PolySpec Strategy Case


As dusk fell on an early January evening in 2005, Joe Kavanaugh slipped off his shoes and got more comfortable at his desk, preparing for several hours of study and review. Kavanaugh, who had many years of experience as a management consultant (see Kavanaugh resume), was to conduct a strategic planning session the next day with PolySpec, LP, a Houston-based manufacturer of various high-performance polymeric materials (floorings, coatings, linings, and sealants) used in construction. (See Exhibit 1.) 
Exhibit 1

PolySpec Statement of Vision

PolySpec L.P. is a manufacturer of polymer coatings, linings, floorings and sealants, which are applied to concrete or steel.

We will become the nation’s premier supplier of polymer products for construction, and corrosion protections in the industrial, institutional, commercial, and marine markets, as measured in terms of customer satisfaction, product performance, and the financial well-being of our employees and other stakeholders.

We will differentiate ourselves in the marketplace by delivering superior value to our customer. Our reputation will be built upon …

· Rigorous, consistent product quality;

· Unparalleled customer service and technical support; and

· Product breadth and availability that enables us to provide innovative solutions to customer needs.

As Kavanaugh noticed the lights being turned off in businesses surrounding his, he felt sorry for himself as he worked late. However, as he assembled his notes and gathered his thoughts, he became absorbed in his review of PolySpec. For the past five years, he had helped guide PolySpec’s strategic planning. Kavanaugh had enjoyed watching the company grow and develop, and he valued his relationship with PolySpec’s founder, owner, and president, Milton “Buddy” Ellisor, Jr. (See Exhibit 2.) As he prepared for the next day’s meeting, Kavanaugh wondered about what the coming year might bring, and he considered how he could help PolySpec set its course for the future.
Exhibit 2

Milton W. (“Buddy”) Ellisor, Jr. Resume

30 years diversified management experience in sales, marketing, operations, product development, and construction; 30 years experience producing, using, and selling polymer-based construction products

Founder and president of three related companies: LP North America Distribution, Inc. (a distributor of liquid polysulfide); PolySpec Construction Services (a construction contractor); and PolySpec LP

Proven track record in managing small and medium size multi-faceted organizations

Previously ran a consulting business related to construction and managed sales and contracting organizations for a construction chemicals company 

Started out in a family business, I.W. Industries, which manufactured grouts and coatings. Managed revenue growth from $1.8 million to $6.9 million, increasing net worth from < $400,000 to $1.7 million. Arranged sale of this business in 1986

Completed a BBA in Marketing at Baylor University in 1975

Enthusiastic golfer who often plays in pairs tournaments with his wife

Teacher of an adults’ Sunday School class at Champion Forest Baptist Church

PolySpec – The Beginning


Buddy Ellisor had founded PolySpec in 1992.1 At first, PolySpec was a local manufacturer of polymer-based floorings, coatings, and linings, supplying these products primarily to construction contractors in and around Houston. The products included decorative flooring and materials that sealed concrete and restored or chemically protected concrete and steel. By 2001, when Kavanaugh began working with the company, PolySpec had expanded into other products and markets and achieved a sales volume of $7.3 million. Growth had been achieved internally, through development of new products and expanded marketing, and also through two acquisitions and several strategic alliances.

Ellisor had founded PolySpec on a philosophy of extreme customer service. He valued each customer as a potential long-term business relationship, and PolySpec had retained many customers from the beginning of the company. The primary goal for PolySpec was to be the best in its business, maintaining a fine reputation and providing innovative solutions to its customers.
In May 1997, PolySpec made the first of two important acquisitions, expanding into a new market by purchasing the Selby line of marine flooring products from Harris Specialty Chemicals. PolySpec began manufacturing and distributing the full Selby line of exterior and interior marine decking products. Selby products (which included underlayment systems, primers, bonding agents, decorative finishes, waterproof membranes, nonskid coatings, and deck top insulation) had been installed on thousands of ship decks and offshore platforms dating back to 1925. Ellisor asserted that “the acquisition of this highly reputable product line enables us to diversify into new markets while keeping within a high performance coatings niche. We expect to grow this business through enhanced marketing, product development and improved distribution, particularly overseas. The increase in the number of offshore oil platforms offers the most promising upside market potential for these products.”

PolySpec made the second important acquisition in 1998, purchasing Morton International’s Thiokol line of polysulfide industrial coatings, sealants, caulks, and primers. PolySpec merged Morton’s line into its existing polysulfide product line and began providing service to customers who used Thiokol products. Ellisor believed that the acquisition enabled PolySpec “to expand our product offering within the high performance coatings and sealants niche.” In 2000, PolySpec won Frost & Sullivan’s Market Engineering Merger & Acquisition Strategy Award, in recognition of the successful acquisition, and integration into its existing product lines, of the Thiokol line of coatings, sealants, caulks, and primers.
PolySpec in 2001
PolySpec hired Joe Kavanaugh as a management consultant in 2001. (See Exhibit 3.) The company hired Kavanaugh because Ellisor believed that, due to the pressures of employees’ work loads, strategic planning had not been taken seriously in the organization.

