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Summary 
Through its strategy and commercial due 
diligence work, AMR International has examined 
hundreds of specialty manufacturing companies. 
We have seen significant differences in 
profitability, even among companies operating 
in the same sectors, so we set out to identify the 
factors which actually drive long-term value. Our 
conclusions are based on the analysis of over 
100 specialty manufacturing companies in our 
database, drawn across a range of sub-sectors.

The key points to emerge are: 

Companies with strong performance across 
all or most of these factors achieve strong and 
sustainable operating margins, as high as 40% 
in some cases. However, it is not necessary 
to tick every box. Companies with a strong 
demand-side position have the basis for above-
average performance, so long as their strategies 
create at least one source of competitive 
advantage. On the flip side, companies with 
strong competitive advantages, which are not 
supported by positive demand side factors tend 
to fare less well, with average operating margins 
no higher than the mid-teens.

In cases where the sources of value eroded, 
some businesses which then listened closely to 
customers could identify their evolving needs 
and find ways to meet those new needs 
better and faster than competitors. In the same 
light, sophisticated acquirers and investors 
recognize that deep customer insights are 
necessary to identify any market changing 
trends such as disruptive technologies or new 
types of competitors before making major 
investment decisions. 

Although many acquirers and potential investors 
correctly consider underlying market factors 
such as market growth, maturity and share 
when evaluating businesses, these factors alone 
do not necessarily determine value long-term. 
Neither do they pin-point the underlying sources 
of value creation.

Two major groups of factors influence 
sustainable profitability: 

- “Demand side factors” are market-based 
factors such as the criticality of the company’s 
product, the potential to generate recurring 
revenues and the cost relative to the product’s 
utility, or ROI.
- “Competitive advantage factors” are 
company-specific factors such as a superior 
product, the ability to generate switching 
barriers and a superior operating model.

Degree of fulfillment:   None =         Low =         Medium =         High =

Sector Company EBITDA

Product 
criticality

Recurring 
revenues

Cost 
position

Superior 
offering

High switching 
costs

Operating 
model

Valves Manufacturer of valves supplying fire 
applications on offshore oil rigs 

21%       

Manufacturer of high pressure valves 
used in offshore testing applications 

35%       

Pumps Manufacturer of various types of 
pumps, mostly for power gen. and oil 
& gas sectors 

12%       

Manufacturer of peristaltic pumps, 
particularly used for clean / sterile or 
aggressive fluids 

30%       

Cable 
assemblies

Supplier of custom cables for various 
application areas incl. medical 
equipment 

12%       

Supplier of custom cables for medical 
applications (partly within patient) 

23%       

Competitive advantage factorsDemand side factors

 Table 1: Selected specialty manufacturing businesses with different value driver fulfillment
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1. Background
Specialty manufacturing businesses often make 
excellent margins. But how easily can investors spot 
whether profitability is sustainable, or if a business 
will suffer as changes in its market and competition 
arise? Triggers which can erode long-term value 
include disruptive technology, changing customer 
needs, price pressure through the value chain and 
credible lower cost competition. These factors 
are at least as important as the more commonly 
examined factors such as market share, market 
growth and market maturity.

AMR’s industrial products practice has examined 
over 100 specialty manufacturing businesses in its 
database. Our two goals have been to:

1. Identify the major sources of value for 
    these businesses.

2. Test the extent to which the real-world 
     underlying factors that make-up these sources 
     of value influence performance. 

This analysis has allowed us to develop a framework 
for assessing the value of specialty manufacturing 
businesses. We focus on the profitability of businesses 
in this paper; another important aspect is the return 
on capital employed (ROCE). However, our data 
shows no fixed correlation between high profitability 
and a high need for capital; moreover, many highly 
profitable businesses have a lean operating model, 
actually requiring a lower amount of capital.

