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II.   INDUSTRY INFORMATION

1.
Organization and market size

Urethane Casters Inc. competes in the market for hot cast thermoset urethane.  This is estimated to be only two percent of the total worldwide urethane market.  Hot cast urethane competes against rubber in a broad range of industrial applications.  Generally speaking, hot cast thermoset urethane products are more expensive than rubber.  However, urethane has several properties that make it a more desirable for specific applications and, over the life of the product, it is frequently less expensive than a rubber product due to durability.  The advantages of urethane over rubber include abrasion resistance, conductivity, tensile strength, elasticity (the property whereby a material changes its shape and size under the action of opposing forces, but returns to its original size when the forces are removed), durometer (measure of hardness), and co-efficiency of friction.  These properties make urethane a desirable material for a broad range of industrial applications.

The number of molders of hot cast polyurethane is not growing in the U.S. or Europe, while the number of new molders in developing economies is growing, especially in the Asia Pacific region.  India, Thailand, Malaysia, and China are growing in the use of hot cast PU and in the number of molders.  The low-tech process is a natural in these areas.  In general, molders of polyurethane tend to be small entrepreneurial companies.  Also, the end users of cast polyurethane components are relocating their manufacturing operations to the Far East and are being serviced by the molders in this geographic area.  This is especially true of office and business machinery manufacturers such as copiers and printers.  

2.
Import Impact
Foreign competitors from the Far East (particularly Mainland China, India, Malaysia, Japan and Thailand) have materially impacted the domestic marketplace.  They have increased sales and market share at the expense of domestic competitors and, as a result, have reduced price levels and profit margins for domestic suppliers.  Mainland China is the largest source of hot cast polyurethane with Thailand and Japan second.  As domestic companies move their production or source their finished product overseas, foreign polyurethane molders are servicing these customers, as well as selling into the domestic market.  With China obtaining “most favored nations status” with the United States, it is anticipated that this situation will continue.
3.
Market Size
Based on the data supplied by Uniroyal Chemical, the worldwide market for hot cast polyurethane is approximately 112 million pounds.  At an average selling price of $2.25 per pound of cast product, the worldwide market is estimated to be $252,000,000.  The Asian market is approximately 40 percent of the total market.  Europe is estimated to be 20 percent of the market, the United States is estimated to be 25 percent, with Latin America and Canada the balance of the market.  The market is growing at three to five percent per year with the fastest growing markets being those where offering engineered solutions of design are optimized by the unique properties of cast polyurethane.

4.
Basic Materials
The basic materials used are urethane resins, various prepolymers, and a broad range of componetry such as shafts for rollers, bearings, pulleys and gears.  The various urethane and prepolymer chemicals are available from a variety of different suppliers.  Prices for these materials have been stable but are projected to increase three to six percent in January 2001, due to increased petroleum costs.  The needed componetry is also available from a variety of sources.  However, small quantities of shafts may be difficult to obtain due to other various suppliers’ reluctance to manufacture items in small quantities.

Tony Roderick is the Purchasing Manager.  He is responsible for the strategic aspect of purchasing and will negotiate with a number of different suppliers to ensure that optimum prices, terms of sales, and quality is received.  Charles Gaglione is the buyer/planner and will purchase items from the approved supplier based on the needs of manufacturing.  Materials costs are the largest single cost incurred by Urethane Casters, and it is essential that the best possible price be achieved.  All in all, the purchasing function is properly managed.

5.
Principal Technology

The technology to hot cast polyurethane is well known and available on a worldwide basis.  The needed capital equipment is expensive, but a large number of companies worldwide have invested in this equipment.  The needed labor skills are available or can be readily taught.  Labor costs are the second largest cost incurred in the manufacture of these products.  Labor costs of foreign competitors are substantially below domestic labor costs, however.  For example, hourly labor costs in China is $.15 versus an average of $9. to $10., plus 25 to 30 percent fringe benefit costs for domestic manufacturers.  This is a major advantage since the market is highly price competitive and labor costs are the second highest cost behind material costs.  To minimize labor costs, manufacturers invest in capital equipment or automation.  

The real skill is not in the manufacture of urethane, but the development of a urethane compound to meet specific customers’ application requirements.  The urethane market for engineered solutions is growing at a faster rate than the total market for urethane products and components.  This is the critical technology for long-term market success.

6.
Principal Types of Competition

Urethane is a competitive material to rubber, but is generally more expensive.  However, it has several properties such as durometer (hardness), conductivity, high wear characteristics, resilience and chemical resistance that makes it superior for certain applications.  

The end user (the molder’s customer) is demanding the most cost efficient materials in the best design.  They want an engineered solution that will give higher performance.  If you can save them money overall, they are willing to pay more for the quality product.  There will be markets where price is all-important, but these markets are not growing as fast as the engineering solutions.  The traditional polyurethane market of direct replacement of rubber is not growing in the U. S. and Europe as fast as the markets where the engineered parts will not work without the proper polyurethane formulation. 

Manufacturers are demanding high quality and just-in-time delivery.  Because the market for engineered solutions in polyurethane is growing at a fast rate, both foreign and domestic competitors are aggressively competing for market share.  As a result, there is pressure on price and margins.

7. Changes in the Marketplace

· Several large domestic customers have shifted their production overseas or have ceased production and are sourcing finished product in the Orient (example – Hewlett Packard).

· The numbers of competitors in the Far East have grown dramatically.  This is due to the fact that a disproportionate amount of copiers and printers are manufactured in the Orient for sale throughout the world.

· Customers are constantly developing a broad range of new products that can effectively use engineered polyurethane components for specific applications.

· New polyurethane formulations are constantly being developed, expanding the number of applications where polyurethane can effectively compete. 

· Material prices have been stable.  However, polyurethane is a petrochemical derivative, and prices are projected to increase three to six percent due to the increased cost of oil. 

·  End users will continue to demand higher quality products, prompt reliable service, and just-in-time inventory programs.
·  End users will pay more for an engineered polyurethane product as long as superior performance or a lower cost over the life of the product is delivered.
