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SLUGGISH RESULTS FOR 2015 AND 2016 WITH MODEST

GROWTH PROJECTED

The U.S. foundry industry is projected
by American Foundry Society’s
Metalcasting Forecast & Trends to
grow in casting shipments, albeit
slowly, over the next few years. After
substantial growth in 2014, several
sectors of the U.S. foundry industry
experienced a decrease in casting
shipments in both 2015 and 2016.
The largest decreases were in grey iron,
ductile iron, and steel castings, which
were heavily impacted by the mining
and oil and gas industries. A positive
segment during the last few years has

been aluminum castings which has
benefited from sustained strength in
light vehicles sales and the continuing
adoption of aluminum as a lighter
material in vehicles, transportation,
HVAC, and engine and power
transmission equipment. The forecasts
for all metal types are modestly
positive in both the short- and long-
term. The growth rates for all metal
types through 2018 are expected to be
2-3%. The long-term growth rates
through 2024 are projected to be
slightly less at 1-3%.
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INDUSTRY CONSOLIDATION

The U.S. casting industry continues to
experience consolidation as
participants leave the market due to
inefficiency or acquisition. This year’s
notable closures include Brillion Iron
Works, Richland Center Foundry, and
Columbus Castings. Significant
transactions include the purchase of
Bradken Ltd. by Hitachi and the
purchase of Metaldyne Performance
Group by American Axle highlight the

acquisitions in the industry.

In just the last fifteen years, the
number of foundries using all materials

and methods decreased 34% from
2,950 to 1,961. The consolidation
trend is driven by many factors
including advantages of scale. Large
foundry operations are more able than
smaller competitors to absorb fixed
overhead and regulatory costs. In
general, larger foundries benefit from
greater purchasing power for materials
and additives, enjoy more stability of
earnings through diversification by
industry and customer, and can use
resources more effectively by flexing or
redeploying them with demand than
smaller operations.
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Foundry and forging sell-side
transactions have many industry
specific characteristics to address in the
planning, marketing, and due diligence
stages of a transaction process.

Asa recurring feature in our
newsletter, Cleary Gull will highlight
one consideration each newsletter and
examine actions that can be taken to
address potential issues.

INDUSTRY OR CUSTOMER CONCENTRATION

Foundry sales and profits are often
concentrated within an industry and
sometimes with one customer or a
small number of customers. The high
cost of purchasing and maintaining
capital equipment has led to
specialization in many foundry
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operations. Foundries tend to be
limited to certain metal types, casting
sizes, and dimensional configurations.
These limitations often cause a
foundry to derive a substantial amount
of its sales from an industry or a few
customers that best fit its capabilities.
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INDUSTRY OR CUSTOMER CONCENTRATION (CONTINUED)

Customer and industry concentration is
an important issue to buyers that can
significantly reduce the value of a
company. Buyers and their lenders and
investors view concentration as
increasing the risk to the predictability
and/or consistency of future sales and
earnings. Higher perceived risk may
lead to a discounting of financial

projections and hence a lower valuation.

Accordingly, effectively explaining
concentration can have a meaningful,
positive impact on valuation.

There are proven methods to lessen
buyer concerns about customer
concentration. One method is to
demonstrate the longevity and strength
of customer relationships. For
example, specific examples of customer
dependency or collaboration on new
product engineering or design can be
useful in explaining why a customer
cannot or at least is not likely to leave.
Similarly, emphasizing customers” high
switching costs for new patterns,
prototyping, set up, and the learning
curve associated with new parts greatly
diminishes any perceived advantage to
switching and provides support for
customer dependency.

A seller can also prepare an analysis of
the long-term trends regarding
customer concentration. Plans or

objectives to grow other segments or
customers to reduce concentration can
be explained. In examining customer
concentration over time, it may also be
useful to examine both sales and gross
profit as they can sometimes lead to
different conclusions.

Finally, it may be possible to reduce
perceived risk of concentration by
demonstrating the diversity within
customers based on the number of
facilities served, product platforms,
separate buying units, or any separate
buying patterns or trends. The
following example demonstrates how
dissecting the largest segments of
concentration can help buyers to
understand the underlying diversity
within a customer.

Traditional Presentation

Customer #1
60%

Others
40%

Alternative Presentation

Facility #2-  Facility #2 - Facility #3 -
Production  Aftermarket Production
Facility #1 - 10% 5% 5%
Aftermarket
10%

Others
40%

Facility #1 -
Production
30%

CLEARY GULL EXPERIENCE AND EXPERTISE

The foundry industry is a sub-sector
focus for Cleary Gull’s Investment
Banking Team. Our group recently
completed its 12th foundry and
forging transaction since 2006. In
addition, Cleary Gull has an active
foundry assignment for 2017. We
have extensive experience in the
industry including grey and ductile
iron, aluminum, steel and stainless
steel, and brass and bronze. Our most
recent foundry transaction was the
divestiture of Dalton Foundry from
Neenah Enterprises Inc. to Beckner
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Clevy Partners and Speyside Equity.
We have experience working with
entrepreneur-owned companies,
private equity-owned companies,
corporate divestitures, and in situations
where current management plans
range from immediate retirement at
closing to a long career in the
industry. Cleary Gull regularly calls
on over 250 manufacturing focused
private equity firms and frequently
interacts with the relevant strategic
buyers in the industry.
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RECENT FOUNDRY AND FORGING TRANSACTIONS
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PACIFIC STEEL
CASTING COMPANY

has been acquired by

EQUITY

v
16C Technologies, LLC
L @ portfolio company of
<
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Brass RiNG Lewis & Clark Private Equities, LP.

has been acquired by
PRINCEVINERALS

a portfolio company of

P Palladium

DALTON

has been acquired by

BECENER CLEYVY
PARTHNERS

and

Lee Brass

a portfolio company of

MM
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has been acquired by

an affiliate of
?

THE RESERVE GROUP

AARROWCAST inc.

HIGH QUALITY GRAY AND DUCTILE CASTINGS.

has been acquired by

J.H. WHITNEY & CO.
Cornerstone
Capital Partoars
and
Management of Aarrowcast

RECENT MACHINING TRANSACTIONS
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P%HI-TECH

Manufacturing, LLC
a portfolio company of

1 Capital
Longview | Sapital

has been acquired by

a portfolio company of
Guard Hill @ 101dings
has been acquired by

D’ORAZIO

and Management
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THE FREEMAN COMPANY
WORLD CLASS AEROSPACE MANUFACTURING

a portfolio company of
<=~ MACC PEI Liquidating Trust
qm NDSBIC, LP
and
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CAPITAL

has been acquired by

JI,

Far 1912 N
a portfolio company of

H FCF Partners, LP
has been acquired by
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dustries, LLC
a portfolio company of

has been acquired by

~
WALKER

has secured
$125,000,000

Debt Financing
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STANDARD
a portfolio company of

&
has been acquired by
<
a portfolio company of

DUNES POINT capimaL

.sw:ss-rfcu, LLC

has been acquired by

CORNERSTONE INDUSTRIAL GROUP, LLC
in partnership with management

THE POHLAD YUKON
COMPANIES PARTNERS JLL PARTNERS
CONTACT
Cleary Gull Inc. Ryan A. Olsta
411 East Wisconsin Avenue, Suite 1850 Managing Director
Milwaukee, WI 53202 414-291-4555
clearygull.com rolsta@clearygull.com
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