As a result, domestic manufacturers have lost market share and sales volume, employment levels have declined, and there is excess domestic manufacturing capacity. This puts extreme pressure on price levels and profit margins.  Industry profitability has declined, and several domestic manufacturers have exited the market.

3.
Basic Materials
The basic materials used by Precision Sheet Metal, Inc. are various grades of aluminum, carbon steel and stainless steel sheet metal.  The sheet metal raw materials vary in size, thickness, and quality, depending on the end user’s specifications. These materials are usually available from a wide range of suppliers.  Plating and painting services also are purchased.  The sourcing of these services is critical; it can have a significant impact on price, product quality and delivery.  Because of the importance of these services, Precision Sheet Metal, Inc. constantly works with these suppliers to obtain the best possible price, quality, service, and responsive delivery.   

4.
Principal Types of Competition
Products must meet the customer’s exact specifications, so product quality is extremely important.  Delivery is also an increasingly important factor.  More often end users are implementing just-in-time inventory programs to reduce their costs.  Manufacturing lead times are being compressed, and the supplier that can best meet the requested lead times has a significant advantage.  Service in the form of technical support, rapid response for price quotations, and prompt delivery are all major factors.  A large number of competitors can and do provide a quality product, with reliable delivery and good service.  As a result, pricing is critical. In some situations the end user will have the assembly designed, but not it’s casing or envelope. In these cases, the engineering skill to design the envelope for low cost and ease of assembly can be major competitive factor in securing the order. Though this happens less than one third of the time, inclusion of these ancillary components with the product will often be the decisive factor in the sale.  Distribution and brand name are not important factors in the buyer’s decision.  


5.
Principal Technology

The manufacturing technology involved in fabricating sheet metal chassis and components are well known and readily available worldwide. The needed capital equipment, though expensive, is also well known and readily available worldwide. The labor skills to operate the capital equipment are also readily available to domestic and foreign suppliers. As a result, there is worldwide excess industry capacity.  This creates a highly competitive market.
6.
Market Conditions

The major changes in the market served by Precision Sheet Metal, Inc. revolve around the short product life cycle for the components manufactured for the end user.  For example, Precision Sheet Metal, Inc. frequently will get the order for a new part or component.  Because it is a new product, the order quantity will not be large, since the ultimate demand is unknown by the end user.  So Precision Sheet Metal, Inc. will make the product in the desired quantity. The part usually is a component or a subassembly of a finished product for the end user.  If the demand for the product grows, and quantities become significant, the end user usually will take one of the following actions: 

· Bring the part in-house and manufacture it.   This occurs less frequently now: many end users are divesting themselves of such manufacturing capabilities in the course of downsizing, and are concentrating on their core business.

· Put the product out for competitive bid in order to reduce costs.  As quantities increase, imports become extremely price competitive, and importers will quote lower prices at margin levels that domestic suppliers have difficulty meeting.

· If the quantity is sufficiently large, the end user will look toward an alternate manufacturing technology as a cost reduction.  The unit cost to manufacture the casing for instrumentation typically is much lower in plastic than in aluminum or steel sheet metal.  Product runs must be much longer for plastic cabinets or casings since the tooling costs for the requisite plastic molding are extremely high (frequently over $100,000 per mold), and must be amortized over a long production run.

· As products become popular the end user will frequently redesign them to reduce costs. This usually involves reducing the size of the product, and sourcing subassemblies for reduced assembly, cost, and ease of assembly.  The end user often will look to suppliers to provide “turn key” assembly (to manufacture and assemble the component or casing). This is a potential growth opportunity for Precision Sheet Metal, Inc.
Another major concern for New England manufacturers of sheet metal components is the migration of end user companies from New England to the Southeast and Southwest, as well as overseas, to be closer to their markets, to take advantage of lower tax rates, and to avoid high costs, such as workman’s compensation, that are inherent in the older, industrialized Northeast.  This reduces the available market and clearly creates a more competitive environment for the remaining end users

