33271 - Machine Shop Services “IB[SHO}M

In the US

iIExpert
Key Statistics Revenue Annual Growth 13-18 Annual Growth 18-23
Snapshot 1 2 l:y 0 3 (y
= 1. (] . 0
Profit Wages Businesses

$13.9bn 18,548

Industrial production index

Market Share Revenue vs. employment growth
15 8
10 6
"Eﬂ 5§ — ugr, i \
£ £ A A
it 0— it 2
S S \ / \
-5 0
| U
-10 -2
Year 10 12 14 16 18 20 22 24 Year 11 13 15 17 1% 1 23
M Revenue M Employment
SOURCE WA 1BISWORLD COM
Key External Drivers Products and services segmentation (2018)
7.0%
EDM and ECM
9.1%
Grinding
11.3%
Cther 0,
46.7%
Milling
25.9%
Turning
SOURCE WWW.IBISWORLD.COM
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Industry Benchmarks

Major Markets

Major market segmentation (2018)
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23.7%

Industrial machinery and
equipment markets (induding components)

Total $40.1bn

This chart showsthe size of the markets
that buy theindustry's products or useits
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38.4%

Fabricated metal product markets
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Itisbasedontheproportionofrevenueeach
buyingsegment contributesto totalindustry
revenue.
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This chart representsthelatest coststructure of
the industry. It showsthe proportionofrevenue
each costitem absorbs, with theremainder
representing profit.

The comparison to allotherindustries in the
sector provides a benchmark that shows how the
industrydiffersfrom itspeers.
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Industry Performance

Performance
Summary

Industry Issues

The Machine Shop Services industry
slowly contracted over the five years to
2018 after posting revenue declinesin
three ofthe past five years. A further
decline was mitigated by arobust rebound
in the industry's major markets,
specifically commercial aerospaceand
transportation manufacturing, which
picked upin 2012. Infact, nearly all of this
industry's downstream markets have
expandedoverthe past five years and are
currently operating with improved market
conditions. However, as aresult offalling
metals prices from 2013 to 2016, the
industry was not able to expand during the
five-year period; industry revenueis
expected to decreasean annualized 1.2%to
$40.1billion over the five years to 2018.
Industry revenueis expected to increase
1.1%in 2018, as demand continues to rise.
Technological advancement in machining
is largely driven by the defenseand
aerospace markets. These markets require
partsthatare aslight as possible,made to
exceptionally tight tolerances and shaped
into complex geometries. Industry
operators serving these markets have
increased their investment in computer
numerical control machines thatincrease

THREAT

The primeraterefersto the interestrate
charged by banksto their most creditworthy
and largest corporate customers. A higher
primerate will make it more expensive for
companiesto fund expansionary activities.
Downstream markets will experience
challengesas the primerateis expected to
risein 2018, presenting a threattothe
industry.
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automation and precision, leading to a
significant rise in the industry's capital
costsover the past five years. As defense
spending has tapered offdue to the United
States'withdrawal of combat operationsin
the Middle East, many ofthese operators'
machines havebeen repurposed to satisty
growing demand from the commercial
manufacturing sector. However, military
spending is expected to increasein 2018,
which will help prevent the industry from
further decline.

Over the next five years, operators will
devotefurther resources to satisfy
projected growing demand from
manufacturers in markets like automobile
manufacturing, commercial aircraft
manufacturing and metal forging. Demand
from medical device manufacturersis also
expected to increasedue to a progressively
aging US population with anincreasing
need for medical care. This will heighten
the need for micromachined products.
However, steel prices are expected to grow
overthe five yearsto 2023, boosting
industry growth. As aresult, industry
revenueis forecastto growat an
annualized rate of0.3%to $40.8 billion
overthefiveyearsto 2023.