Exhibit 3

Joseph K. Kavanaugh Resume

Education:

BA Oakland University

MEd and MA, Ohio University

PhD in Business Administration from Louisiana State University

25 years managerial and executive experience in administration of institutions of higher education

Served as Senior Consultant with Dawson & Dawson Consultants

· Responsible for business strategy and organizational effectiveness

· Clients included Hewitt Associates, Prudential Relocation Services, the Public Works Department of the City of Houston and several Houston 100 firms

Established Kavanaugh & Associates consulting firm

Assistant Professor of Management, Sam Houston State University; brings real-world experience to the classroom

In the 2001 strategic planning session, Ellisor and other PolySpec personnel noted significant changes within the previous year, including opportunities for acquisitions. There was also a major emerging threat: the US company that produced liquid polysulfide, a critical raw material for PolySpec, was considering ceasing production. Ellisor viewed this possibility as both a threat and a potential opportunity for further expansion of PolySpec.2 
Kavanaugh’s notes from the 2001 strategy meeting showed that much of the conversation had been about customer relations. PolySpec sought to implement fully a customer relationship management and contact management system. Because a high percentage of its sales were made to construction contractors, PolySpec had established a Top 50 Contractors Program, which identified top players based on sales volume, PolySpec volume (real and potential) and geographic coverage. The company’s goals were to be rated #1 in response by its customers, to increase the percentage of sales successfully closed, and to increase the percentage of sales from established customers.

Kavanaugh and Ellisor concluded that PolySpec’s organizational culture might be damaging its operations, growth, and profitability. Since establishment of PolySpec, Ellisor had focused on growing the business, and he had largely ignored the culture or “people” aspects of the business. Kavanaugh administered a test that examined the organization’s culture, and the results showed that PolySpec’s culture was ranked low or unfavorably on almost all dimensions. Ellisor evaluated the results and began implementing organizational changes, including replacing some employees who seemed to be part of the problem in organizational culture.3 
PolySpec in 2002

PolySpec sold its products primarily to construction contractors. Because the construction industry is highly cyclical, so was PolySpec’s main business. In 2002, there were signs that the construction industry was beginning to emerge from an economic downturn, and there were significant sales opportunities for PolySpec. However, its ability to capitalize on these opportunities was limited by the organizational structure and staffing levels.  Ellisor wanted PolySpec to be able to:

· Capitalize fully on proprietary technologies – Small Business Innovation Research technologies, marine decking, Thiokol, Flowcrete, and Liquid Polysulfide; 

· Create an organizational design that would enable PolySpec to exploit emerging opportunities through sharper market focus and clear market identities; and
· Maintain excellent levels of customer service – a primary differentiator of this firm in the marketplace.
The Department of Defense had a program called Small Business Innovation Research (SBIR), through which it contracted with small high-tech companies (less than 500 employees) for research and development. PolySpec had received several SBIR contracts for initial R&D and for development of applications of products and materials. Ellisor hoped to receive additional SBIR contracts and to find commercial applications for the products it had developed under previous SBIR contracts.

Flowcrete Plc was the leading supplier of specialist industrial and commercial flooring in the United Kingdom. One of Flowcrete’s products was Ultra-Fresh, a flooring product used by food, beverage, and pharmaceutical manufacturers. Ultra-Fresh floors were durable, easy to clean, and inhibited growth of fungi, mildew, and bacteria. In 2002, Flowcrete Plc and PolySpec formed a joint venture, Flowcrete North America LP, to market Flowcrete products in the United States.4
The purpose of the 2002 strategic planning session was to examine alternative organizational structures and make decisions about the preferred organizational model for the future. A proposal emerged to reorganize PolySpec’s Marketing Group (MG) to allow the company to take better advantage of available opportunities. The MG was to be comprised of 3 strategic marketing units (SMU’s) – Product Technologies, Marine Decking, and Flooring and Coatings – each under the leadership of a Senior Manager. The Floorings & Coatings Group included all current PolySpec products except marine decking. The primary markets were contractors and distributors. PolySpec planned to set up an Authorized Distributor Network and Preferred Contractor Program. Once they were in place, PolySpec would sell direct only to Preferred Contractors and Authorized Distributors; all others would be directed to Authorized Distributors.
The Marine Products Group was a new SMU, responsible for development of markets for these products. Responsibilities included existing Navy contracts; securing additional Armed Services contracts and International Maritime Organization (IMO) certifications;5 and international sales of marine products. The Products Technologies Group was also a new SMU. Responsibilities included private label market development (developing products for contractors that would bear a contractor’s own brand name), applications development of existing technologies; developing new technologies related to SBIR; and licensing of current technologies.

Ellisor had considered setting up a contracting company that would use PolySpec materials in various building and marine construction projects. In the construction projects where PolySpec materials were used, materials represented about 25 percent of the costs, with labor and other costs of application making up the balance. Thus, becoming a contractor would be a way to grow the business by getting more of the revenue from a project. There were other advantages as well: contractors tend to be slow at paying their materials bills, so PolySpec would achieve faster cash inflows by being the contractor. Also, customers would have better warranty protection if the contractor and materials provider were one; and PolySpec could be certain that materials were applied correctly if it was in charge of the application. Based on these advantages, in 2002 Ellisor established PolySpec Construction Services, an independent company that would seek to serve as contractor for a small number of construction projects each year.
PolySpec in 2003
The strategic planning for 2003 focused on the Flooring/Coatings/Linings (FCL) segment of the business. (See Exhibit 4.) Historically, 80 percent of the energy and effort of PolySpec employees went into generating and servicing 40 percent of its revenues, those associated with FCL business. Until this ‘gorilla’ was caged, internal resources would not be available to develop other lines of business. So the group spent a day talking about how to cage the gorilla. PolySpec had many customers that were high touch, relatively small contractors who demanded frequent and extensive technical advice. Because of the service demands of these customers, PolySpec personnel did not have time to develop relationships with new customers.
PolySpec’s FCL segment was comprised of 3 lines of business:

1. PolySpec Construction Services;

2. PolySpec Express (an effort to develop private label products for contractors); and

3. The core business of formulating, manufacturing, selling, shipping, and supporting the installation of FCL polymers.

Exhibit 4

Floorings, Coatings, and Linings (FCL) 
· Essentially a commodity business with many competitors in a disaggregated industry with little product differentiation. 