This framework is used to assess the attractiveness 
of companies in the context of commercial 
due diligence engagements and to identify 
opportunities for investors and acquirers. Of 
course, the framework is only a starting point; the 
real insight comes from understanding customer 
needs and how well positioned a company is to 
capture opportunities relative to competitors and 
alternatives. This is accomplished through engaging 
customers through interviews or electronic surveys, 
analyzing a company’s historical data and research 
of market and competitive trends. 
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We identified six major sources of value for specialty 
manufacturing businesses that fall into two 
categories:

1. Demand side factors.

2. Competitive advantage factors.

Overview of demand side and 
competitive advantage factors underlying 
the main sources of sustainable value

2. Overview

Superior offering:

-  Better mousetrap through, e.g.,:

   - Engineering advantage

   - Integrated sub-systems

-  Comprehensive product range

Switching costs:

-  Designed- in (into customer’s products)

-  Entrenched reputation with customer 
   stakeholders (e.g., specifying engineers)

Operating model, e.g.,:

-  Brand

-  Scaled or scalable

-  Outsourced “low value” production

-  Smart pricing, sales, service and distribution

-  Technical leadership

Superior 
offering

High 
switching 
costs

Operating 
model

Cost position

Recurring 
revenue

Product 
critically/ 
complexity

Specialty manufacturing businesses create sustainable value when certain market and competitive factors come together

Sources of value in specialty manufacturing

Demand Side Factors Competitive advantage Factors

Product critically / complexity:

-  Mission critical 

-  Cost and consequences of failure

-  Subject to strict approval standards

-  High complexity

Recurring revenue:

-  Frequent product replacement

-  High demand to service, repair, parts

-  Ancillary revenues (e.g., with consumables)

Cost position:

-  Low proportion of total customer product  
   cost – “under the radar”

-  Capital investment justified by 
   demonstrable ROI

Exhibit A: AMR’s wheel of sustainable value drivers

Source: AMR International analysis
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Product criticality and complexity:
The simple insight here is that a company generally 
creates more value if it provides a critical or highly 
complex product or component than if it provides a 
basic, marginal one. “Mission critical” is perhaps an 
over-used phrase, but a truly critical product is one 
that has a profound importance for the customer’s 
end-product or application. Typically the cost 
and / or consequences of failure are high  – too 
high to risk experimenting with alternative suppliers 
or technologies – as a result the product can 
command a premium. Cost and consequences of 
failure can be direct or indirect cost (i.e., damages 
or downtime) or reputational damage.

Typically these kinds of products are subject to strict 
standards (e.g., internal customer approvals) or 
regulatory requirements (i.e., industry standards). 
Examples include components for subsea oil and 
gas applications, safe combustion systems for boil-
off gas in liquefied natural gas carriers, seawater 
lift pumps for fire fighting on offshore platforms, 
precision pumps and valves for flow control in 
medical devices – the list goes on.

2.1 Demand side factors

Demand side factors are intrinsic to the product 
category or industry in which a manufacturer 
specializes. They are market-related as opposed to 
competitive factors, because they refer to what the 
company does, rather than how good it is at what 
it does. But these demand factors are distinct from 
underlying market factors such as growth which, 
while important, are excluded from this framework 
because they do not correlate directly with value 
and profitability.

AMR has identified three major demand side factors:

Product criticality and complexity.
Recurring revenue.
Cost position.

Highly critical or complex products typically have 
more limited competition and are protected from 
lower cost substitutes. Ideally, the product has the 
potential to enhance operating performance; 
this results from and reinforces strong engineering 
relationships between supplier and customer. The 
customer can even rely on its supplier for critical 
process and technology know-how. Just one 
example where this happens is in ultra low leakage 
valves used in gas chromatography systems which 
result in superior accuracy of measurement and 
reduction in downtime. Of course, whether a 
company actually enjoys an advantage from this 
driver depends upon how well it delivers against 
customer needs. Nevertheless, the data suggests 
companies which manufacture highly critical or 
complex products have the potential to command 
very attractive margins when they also exhibit other 
competitive advantages such as strength of offering 
or high switching costs.

In some application areas there is a tendency 
towards “good enough” products which means that 
customers are willing to compromise on ultimate 
quality to save some cost; companies have then to 
focus even more on developing their competitive 
advantage factors to compensate for the erosion of 
the market-based criticality factor.
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Cost position:
There are two distinct factors here: 1) limited 
costs which are “under the radar”, and 2) 
higher (purchasing) costs which are justified by 
performance and higher value.  

