By Steven R. Kline, Jr.
Editorial Mrector

Growth and Diversification
through Vertical Integration

Finishers often choose to diversify to retain customers,
increase sales and attract new customers. While most

shops have traditionally diversified through horizontal
integration, some shops are now divers ifying through
vertical integration . , .

Editor—1{ would ke to thank Michoef Feldstehs, presidint af Surfece
Techmology, fnc., for his help b writing this article,

unenng afinizhing job shop is 2 iough
business, Do tep of dealing with the
niyriad Lechnical challenges of the
alop's Gnishing precess, shop awners must
alsa contersd with numencos envisonmenial
regulativnms, safety requirerments, competition
trean new iechoelogies and price pressures.
Theee challenges can consumme much of &0
owTIe s Hme, preverting him from focusing on
prefably his mast importan task-—oustomser
rebention and increasing snlee
Lindil recently, owners pomarily nchisved
thewr goals of customer retention and
imgreased sales through direct sales and
limited marketing of the one finishing
process the shop offered. By combining
the sales and marketing effirts with high-
quality service, soms shops were able o
grow Lhedr husingss,
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However, in the fast 5 w [0 yeors, job
shaps have been forced 1o develop brosder
business siralegies to achieve their poals
of customer retemion and increased sales,
By adding additional processes to their
repertoire, fAnishing sheps have boen able
L inerease the value they provide 1o their
cuslomers,

Typically, the tvpe of divecsification
pursucd by most finizhas could be wenmed
berizantal integestzen, Whot dees this menn?
Ezsentially, horizonfal inmegration is e
acquisition of compeling compaies ar
technologics at the same level of production
curzenily performed an the shop, Classe
examples of hactzondal integration include a
painting shop adding a powder coating line
or an anodizing shop adding a fiaw plating
tanks. Horzoneal infegration even includes
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a plating shop adding a powder coating
Hime of wics versn

Harizontal integeation is often a natusal
anel appropriate Toute (o cuslomer retenbion
and fncreased sales becnuse it relics on
the shop’s current keewledge base and
ressurces. Askop’s coment sl likely o be
capable ofunderstanding and implemeniong
the new borizental process without much
training or expense. Also, the nddition of a
similir process can shars the resousces of the
shop's existing production, administration
and mackesing capabilifias,

While horizontal stegration can signifi-
cuntly divcrease 8 shop's sales i properly
implemented, there can be some limitations
to the adoption of korizontal techneloges.
Too often, Borizontal technologies are
added because an ewoer hears: stories of
sCoess ConGeming similar ar competing
eclnolegies, keading the owner o believe
thnt the grass is greener on the ofher
side. Without the proper planning, the
new horzontal echnelogy can undermine
the hard work tevested inthe company's
ariginal fiishing process by simply shifting
Basiness from e cxisting process 1o the
new process, (Thers wre Uines when this
can be o desined outcoms, such as when
a shogr iz in danger of losing business
i the existing process boa provider
af a horizenind technology. ) This, af
course, delzats tee owner's origial
iniei—custemer retention and
incrensed sales—of miding the
korizenial technolegy in the
first place.

Haorizemial integration is nod
the caly avenus b diversifica-
tien thaugh. Seme shops ore
now practicing vertical integration
i nchieve thetr desired prowtl. Wertical
integration is pehieved wlena shop soquires
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compantes of . technelagies involved in
different levels of production of the sanss
part

Howe does wertical integration work?

The frst step of verlical integration
is to find ot exacily whot happos 1o a
custemner's pors before and after they are
processed m your shop, A geod guestion
1o ask is are there oiber finishing relided
operations being performed on the parts
by another vendor or by the customer
itself?

Mext, defermine of the customer would
be interested in Baving your shoep perform
these other aperations as el 1T S0, you
con calculate the cost of developing she
olher process, tse price of which you can
perform the other process and the benefils
that this wertical integration will provide
your amd your customer,

Verticel mlegration con providé your
custoaner with o number of benefiis:

1. The cost of processing and shipping the

This ros-sectizn photzgraps ol 100X
. mogilicsion of o Bar-Fise® peosersed part
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1. The increased
wihie 1o the cug-
tomer will lead
by business reten-
tionand referrals.

2. By wn.'kir:l; o1
miore levels ol the
praduction L:}'I,'.i{:.
shops can niore
cllicrently sehed-
ule subsequent
[roCessImy

i, By confrolling
mare slages af
provduction, shops
Nave METe cons
tred o the overall

An aleciraless nickef ond Debure® 1000 processing
line at 5T1

part iz lower when subsequent processes
are consalidated inone facling,

2. Turnarouisd Ume 15 inherendly Tess when
prizoesses are veriically integraned

3, Ome-sfop-shopping provides substantial
logistical efficiencies, including shipping
coordination and packaping.