· The market, comprised almost exclusively of floor installation contractors, demanded that suppliers compete on price. Quality, features, and after-sale service were appreciated, but contractor’s focus was cost per square foot. 

· The line of business generated a margin of approximately 50 percent.

· Very broad range of products: PolySpec offered 138 products and more than 2500 sku’s, most of which were in the FCL line. 

· PolySpec’s message was “We sell solutions, not products.” Message did not resonate well in the market, which assumed that solving their problems was a part of doing business. 

PolySpec personnel decided to develop two contractor lists, “A” list and “B” list customers. “A” list accounts were defined by the existing relationship quality; current and potential sales volume; the financial stability of customer; a nuisance factor – service demands versus revenue generated; and the technical service support level demanded. The 30 “A” list accounts were to receive a higher level of service than other customers. The“B” list was to be a new service level. Their calls would be routed to customer service people, not to the sales director or regional sales manager; the backup was to voice mail, not to people; and limited technical support to be provided. PolySpec’s incentives system needed work if the “A” and “B” lists were to be implemented. Compensation could be based on sales volume sold to “A” List customers, with rewards for developing a new “A” list customer or penalties for losing one.
PolySpec in 2004

In his review of the PolySpec file, Kavanaugh came to the notes he had taken during several conversations with Ellisor throughout 2004, which had been a year of unforeseen challenges for PolySpec. It also was a year of accomplishments, especially in the technical side of the business; some of the accomplishments are summarized in Exhibit 5.
Exhibit 5

PolySpec’s Accomplishments in 2004
· Completed first marine decking project under PolySpec Construction Services (two drilling rigs for ENSCO)

· Completed a flooring project at Reliant Stadium
· Continued a large subsea insulation contract for FMC

· Began private label programs for Desco Coatings, Techniquex and a Thiokol sales program with Sherwin-Williams (see customer list)
· Received three SBIR contracts from the US Navy

· Reduced inventory by reducing some safety stock levels
· Passed the IMO testing protocol for PolySpec IMO CLAD
· For past five years including 2004, PolySpec had averaged 13% annual growth, in an industry where the average growth rate was 3%

· Increased production rate to 120 pounds per direct man-hour from 110 pounds in previous year

· No product claims due to production errors

· Maintained safety record, achieving 1000 days without lost-time accident (previous company record, 240 days)

· Increased cross training level of workforce

Since its founding in 2002, PolySpec Construction Services had completed approximately 12 construction contracts. Two of the largest and most promising were done in 2004: a marine decking project on two off-shore drilling rigs, and renovation of flooring at Reliant Stadium in Houston. Decking and other projects on drilling platforms and rigs were considered to be an important continuing opportunity for PolySpec, as long as oil prices remained high. PolySpec’s IMO approvals positioned this line of business for growth in coming years.

Repairs of concrete floors were needed at Reliant Stadium because, soon after the stadium opened, cracks appeared in the floors. The cracks caused water to leak into some of the lower-level offices at the stadium. The stadium needed to be repaired and “looking good” in time for the 2004 Super Bowl. More than 350,000 square feet of stadium flooring were affected. PolySpec Construction Services got the contract to do the repair, serving as a construction management company and ensuring coordination between the stadium and all the trades who worked on the project. It installed a Thiokol decorative quartz epoxy flooring, which includes a crack control system. This large renovation project was accomplished in 18 days, and the stadium was ready on time for the Super Bowl.
In July 2004, PolySpec received an SBIR contract to develop an advanced deck covering material for use on ships’ interior decks. Ships’ interior decking material traditionally has included resin and other systems that produce brittle projectiles in the event of an explosion. The SBIR contract was to explore the feasibility of a coating material that would be flexible and less likely to form potentially deadly projectiles.

Both LP North America Distribution, Inc. and PolySpec Construction Services, Inc. were profitable in 2004, as was PolySpec, L.P. (See financial statements in Appendix.)
Problems and Challenges in 2004
In April 2004, PolySpec LP was sued by Graggs Paint for $ 1.5 million. The lawsuit resulted from technical advice that had been given over the telephone. The case was in mediation at the beginning of 2005 and was expected to be covered by insurance. Ellisor considered litigation to be the largest ongoing threat facing PolySpec. This particular case caused the company to question how it should provide technical advice to customers.

During 2004, especially in the second half of the year, PolySpec incurred a steady increase in raw material costs. For example, epoxy resin costs increased 65 percent in that period. Because construction contractors were extremely price-sensitive, PolySpec could not increase its selling prices to make up for the increase in costs. As a result, profits in 2004 suffered, leading Ellisor to comment that PolySpec’s income was not keeping up with the growth in sales (see financial statements).
In May 2004, Tony Crowell resigned as PolySpec’s Vice President of Sales and later hired Byron Beamer, a PolySpec employee, as a sales representative. Crowell and Beamer formed a new company, Flowcrete North America, Inc., a division of Flowcrete Group plc, to compete directly with PolySpec in polyurethane concrete and epoxy flooring. Crowell’s departure and formation of the new company had a negative effect on PolySpec’s relationship with Flowcrete Group Plc. By the end of 2004, PolySpec had filled both of its sales positions, through the hiring of Scott Dunbar, Director of Sales and Tom Scurlock, Regional Sales Manager.