1. “Under the radar” – if the cost of a component 
or consumable is low in proportion to the total 
manufacturing cost of the end product, then it is 
less likely to come under scrutiny from purchasing 
managers. An example from our database is a 
manufacturer of consumable tool bits used in 
aerospace manufacturing; the performance of 
the tool bits was critical in parts of the production 
process and yet they cost just $5-10 each – a tiny 
fraction of the cost of the turbine blades that they 
are used on.

2. “High ROI” – products that demonstrate 
measureable ROI over their useful life can 
command a premium. For example, one 
company in our database provides steam traps 
and other products and services for the steam 
and condensate loop. It has a strong, direct sales 
force which engages in ROI-based selling, often 
on the back of a steam system audit, showing 
the clear payback for products. The company 
recently delivered a system to a distiller customer 
that significantly reduced the energy consumption 
per unit of alcohol produced and delivered a 
payback in just 18 months. Another example is 
a manufacturer of grinding machinery used for 
minimally invasive medical device production; 
the company designed an innovative machine 
offering greater automation, delivering far 
greater efficiency and significant cost savings. The 
enhanced value proposition encouraged many 
customers to upgrade far earlier in the typical 
replacement cycle. 

Recurring revenue:
Companies operating in an industry where there 
is a strong aftermarket need for service and spare 
parts can be well positioned to create and retain 
value. Aftermarket sales typically result in attractive, 
predictable revenue streams at higher margins than 
new product sales. Many specialty manufacturing 
businesses miss out on these opportunities as they 
focus on new product sales at the expense of 
developing recurring revenues. The flipside is that 
companies need to be careful not to push pricing 
of spares and service sales too far. For example, 
some scientific instrumentation OEMs derive a 
healthy share of sales – and the majority of profit – 
from aftermarket sales. However, if they push the 
price beyond what customers are prepared to pay, 
customers may try to obtain spares and service 
elsewhere, for example from qualified distributors or 
the grey market.

Consumables can also be a healthy source of 
recurring revenues. Whilst a supplier of flow control 
components to laboratory analysis and automation 
applications needs to offer its customers highly 
durable products, it may also offer a range of 
engineered syringes used in the same applications. 
These need to be replaced frequently, sometimes 
at regulated intervals. The customer typically goes 
back to the original equipment manufacturer; this 
provides a highly profitable flow of revenue from a 
lower value product.
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High switching costs:
Companies can gain an advantage through close 
working relationships with customers, particularly if 
products, or whole systems, are “designed in”. For 
example, custom cables can be designed into a 
medical end-application, particularly if the cables 
touch or function inside the patient; they will only 
be substituted if the supplier underperforms or a 
competitor offers a significant cost or technical 
advantage. Another example is a manufacturer 
of industrial burners used in furnaces for ethylene 
crackers, where the burners are developed in close 
collaboration with the furnace OEM; once they 
are designed, tested and achieving the necessary 
performance, including emissions performance, it is 
very difficult to switch them out.

More complex products and applications lend 
themselves to greater lock-in. Strong design and 
engineering collaboration between supplier and 
customer enhances loyalty as engineers rely upon 
the product functionality and develop positive 
working relationships with their counterparts in the 
supplier. Insofar as today’s advantage only applies 
to existing staff and existing products, these strong 
positions are defendable in the long-term only 
if nourished through sustained effort. One way 
companies can help to secure these advantages 
is by making their customers “partners” in the 
development of their products, soliciting and taking 
account of customer needs and requirements. 

2.2 Competitive 
advantage factors

Competitive advantage sets a business apart 
from its competitors and substitutes. Specialty 
manufacturing businesses usually achieve this by 
having one or more of the following:

A superior offering:
Specialty manufacturers typically gain advantage 
through superior technical or engineering know-
how; or in the vernacular, they make a “better 
mousetrap”. An example of this from our database 
is a nonwoven manufacturer which had a clear 
advantage in producing carpet backing; its unique 
nonwoven technology created carpet backings 
with extremely high dimensional stability for their 
weight, resulting in improved fit and appearance 
compared to using the competitor’s product. 
Another example is a manufacturer of tungsten 
carbide components which stays ahead of the 
competition through superior materials know-how 
(resulting in finer grade carbide) and superior 
operation of the CNC machines used to make the 
components (including design and software skills).