4. A redection of vendors degreases adoin
astralive Tequirciients in accaunting and
quality syslems managemen

5. Concentration of the sesponability for
the qualicy 1o one vendor means oo finger
peanting between vendors, less repatitive
handling and less chonce of damaged
ar |ask paris

Far finishing shops, vertical integration
0L just phout geraeg more wark in the
door;, it abaut daing more work on parts
that are alrendy in the shop. There are other
benefits for job shaps that practice vertical
ntlegrdion:

AFRIL, a0

qualiiy,
MNew vertical teclmalogies provide an
OPEPaETELy 1o 2t new Cusieaens.
5. Custamers of new vertical lechnologies
can ke exprsed ia the shop®s traditional
B =l

Une skap performing vertical ndegrmtion
i Burface Technolagy, Inc, (3TT; Trenton,
MIb & hrgh-end plating shop that specialices
incomposite clectreless nickel ploting, 3T1's
traditional processes include composite
eleciraless. nickel with materials ranging
from dizmond o7 silizon carbide Ffoe wear
resistnee 10 boron nitnde or Teflon® for
Tubrieity as wellas 2 fiall ling of conventienal
etectriless nickel bathe.

In order 1o retain customers and iscrease
sades, 5T Aoroughly investigates the broader
sz and reguircments of its customers’ parts.
Since the shop’s contings are Tunctional
i matune, the fissc step 15 w0 pscertain the
application in which the parts are used,
Fromthere, 3TEworks closely with is custom-
o= o leam wha PTOCEREEE GG pm_‘"uu:md
om the parts befose amd alter it coais them
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Using thiz oppraach with one cusbomT,
ST1esnhlished that before certain high-wear
steel parte were senl to the shop for its
clectraless nicke] composite diznond conting,
ihe stezl was hanteed. The finishing shop
subsequently invested bms and resources 1
developing its BorFuse® hardemng procoss,
The hardening process difluses o hard boren
material below the surface of steel parts o
achieve a kardness of 2,000 Vickers (abaul
#4-56 Ro) in the steel g depth of B003
inch. The imnplementation of this vertical
technology has allowed ST1 to help its
custaner sliminaie one vender infts praduc
marfzziurng cvele, The tal processing
fime has becn reduced because parts that are
processed in STI's hardening depaniment
are amenedintely scheduled for subsequent
coating. Also, the quality of the parts has
Teem enhanced becawse the finisher is able o
ensnre the woek of one process is done with
consideration for e surface requircienis
af the subssquent process.

With anether customer, the job shop
desermined thot high-precision parts from
ane of iz customers were bedng deburmad
amel polished by anather vendor prier to
eoating, 511 wed its expertise in clectroless
chemical processes 1o develop Deburr LOO0T,
a chemical deburring anid polishing systam
fur sieel. The cleaning process required for
parts priar to the chemical deburring arrd
pelishing system is cssentially the samic a5 2
comventianal clestroless nicke] pretreatment
eyele. To nddd the chemical deburring and
polishing system ta 115 primary plating
line, therefore, required the addition af
omly two tanks, ene for the chemistry and
o For the dedicated rinse tank. Ports that
previously had 1o be sent o twa vendors for
distinet processes (invalving two round Lrip
shipenents, two invoiees, packed, unpacked
and hanelted pwice, ete ) are now processed
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in o combined cvele ab the finisher’s
facility, The time ami cost savings to the
pusiomer are subetantial,

The company has also feund woys 1o
integzrate new post plating processes losatisfy
customes requirements. When it leamed
ihat & customer was sending parte wilh o
compasite clepiroless nickel coating 10 be
polished at anather facility, ST1 developed
the knaw-lwow For a mass finishing techoique
£ et the customer s repirements, Having
the parts handled by two companies led o
lnger pointing berween the fnisher and the
polisher when damage of inmeulanizes arose.
ST1 realived tiat itwould be beter to take full
respensibility for e qualiny and utiegrity
of the parts while saving the customer Liens,
meney and sbminttrative effort.

Ench of thess exmmples demonsicaies
banefits ta the custemer pravided by vertical
infepration at the finizhing job shap. B, il
beaefits 1o the fatisher are alse significant.
First and foremost, 5T1 has netwned and
increased husiness with exisling Susiomers.
[ts customers hive an oven grealer [iason
to view ST1 & an innovative partner with
shared interests in ouod, Phes, 5T1 as used
itz vertical integration techitologies ke atiract
2 new amray of customers. The fiest way the
shop does this is by marketing and selling
its new vertical integration technologies
te ather Anishers wiha want 1o we then
The secomed (2 by offering customers of
3T1's wertical intepration fechnplogiss its
teaditional servies as well. [

PMORE INFORMATION?

T hardening or chemlcal debuning and
polishing processes

Surface Technelegy, Inc.

03205000

Fax: §e-2358-0057
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