Ellisor believed that Crowell’s actions violated company policy and an existing confidentiality agreement. (PolySpec did not require employees to sign a formal non-compete agreement.) After Crowell’s departure, PolySpec developed a more comprehensive confidentiality agreement for its employees. It also began to change to a team selling approach, with as many as three PolySpec employees involved with a major customer. These employees usually would work with two or more employees at the customer’s company, so the relationship would be truly a team relationship, rather than one on one.
Due to the problems associated with sales management changes and the lack of commitment to the 2004 strategic plan, PolySpec had failed to successfully complete its 2004 strategic initiatives. A Thiokol private-label branding program never was started, except for one initiative with Sherwin-Williams, and the Ultra-Fresh floor branding program appeared to have been undercut by Crowell.
In conversations with Kavanaugh, Buddy Ellisor had indicated that, due to health and other personal reasons, he wished to reduce his role in the day-to-day operations of PolySpec and assume a more strategic role in the business. Ellisor believed that, with the new Sales & Marketing Director on board, PolySpec had a team is in place that could drive the business for the future.


Kavanaugh reached the end of his notes about PolySpec and leaned back in his chair. He considered the strategic issues facing the company and thought about how he could facilitate its strategic planning. Then he pulled out a note pad and began writing a list of questions and issues that he might pose to Ellisor and the rest of the PolySpec team the next day.
Questions and Issues for 2005 and Beyond

Kavanaugh identified the following as potential questions for PolySpec’s 2005 strategic planning:
1. How might PolySpec improve the distribution of its products? The company did not have a comprehensive sales/distribution network. The plan from 2002 to develop an Authorized Distributor Network and Preferred Contractor list had never been fully implemented. Relying more on distributors would reduce the amount of time spent by PolySpec personnel in providing technical assistance to contractors.
2. Does construction/management of projects by PCS represent an unattractive risk/return tradeoff? Should PolySpec Construction Services grow more rapidly? Ellisor believed that PolySpec’s initial entry into this market had proven to be quite profitable, with superb margin performance. The company did not have a formal promotion program for PCS; rather, it was opportunistic. A potential opportunity now was to move to the next level in development of this line of business by hiring a project manager to drive this line of business and undertake perhaps four or five projects a year, or more.

3. In light of rising raw materials prices and potentially limited availability of raw materials, how could PolySpec maintain its profitability?
4. What should PolySpec do to develop and maintain a capable workforce? In previous assessments, Ellisor had identified 50 percent of the hourly workforce as quality employees. (See Exhibit 6.) The company experienced high turnover in its production employees: just 25 percent had been on board for two years or more, and the turnover ratio had been high for the last several years. During the busy part of the year, the company used temporary employees in production, and the number of temporary employees was higher than Ellisor would have liked. PolySpec had incurred high worker compensation costs, and it had no formal safety program.
5. How can PolySpec rebuild customer relationships following the departure of the previous marketing director. Is turnover of PolySpec’s top 25 customers a concern? The company needed to analyze customer turnover for 2003 and 2004. Kavanaugh believed that PolySpec needed to set a formal customer relationship management program as an organizational priority. PolySpec had talked about such a program at least since 2001, but it had not been able to fully implement the program.
6. How could PolySpec move away from its dependence on its founder? The company had no succession plan in place, and there was no family member who wanted to take over the operation of the business in the future. 
7. How could PolySpec manage its inventory and customer returns? PolySpec had a lot of product lines in a lot of markets for a company of its size. As a result, there was a huge variety of raw materials and finished goods and a large dollar amount invested in inventory. Customer returns had been a problem for the last several years, even though PolySpec did charge a restocking fee when customers returned goods.
Exhibit 6

The Company

33 full-time employees: 5 administrators, 4 technical (3 of whom are polymer chemists), 8 sales and marketing, 4 managers and 12 hourly employees in manufacturing

Organizational structure is functional and fairly flat

Description of facilities and processes from October 2002 Air Permit Application:

PolySpec, L.P. manufactures industrial polymer systems used for corrosion resistance and surface protection of steel tanks, concrete floors and walls. Systems manufactured are of 2 types: epoxy systems and polyester/vinyl ester systems.

Facility has 9 mixer tanks, 5 mixers, one vertical storage tank, two horizontal storage tanks, several portable vats. Solvents and power are mixed in the mixing tanks and/or portable vats. When inert fillers are added to the mixtures, the mixing vessels are covered and vented to a dust collector with polyester pleated filter cartridges. Therefore, the system is closed and all emissions shall be contained within the building. Small resin batches from 5 to 500 gallons are manufactured daily with an occasional 1000 gallon batch made every 1 to 2 weeks.

Laboratories: 1 product development lab, 1 quality control lab.
PolySpec Products

PolySpec Products are used for construction and corrosion protection in industrial, institutional, commercial, and marine markets. PolySpec differentiates itself through rigorous, consistent product quality; unparalleled customer service; innovative product technology and availability.

Marine Decking

Product line is well positioned – just two major competitors. PolySpec’s primary competitor is Crossfield. Access to market is restricted by tight certification requirements – the Navy’s Qualified Product List (QPL) or the International Maritime Organization, IMO.
Price: QPL work is price sensitive; IMO work is less price sensitive, more responsive to features and quality

Not likely that PolySpec will penetrate Navy’s QPL market, but the global market for all other floating vessels and drilling platforms is wide open; latter 2 are covered by IMO standards. 

A prime opportunity for the construction services division

Thiokol Coatings and Sealants, Polysulfides

Thiokol products compete against polyurethanes and silicones. GW Meadows is a major competitor. Thiokol products are used as sealants and caulking, where elasticity is a valued product characteristic.