Patents can help to protect intellectual property 
(IP) but the use of patents also carries some risk 
because the details of a technology might have 
to be revealed during the application process. 
Companies should think twice when to apply for a 
patent and how to devise the patent to avoid easy 
modification of technical features and functionality.

A superior product or service offering.
High switching costs.
A highly competitive operational model.
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Operating model:
As operating models can be highly specific to 
each business, there are many ways to gain 
competitive advantage through this driver. 
Some examples include:

Manufacturing excellence: Some companies 
achieve an advantage by outsourcing 
manufacturing, whilst keeping R&D, assembly, 
testing and sales in-house. Others by vertically 
integrating select activities, such as tooling or 
finishing, to increase the flexibility of operations.

Scale: Scale can be achieved even in niche 
industries. Scale can offer advantages from 
superior purchasing leverage to brand 
awareness and access to better human 
capital.

Sales and service (direct and through 
distribution): A company with a strong direct 
sales and service operation or an extensive 
and reliable distribution network can access 
customers more effectively than rivals. For 
example, a US manufacturer of high pressure 
valves used in offshore testing differentiated 
itself from its competitors through a direct 
sales approach. Direct customer relationships 
have the advantage of bringing suppliers 
closer to their customers, providing a better 
understanding of their needs.

Whilst each of these illustrative operating models 
can provide competitive advantage, they 
are fairly easy to replicate and are not highly 
defendable. For example, lean manufacturing is a 
well-practiced art, or a competitor can always set 
up a local sales force if it has the resources.

Value-based pricing: Companies can maximize 
revenues by understanding the needs of 
their customers and the ‘actual utility’ of their 
products and services to their customers; they 
can decompose their offering into separate 
components for which they can charge, and they 
can again combine the individual components 
into a ‘bundle’.

Utilization: Efficient allocation and utilization of 
costs such a labor is critical. One large capital 
equipment company fell into the trap of bidding 
on all types of projects in its market rather than 
focusing on specific segments, where it had 
competitive advantages. This led to heavy front 
end costs such as engineering and sales salaries 
in order to bid on the myriad of opportunities 
presented to it. Its competitors, on the other hand, 
focused on specific segments and operated more 
efficiently as a consequence.
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3. Successful combinations of demand 
side and competitive advantage factors

There is no need to “tick every box”. Strong 
value creation – measured by operating 
margins – can be achieved without meeting 
each of the demand side and competitive 
advantage criteria in full. The key is to identify 
the specific levers that really move the needle 
in the market and relative to competition. 

Companies that serve critical product 
needs with a superior offering achieve very 
strong margins. This is the “sweetspot” and 
not a surprising conclusion. However, we 
challenge investors to really understand the 
sustainability of this position. For example, 
might an emerging technology offer an 
even better solution? Does the company 
have the development pipeline and quality 
of customer relationships that will allow it to 
maintain this position, and so on?

Strong demand side factors by themselves can offer 
a sustainable platform from which to build value, 
though performance is limited without some form 
of competitive advantage. These businesses offer 
new owners the opportunity to create value through 
developing competitive advantages, for example 
through upgraded management or investment. The 
major challenge is to assess whether the competitive 
gap is too wide to be closed. Superior offerings can 
be difficult and slow to replicate or surpass. 

Businesses with a combination of both strong 
demand side and competitive advantage factors 
are able to achieve margins of up to 40%. The flip-
side is that these businesses command high EBITDA 
multiples, in some cases reaching into double 
digits. Financial investors need a vision for creating 
additional value that will support growth, or even 
EBITDA multiple expansion. Strategic buyers need 
a clear view for how any strategic or economic 
synergies justify the price tag.