OPPORTUNITY

The industrial production indexis a
composite measure of output fromthe
economy's manufacturing, miningand
utilitiessectors. Higherindustrial production
increases demand for manufactured metal,
machined products and machining services.
The industrial production indexis expected
to increase in 2018, representinga potential
opportunity fortheindustry.
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Call Preparation Questions

Role Specific Questions

How is your company impacted by rising imports from abroad?

e  Although the USITCdoesnotprovideinformationontrade forthisindustry, the industry still faces pressure
from abroad. Thisis in line with the manufacturing sector as a whole, where companiesfaceintense
competition fromabroadincluding Canada and China.

Are your company's sales h eavily dependent on the health ofthe US economy?

e Theindustry's major markets indicate thatthisindustry performs best in a period of macroeconomic growth.
Other manufacturing industries and the construction sector are key buyers of industry products;
macroeconomic events generally play a rolein the performance ofthoseindustries.

Has yourcompanylocated in proximity to itskey downstream distributors toreduce shipping costs?

e Industrycompanies shouldlooktobebased in locationswith high concentrations of manufacturing companies.
Given thewide-array ofkey buyers, companies that manufacture fora specificindustry, including oiland gas,
aerospace and automotive, should be in proximity to those companies.

Has yourcompanybeen exposed tovolatile input pricesover the pastfew years?

e Steelisakeyinputforindustry companies; as a result, steel pricesplay a major rolein industry revenue and
profit. The price of steelhas exhibited some significant volatility overthe past five years, decreasing as much as
11.5%in 2015 beforerising12.5%in 2017.

Have youbeen able to reduce wage costs by automating operations over the pastfivey ears?
e Companies should look toincrease efficiency and decrease wage expense by working with third -party robotic
companiesthat build specifically for manufacturing,
How is your companyleveragingnew technology, such as [example: RFDI tags, etc.],in itsoperations?

o  Theblockchainwill continueto grow in importanceto this logistics-heavyindustry. Using the blockchain,
transparency will increase throughout the supply chain process, which will increase efficiency and decrease the
likelihood of error.
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Do youwork with trade associationsor other interest groups to advance your company's interests?

e Tax incentivesplay a major rolein this industry. The majority of companies utilize incentives, including the
Bonus Depreciation and Section 179 of the tax code. These deductions allow companies to save money on tax
while also expandingtheirbusinesses.

What effecthave international tariffs had on yourability toimport and export products?

e  The Trump Administration is exploringimplementingtariffs on foreign-made steeland aluminum. Asmetals
are a key input fortheindustry, a tariff may increase purchase costs forindustry companies.

Do you have anybigprojects requiring that require capital financing on thehorizon?
e While interestrates are stilllow, companies should consider expansion if they are able to. However, interest
rates are expected torise, which will make projects costlier.
How has pricevolatility of in puts affected profit margins over the past 12 months?

e The priceofsteelis akey inputand thereforeits price hasa major effect on theindustry. Overthepast five
years, steel priceshave exhibited volatility; however, steelis expected to postonly modestlossin 2018, which
will decreaseindustry volatility.
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External Impact Questions

Will your clients limit or suspend spendingon y our productsor services because ofhigher interest
rates?

e Theprimeraterefersto the interestrate charged by banks to their most creditworthy andlargest corporate
customers.

How heavily does your companyrely on contracts in the defense sector?

e Machininginvolvestechniques by whichmetal canbe processed into shapes thatexceed the capabilities of
forging.

Does y our company monitor the industrial production index? Wh en manufacturing outputis low, how
doesyour company secure revenue?

e Theindustrial production indexis a composite measure of output fromthe economy's manufacturing, mining
and utilities sectors.

Internal Issues Questions

Do you offer a diverse range of services? Do you cater any specific market withthe services you offer?

e Industryoperatorsare contracted to manufacture products that meet customer specifications.

How do youattract and retain skilled employees?

e The growing sophistication ofthe industry's technology requires an increasingly skilled workforce.

Do yourelyonthesuperiority of productsandservices to attractrepeat purchasers?

e  Products that are defective cause a one-timeloss oflabor costsand machine time and the possible loss of repeat
business.