Price: good margins in this market

Promotion: Of all of PolySpec’s brands, Thiokol has the greatest brand recognition, which has been eroding due to lack of promotion. 
Place: distribution through distributors to industries such as water treatment and fuels storage; PolySpec also private labels it under the Tuff-Rez label

Polymer Techologies – Subsea and Specialty

Major competitors, Tymar, Emerson, Cummings, Balmoral. Major potential constraint; without notice, FMC acquired a patent on its subsea insulation formulation, which may limit PolySpec’s market growth

Price: PolySpec products are at the high end of the market, but this pricing is supported with superior product performance characteristics

PolySpec is the manufacturer of FMC’s patented formulation

Significant customers are available beyond FMC

PolySpec has a complete line of subsea thermal insulation products based on THIOKOL aerospace polymer technology; provide a long-term solution to demanding subsea environments. Include HTHP formulations designed to handle high temperatures and still remain flexible. Gas and oil co’s are drilling wells off shore in deeper and colder water, to access new fields; creates additional demands on subsea equipment; increases requirements for thermal insulation. Recent expansion into high temperature, high pressure (HTHP) fields has increased demand for high performance thermal insulation materials. THIOKOL Subsea Thermal Insulation materials offer extremely low thermal conductivity even under hydrostatic pressure, highest level of compression strength available; flexibility; low water absorption, excellent adhesion and corrosion protection of steel
Floor and Wall Coverings
Include mortars and overlays (Tuffrez 200 for floors subject to mechanical exposure and abuse; Ultra-Fresh polyurethane concrete flooring systems with excellent thermal shock resistance and a built-in anti-microbial, ideal for food and pharmaceutical industries); decorative, functional resinous coatings (Tuffrez specialty flooring systems – chemical resistance, abrasion resistance, non-slip, cold temperature cure, chip resistance)

Chemical Resistant Coatings, Linings, & Sealants

Epoxy Novolac Coatings – NovoRez coatings provide chemical resistance in intermittent and continuous splash/spillage conditions

Flake-Filled Coatings – FlakeRez chemical resistant barrier coatings, used in sever immersion or splash/spillage conditions such as tank linings, structural steel and secondary containment; use overlapping flake technology for incr resistance to vapor transmission

11. 
	Sales Report by Customer, 2002 – 2004

(amounts in thousands of dollars)

	2002
	2003
	2004

	PPG 
	536
	S.A.S.
	1,461
	S.A.S.
	3,063

	QCI Marine
	518
	Sumii
	1,140
	Desco Coatings
	571

	S.A.S.
	455
	Techniquex
	490
	PPG
	361

	Techniquex
	284
	PPG
	418
	Techniquex
	327

	NAVFACCO
	234
	BP South Africa
	342
	Deco-Crete
	281

	Maritec
	208
	Deco-Crete
	276
	NAVFACCO
	226

	BP South Africa
	196
	QCI
	183
	QCI Marine
	222

	Sumii
	184
	World Wide Floor
	175
	Vector
	202

	Technical Coatings
	170
	Desco Coatings
	146
	FMC
	178

	Polymer Coatings
	158
	Vector
	143
	Joeun Corp.
	173

	Deco-Crete
	153
	Technical Coatings
	129
	Worldwide Flooring
	158

	Stemco
	152
	Haller-Phillips
	118
	Haller-Phillips
	150

	Prevention Tech.
	128
	NAVFACCO
	115
	Atwin Marine
	150

	Dales Paint
	110
	Prevention Tech.
	86
	CP Applications
	134

	General Polymers
	102
	Dales Paint
	86
	AI Baharie
	109

	Pecora
	94
	Maintex
	84
	United Bldg Prod
	105

	Sheplers
	88
	Pecora
	84
	Alta Paints
	90

	Desco Coatings
	85
	Patenaude
	74
	Pioneer WP
	83

	Haller-Phillips
	83
	B&H Distributors
	73
	Quatro Products
	81

	Unit Liner
	81
	Durabond
	71
	Le Brothers
	80

	Maintex
	80
	Practico Materiales
	70
	Technical Coatings
	76

	B&H Distributors
	74
	Sealant Sales
	69
	Pecora
	68

	Infinity Marine
	72
	Quatro Products
	67
	Stizo Nuclear
	68

	Peckham Coatings
	65
	Crown Painting
	64
	Dales Paint
	65

	B. Hlavinka
	64
	Pacific Titan
	59
	DuraBond
	59

	Total
	4,374

(57%)
	
	6,021

(71%)
	
	7,081
(77%)




11. 
	PolySpec Competitors

By Product Group



	Product Group
	Market Size
	Number of Competitors
	Top Competitors

	Flooring
	$500 million
	183
	Stoncor, General Polymers, Tennant, Sherwin Williams, Selby-Ucrete, Federal Valspar, Garland, Crossfield, Silikal, Duraflex - $175 million

	Coatings/Linings
	$90 million
	25
	Stoncor, Dudick, Ceilcote, Advanced Polymer Sciences, Atochem - $65 million

	Marine Decking
	$40 million
	7
	Crossfield, ITW American Safety Products, PRC (urethane) - $35 million

	Sealants1
	$200 million
	40
	Sika (urethane), Sonneborn (urethane and polysulfide), Tremco (urethane), Dow (silicone), GE (silicone), Pecora (silicone, urethane, polysulfide) - $75 million

	Polyurea
	$50 million
	20
	Specialty Products, Versa-Flex, Willamette Valley, ITW Foamseal, Visuron, Stoncor, ASTC Polymers, Chemtron, Hehr, Crown Polymers - $35 million


1Sealants used for commercial construction only. Does not include sealants used in residential or highway construction, insulated glass, roofing and building materials.
11. PolySpec Six-year Product Sales Report (in thousands of dollars)