Companies with high exposure to a positive demand side factor and competitive advantage typically achieve +20% margins

Sources of value- scores
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After analyzing the companies in our specialty 
manufacturing database to determine these 
six sources of value, AMR went on to assess 
the contribution of each one to sustainable 
performance. This assessment offers some 
clear messages:
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Exhibit B: Company performance based on sources of value score and EBITDA margin



9 AMRinternational.

Case studies:
Real world applications of the framework

AMR’s analysis revealed that companies which 
enjoy both strong demand side and competitive 
advantage factors delivered the highest margins; 
our analysis of the database identified product 
criticality and a superior offering as the leading 
factors that contribute to the highest margins. 
Companies in this group are able to serve a 
critical need with a market leading offering. 
Examples of the strongest performers include:

There are still some attractive businesses outside 
this top performing category in our database. 
Some companies with lesser competitive 
advantage still achieve healthy margins based 
on their strengths on the demand-side. Other 
companies which have lost share or suffered from 
margin pressure, as their markets have changed or 
have been vulnerable to lower cost alternatives, 
have managed to rebuild sustainable, attractive 
strategic positions by focusing on critical or 
complex product segments. 

A valve manufacturer supplying fire safety 
applications on offshore oil rigs – the 
end application and therefore its sub-
components were mission critical to the 
safety of the rig; although the company did 
not have a demonstrably superior product, 
it did have the broadest product range 
allowing it to act as a one-stop-shop for rig 
EPC requirements (EBITDA margin % = 21%, up 
from 16% in 2006).

A manufacturer of peristaltic pumps 
improved EBITDA margins from 23% to 30% 
over three years by consistently applying 
its direct sales approach. Its pumps offered 
better lifecycle cost attractiveness, 
functionality and ease of maintenance than 
competitors’ pumps. The company had also 
broadened its product offering to ancillary 
tubes and hoses which led to higher margin 
repeat purchases.

A cable manufacturer that supplies custom 
cables to critical medical applications, 
including implantable devices. The cables 
had a high cost of failure – including health 
and litigation risk – and the company had a 
strong technology capability in the niches it 
served (EBITDA margin % = 23%, up from 16% 
in 2006).

A manufacturer of monitoring instruments for 
remote power generators – the monitoring 
instrument was key to the consistent 
performance of power generators particularly 
in remote locations and the company’s product 
was superior to others in the market. The 
company also achieved a substantial share of 
revenue from software analytics (EBITDA margin 
% = 33% in 2010, up from 26% in 2006).
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4. Implications for owners and investors 
of specialty manufacturing companies
Now that we have established the range of factors 
which drive value, the final challenge is for owners 
and investors to determine whether a company will 
be able to maintain or improve its performance. 
For example, will it lose competitiveness in some of 
the key areas that have allowed it to be successful 
up to now? What is the scope to build on its 
performance to create additional value? 

We believe a critically important aspect of this 
strategic assessment is to listen to customers, identify 
and interpret evolving needs  and then develop 
strategies to answer these needs (“customer-centric 
strategy approach”). Engineering companies can 
be tempted to focus on developing products which 
they think customers should want, as opposed 
to identifying what they actually need today 
and tomorrow. We find that the most successful 
manufacturers understand the strategic and 
tactical challenges of customers and then offer 
them solutions that precisely match their needs. 

Many companies have faced margin pressure or 
market share loss because of changing customer 
needs but have emerged more profitable; these 
companies have either anticipated or reacted 
effectively to changing customer needs. The case 
studies below demonstrate the contrast between 
one company that reinvented itself through 
customer understanding and another company 
which was less aware of changing needs and 
struggled as a result. 
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Case study 1: Water instrumentation 
supplier – reinvention aligned with 
customer needs

A manufacturer of special instrumentation 
for water treatment found that customers 
purchased its products only for those projects 
with very basic monitoring requirements, 
leaving higher value equipment on the shelf. 
Replacement cycles were slow as customers 
were satisfied holding onto older products. In 
fact, one customer segment was prepared 
to sacrifice product features for price and 
preferred to rent the instruments rather than 
buy. A second segment was focused on 
buying the best products available, which 
customers believed were offered by a 
competitor. As such, the company struggled 
to build value. 