	Product group
	1999
	2000
	2001
	2002
	2003
	2004

	Flooring, Coatings, and Linings
	
	
	
	
	
	

	TuffRez
	1,176
	1,473
	1,605
	1,302
	1,601
	1,946

	Ultra-Fresh
	53
	371
	209
	517
	631
	606

	FlakeRez
	358
	412
	395
	402
	309
	402

	NovoRez
	347
	390
	263
	348
	311
	345

	PermaRez
	230
	125
	93
	115
	105
	68

	PolySpec
	349
	291
	355
	397
	325
	264

	Subtotal
	2,513
	3,071
	2,920
	3,081
	3,283
	3,632

	
	
	
	
	
	
	

	Marine Decking
	1,033
	1,078
	1,321
	1,748
	2,212
	1,139

	
	
	
	
	
	
	

	Thiokol
	1,403
	1,463
	1,658
	1,529
	1,444
	847

	
	
	
	
	
	
	

	Polymer Technologies
	
	
	
	
	
	

	Subsea Insulation
	0
	0
	480
	370
	1,446
	3,241

	Custom Products
	289
	410
	293
	194
	223
	181

	Subtotal
	289
	410
	773
	564
	1,669
	3,422

	
	
	
	
	
	
	

	Other Products
	
	
	
	
	
	

	RezRok
	181
	263
	163
	115
	123
	116

	Accessories
	92
	77
	68
	79
	86
	115

	Polyurea
	1,149
	1,124
	336
	69
	0
	0

	Subtotal
	1,422
	1,465
	568
	263
	211
	231

	
	
	
	
	
	
	

	LPNA
	0
	0
	61
	499
	1,765
	2,352

	
	
	
	
	
	
	

	Total
	6,660
	7,486
	7,328
	7,684
	10,583
	11,623
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Endnotes
1  Three other partners had owned minority interests in the partnership (a total of 25% ownership) at that time. By the beginning of 2005, Buddy Ellisor owned 100% of the company.

2 Beginning in 2002, Ellisor and two PolySpec employees, Anderson and Crowell, established LP North America Distribution, Inc., to serve as the sole North American distributor for a Japanese company that manufactured liquid polysulfide. This company reported sales of $372,000, $1,810,000 and $2,379,000 in 2002, 2003, and 2004, respectively. Its net income was $46,000, $67,000, and $189,000 in 2002, 2003, and 2004.

3 With Kavanaugh’s advice and guidance, PolySpec made several changes, including firing and replacing some employees. The same culture test was administered 18 months later, and it showed a complete turnaround, a dramatic improvement. Employees enjoyed working together, and Ellisor’s own morale improved.
4 The joint venture proved unsuccessful and was terminated in 2003 and replaced with technology agreement in 2004. During 2004, PolySpec employee Tony Crowell left PolySpec and formed a competing company that was affiliated with Flowcrete. Following that event, PolySpec cancelled the technology agreement with Flowcrete, and it was replaced with a supply agreement in 2005.

5 The International Maritime Organization is an agency of the United Nations charged with improving maritime safety and preventing pollution of the ocean by ships. The IMO sets standards for materials used on ships and certifies products that have passed its screening. By the end of 2004, PolySpec had four products that had received IMO certification, a competitive advantage for the company. No competitor had achieved similar success. IMO certification had opened up cruise ships as a potential market for PolySpec.
Appendix

Financial Statements

PolySpec, LP

Balance Sheet

As of December 31, 2004

	
	2004
	2003
	2002

	Assets
	
	
	

	Current assets
	
	
	

	Cash – checking
	($651,172)
	($1,095,846)
	($350,695)

	Cash – payroll account
	17,345
	14,143
	5,710

	Petty cash
	400
	400
	400

	Accounts receivable
	1,579,794
	1,825,339
	985,168

	Intercompany notes receivable
	
	68,485
	35,083

	Notes receivable
	4,764
	47,165
	69,110

	Employee loans
	
	
	5,000

	Inventory
	1,517,768
	1,454,248
	1,348,629

	Total current assets
	2,468,899
	2,313,935
	2,098,405

	
	
	
	

	Fixed assets
	
	
	

	Furniture and fixtures
	38,524
	38,524
	34,980

	Computer hardware and software
	220,568
	159,566
	140,988

	Phone system
	16,290
	16,290
	16,290

	Equipment
	638,677
	636,532
	497,087

	Leasehold improvements
	95,529
	78,479
	56,820

	Less accumulated depreciation
	(562,723)
	(459,412)
	(383,994)

	Total fixed assets
	446,865
	469,978
	362,170

	
	
	
	

	Other assets
	
	
	

	Deposits – Texans
	13,750
	13,750
	

	Prepaid insurance
	6,027
	20,329
	35,540

	Deposits
	4,000
	4,000
	20,952

	Organizational costs – Marine
	4,640
	4,640
	4,640

	Goodwill, less accumulated amortization
	146,119
	166,430
	186,741

	Note receivable – Crowell
	
	6,970
	6,970

	Note receivable – LPNA
	50,000
	20,000
	20,000

	Note receivable – Ellisor, Jr.
	23,270
	76,000
	76,000

	Note receivable – Flowcrete NA L.P.
	
	
	40,000

	Note receivable – PCS
	
	
	25,000

	Total other assets
	247,807
	312,119
	425,842

	Total assets
	$3,163,570
	$3,096,032
	$2,886,417

	
	
	
	

	Liabilities and Partners’ Capital
	
	
	

	Current Liabilities
	
	
	

	SEP payable – accrual
	$39,972
	$75,655
	$48,534

	Accounts payable
	391,892
	380,298
	234,036

	Purchase clearing
	71,209
	1,089
	15,023

	Flex spending (sec 125)
	(134)
	(2,005)
	

	FlowCrete royalty – accrual
	8,392
	6,596
	

	Prepayments – accounts receivable
	41,351
	
	415,303

	Morton royalty – accrual
	
	10,975
	19,795

	Sales tax payable
	137
	
	(5)

	Total current liabilities
	552,818
	472,608
	732,686

	
	
	
	

	Long-term liabilities
	
	
	

	Note payable – phone system
	
	10,443
	13,728

	Note payable – Crowell
	175,045
	
	

	Total liabilities
	772,863
	483,051
	746,413

	
	
	
	

	Partners’ capital
	
	
	

	Partners’ capital
	152,299
	152,299
	152,299

	Dividends
	(330,600)
	
	

	Retained earnings
	2,460,681
	1,976,877
	1,699,764

	Current earnings
	153,327
	483,805
	287,941

	Partners’ capital
	2,435,708
	2,612,980
	2,140,004

	Total liabilities and partners’ capital
	$3,163,570
	$3,096,032
	$2,886,417


PolySpec, L.P.

Statement of Income

For the Twelve Months Ending December 31, 2004

	
	2004
	2003
	2002

	Sales
	$9,782,430
	$9,521,277
	$8,105,173

	Bad debt recovery
	
	451
	489

	Re-stocking fees
	21,312
	17,736
	9,218

	Sales returns
	(259,656)
	(381,041)
	(199,373)

	Sales discounts
	(18,738)
	(3,315)
	(4,535)

	Total sales
	9,525,349
	9,155,108
	7,910,871

	Cost of goods sold
	6,499,931
	5,593,715
	4,755,096

	Gross profit
	3,025,418
	3,561,393
	3,155,775

	Operating expenses
	
	
	

	Advertising/marketing
	117,472
	133,710
	117,423

	Amortization expense
	20,310
	20,311
	20,312

	Automobile expense
	14,997
	12,700
	12,617

	Bad debt expense
	19,133
	2,938
	6,019

	Bank charges – administration
	10,442
	9,893
	13,948

	Credit card service charge
	6,155
	6,886
	3,640

	Commissions
	114,721
	86,310
	91,456

	Computer expenses
	26,584
	28,361
	18,725

	Delivery charges
	8,496
	10,880
	10,701

	Directors’ fees
	2,500
	5,000
	5,000

	Donations/contributions
	8,200
	14,296
	3,750

	Depreciation
	123,008
	107,814
	88,438

	Dues/publications
	14,606
	23,047
	19,044

	Employee benefits
	46,276
	88,182
	56,852

	Entertainment
	7,844
	13,572
	13,066

	Fees and licenses
	1,157
	454
	1,005

	Insurance – Health
	62,744
	65,542
	70,887

	Insurance – Life
	9,668
	15,364
	4,648

	Insurance – Other
	121,562
	114,660
	73,640

	Insurance – Workman’s Comp
	51,048
	892
	46,643

	Interest expense
	23,111
	18,239
	28,008

	Licenses/testing
	33,555
	51,055
	53,562

	Meals
	31,332
	32,091
	14,174

	Miscellaneous expense
	248
	2,099
	580

	Office supplies
	29,014
	28,166
	32,780

	Outside services
	11,088
	22,946
	11,408

	Payroll expenses
	5,221
	5,481
	4,248

	Postage
	4,876
	4,387
	8,281

	Printing
	4,562
	9,975
	15,010

	Professional fees
	68,657
	87,928
	32,812

	Recruiting charges
	32,935
	12,172
	29,791

	Reimbursed expenses
	
	
	558

	Rent
	163,500
	149,400
	160,150

	Rentals – equipment
	37,478
	29,893
	16,364

	Royalty – Flowcrete
	18,179
	15,835
	

	Royalty – Morton
	
	10,975
	19,795

	Repairs and maintenance
	61,990
	81,767
	85,793

	Seminars
	728
	938
	2,519

	Salaries
	1,032,912
	1,116,775
	1,029,949

	Supplies
	138,955
	162,929
	176.462

	Taxes – ad valorem
	46,696
	42,249
	71,407

	Taxes – payroll
	135,907
	141,040
	123,300

	Taxes – other
	7,072
	8,005
	7,184

	Telephone
	25,920
	36,561
	47,249

	Trade show expense
	52,771
	49,155
	25,543

	Training
	11,423
	21,521
	8,961

	Travel expense
	87,825
	89,825
	87,999

	Uniforms
	26,413
	24,573
	19,516

	Utilities
	56,172
	48,158
	38,753

	Waste disposal
	57,190
	41,901
	33,201

	Total operating expenses
	2,992,655
	3,106,853
	2,863,323

	Income from operations
	32,763
	454,540
	292,452

	Other income and expenses
	
	
	

	Loss/gain on sale of asset
	(1,926)
	339
	(18,630)

	Loss/gain on investment
	
	(4,784)
	

	Miscellaneous income
	118,000
	30,000
	

	Dividend income
	1,857
	55
	130

	Interest income
	2,633
	3,055
	5,436

	Other income
	
	600
	

	Income – Flowcrete
	
	
	8,553

	Total other income
	120,564
	29,265
	(4,511)

	Net income
	$153,327
	$483,805
	$287,941


LP North America Distribution, Inc.