To combat this, the company identified 
two customer needs that were not fully 
satisfied; the first was ease of combining the 
instruments and its ancillary products such 
as a reader, cables and the software; the 
second was a growing appetite for deep and 
accurate data. The company strategically 
positioned itself in two ways: first, by offering 
an integrated solution (e.g., the instrument, 
reader, cables and software) and second 
by providing quality analytics on the data 
generated from the system. Offering the full 
system provided additional revenues and led 
to a customer lock-in effect, and providing 
the analytics behind what the systems 
were measuring allowed the company to 
demonstrate the attractiveness of the system 
through measurable ROI. This repositioning 
was coupled with a smart and active sales 
force and rapid response technical support; 
it created real advantage in the market. The 
company also moved into the growing rental 
market to meet the needs of customers who 
preferred that option. It supported this move 
with superior technical support demonstrating 
to these customers the value of owning the 
system outright.

Through tighter alignment with customer 
needs, the company improved its competitive 
positioning against lower price, lower margin 
segments. EBITDA is on track to rise from 14% 
to 23% between 2011 and 2014.

Case study 2: A manufacturer of custom 
precision pneumatic components – 
struggling to keep up with some 
customer needs

A global manufacturer provides highly 
engineered precision components to 
complex and critical applications including 
factory automation systems. For years the 
company differentiated itself and built value 
by offering highly customized, market 
leading components.

However, over time, end user organisations 
internationalised, using the same applications 
around the world. Downtime for these 
applications had become increasingly 
costly; as such, direct customers, i.e., 
engineering companies providing these 
solutions to end users, needed to provide 
reliable end products but with quick and 
easy replacement of components on a 
global scale.

As a result, customers began to prefer 
suppliers that could serve their needs 
quickly with broad product ranges across 
global markets.  The larger global suppliers 
providing standard components then 
invested in R&D to close the gap in product 
quality with the custom specialists; their easy 
to replace sub-systems were preferred to 
individual components. 

The result was a switch of competitive 
advantage from the custom specialists to 
the large tier one suppliers who could 
offer a one-stop shop of good quality 
products anywhere in the world with fast 
response times.
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Conclusion
Specialty manufacturing will continue to 
be attractive and AMR International has 
identified key drivers of value creation. 
Our analytical framework and proprietary 
database is available to support industrial 
products groups and financial investors 
as they identify and assess opportunities. 
An important input to any analysis is a 
fundamental understanding of customers, 
gained through in-depth discussions with 
key decision makers. The combination 
of customer and market understanding 
with data-backed analytical tools provide 
acquirers and investors with the best insight 
into the quality of businesses and their 
ability to continue to drive value in their 
niche markets. 

About
Our specialty 
manufacturing database

AMR International’s specialty manufacturing 
database holds information from over 100 
companies operating in different sub-sectors. 
Data held on each company includes KPIs, 
customer ratings and financial data.

Our database is used for benchmark 
comparisons on strategy assignments and it is 
also used in combination with our sources of 
value framework to assess the attractiveness 
of companies on commercial due diligence 
assignments.

We analyzed the database to identify which 
factors correlate to sustainable long-term 
value in specialty manufacturing. This paper 
includes examples from this database which 
illustrate competitive advantage achieved 
through competitive or market position and 
business strategy. 
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About 
AMR International

Founded in 1991, AMR International is a strategy 
consulting firm focused on building strategies for 
sustainable growth.

We firmly believe that strategy begins with 
customers (“customer-centric strategy 
approach”), and not just business theory or 
quarterly reporting. AMR provides insight and 
expertise to leading specialty manufacturing 
groups as well as strategic and commercial 
support to investors in the sector. We work closely 
with management teams operating within its 
specialist practice areas to help them achieve 
their goals through growth strategy, pricing or 
acquisitions. AMR has a dedicated practice 
covering specialty manufacturing. 

AMR has completed over 1,000 strategic 
engagements and helped its clients on hundreds 
of transactions in our specialist sectors, with deal 
sizes ranging from $10m to over $3bn. 
AMR has over 60 dedicated strategy professionals 
supporting its clients around the world. We 
operate as a single global team with offices in 
London, New York, Frankfurt and Paris as well as 
an established presence on the ground in the 
major emerging markets. 

Denzil Rankine
Executive Chairman
+44 20 7534 3601
+1 646 465 5971
denzil.rankine@amrinternational.com