Statement of Income

	
	2004
	2003
	2002

	Sales
	$2,379,191
	$1,801,072
	$371,770

	Sales returns
	(27,519)
	(32,632)
	

	Sales discounts
	(10)
	(7)
	(93)

	Miscellaneous income
	
	
	19

	Total sales
	2,351,661
	1,768,433
	371,696

	Cost of goods sold
	1,750,930
	1,390,463
	275,724

	Gross profit
	600,731
	377,970
	95,972

	Operating expenses
	
	
	

	Amortization expense
	606
	606
	455

	Bank charges – administration
	1,329
	3634
	438

	Credit card service charge
	1,614
	858
	125

	Commissions
	300,540
	197,403
	42,911

	Employee benefits
	300
	320
	

	Licenses/testing
	
	600
	

	Meals
	60
	161
	

	Miscellaneous expense
	30,000
	30,000
	

	Office supplies
	20
	53.54
	25

	Payroll expenses
	904
	896
	

	Postage
	12
	175
	

	Printing
	
	252
	5,572

	Professional fees
	755
	800
	

	Rent
	24,449
	20,259
	

	Rentals – equipment
	
	338
	

	Salaries
	40,500
	30,000
	

	Taxes – ad valorem
	3,098
	
	

	Taxes – payroll
	3,691
	3,144
	

	Taxes – federal income tax
	
	16,647
	

	Taxes – other
	3,758
	2,076
	

	Travel expense
	306
	3,062
	494

	Total operating expenses
	411,943
	311,286
	50,021

	Income from operations
	188,789
	66,684
	45,951

	Income – FlowCrete
	303
	361
	89

	Net income
	$189,092
	$67,046
	$46,040


LP North America Distribution, Inc.

Balance Sheet

	
	2004
	2003
	2002

	Assets
	
	
	

	Current assets
	
	
	

	Cash
	$69,784
	$27,811
	$60,329

	Accounts receivable
	354,406
	207,505
	142,807

	Inventory
	164,816
	239,257
	16,495

	Total current assets
	589,006
	474,573
	219,631

	
	
	
	

	Other assets
	
	
	

	Prepaid federal income tax
	17,000
	7,000
	

	Organizational costs
	3,032
	3,032
	3,032

	Less accumulated amortization
	(1,516)
	(910)
	(455)

	Total other assets
	18,516
	9,122
	2,577

	Total assets
	$607,522
	$483,695
	$222,207

	
	
	
	

	Liabilities and shareholders’ equity
	
	
	

	Current liabilities
	
	
	

	Intercompany payables – PolySpec
	
	$2,347
	$494

	Accounts payable
	228,595
	241,934
	136,645

	Note payable – PolySpec
	
	61,000
	

	Accrued commissions
	44,797
	34,534
	17,908

	Federal income tax payable
	
	16,647
	

	Sales tax payable
	
	31
	

	Total current liabilities
	273,392
	356,494
	155,047

	
	
	
	

	Long-term liabilities
	
	
	

	Note payable – PolySpec, L.P.
	50,000
	20,000
	20,000

	
	
	
	

	Total liabilities
	323,392
	376,494
	175,047

	
	
	
	

	Shareholders’ equity
	
	
	

	Shareholder – Ellisor
	
	
	900

	Shareholder – Anderson
	
	
	110

	Shareholder – Crowell
	
	
	110

	Common stock
	1,010
	1,120
	

	Retained earnings
	94,028
	39,036
	

	Current earnings
	189,092
	67,046
	46,040

	Total shareholders’ equity
	284,130
	107,202
	47,160

	Total liabilities and shareholders’ equity
	$607,522
	$453,695
	$222,207

	
	
	
	


PolySpec Construction Services

Income statement

	
	2004
	2003

	Sales
	$891,123
	880,032

	Re-stocking fees
	(5,107)
	

	Total sales
	886,016
	

	Cost of goods sold
	695,352
	866,278

	Gross profit
	190,663
	13,754

	Operating expenses
	
	

	Advertising/marketing
	30
	18

	Administrative fees
	88,000
	

	Amortization
	224
	224

	Bank charges
	300
	300

	Commissions
	7,692
	

	Entertainment
	65
	203

	Insurance 
	
	500

	Meals
	10
	65

	Miscellaneous expenses
	
	204

	Outside services
	6,260
	

	Professional fees
	795
	580

	Rentals – equipment
	1,634
	2,152

	Taxes – federal income taxes
	
	89

	Taxes – franchise
	(1,587)
	

	Travel expense
	1,041
	501

	Total operating expenses
	104,462
	4,836

	Income from operations
	86,199
	8,918

	Other income – income from Flowcrete
	696
	123

	Net income
	86,895
	$9,041


PolySpec Construction Services

Balance Sheet

	
	2004
	2003

	Assets
	
	

	Current assets
	
	

	Cash
	$110,742
	$5,505

	Accounts receivable
	718
	764,829

	Total current assets
	111,460
	$770,334

	
	
	

	Other assets
	
	

	Prepaid federal income tax
	11
	

	Organization costs
	1,118
	1,118

	Less accumulated amortization
	(447)
	(224)

	Total other assets
	682
	894

	Total assets
	$112,141
	$771,228

	
	
	

	Liabilities and Shareholders’ Equity
	
	

	Inter-company payable – PolySpec
	
	$5,138

	Accounts payable
	2,049
	736,982

	Federal income tax payable
	
	89

	Total current liabilities
	
	$742,208

	
	
	

	Shareholders’ Equity
	
	

	Common stock
	800
	1,000

	Retained earnings
	22,398
	18,978

	Current earnings
	86,895
	9,041

	Total shareholders’ equity
	110,092
	20,020

	Total liabilities and shareholders’ equity
	112,141
	771,228
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