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An interview regarding Graham’s Defense Strategy with:

Alan Smith
VICE PRESIDENT & GENERAL MANAGER
GRAHAM CORPORATION
Can you tell us about yourself and background?
I joined Graham in 1990 and I am currently the General Manager. I feel very fortunate in that
as my career has progressed I have had the opportunity to work in many areas of the business:
Engineering, Quality, R&D, Sales, and Operations. These experiences enabled me to work with
and learn from the many very talented, dedicated, and conscientious employees of Graham.
Graham is located in my home town and has been a very important employer to the
community. In fact, as a college junior Graham hired me as an intern and assigned me to a very
interesting project. Because I enjoyed the challenge, the mentoring, and my co-workers, it was
an easy decision to join the Graham team after I graduated. It is very important to me that we
continue to grow and improve the Company to ensure the economic health of our workforce
and community. It is very safe to say that most community members know someone who
currently works or has worked for Graham.

Backlog and sales for the US Naval market continue to expand. What does Graham provide the US Navy?
Our area of focus the last decade has been on the Naval Nuclear Propulsion Program (NNPP). The company provides surface
condensers, ejector systems and specialty heat exchangers that support a nuclear propulsion system which powers a ship or
submarine. There are three vessel programs within NNPP and we provide to all three programs.
All equipment on a naval vessel is sophisticated and important, however, we turned our attention toward NNPP for a few key
reasons. Being a nuclear power plant, the engineering, fabrication, quality and contract management requirements fit perfectly
with what we do extraordinarily well. Surface condensers, ejector systems and specialty heat exchangers for NNPP have complex
design elements, extremely difficult fabrication and quality demands, and overall contract management schedule, cost and
performance risk, all of which our team at Graham excels at.
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Alan Smith interview cont’d.
What occurred that resulted in the NNPP sales and backlog expanding as it has?
To be candid, Graham was founded in 1936 and was a significant supplier to the US Navy during World War II. As the
war ended, the company expanded into and focused on commercial markets, such as crude oil refining, chemicals and
petrochemicals, pulp and paper, alternative/renewable energy, edible oils and various other end markets. In the
1960’s through the late 2000’s, the company would intermittently provide equipment to the Navy, however, it had
not during that time remained a primary end market for us. In the later 2000’s, leadership wanted to shift focus,
participation and market share within NNPP. This was, as I noted previously, due to the great alignment between our
strengths and the needs of NNPP.
It was necessary to demonstrate to NNPP that the company was committed to that end market. Their observation
was that in the past, Graham would opportunistically secure an order every now and then. Their observation was
right. That had been the playbook. Company leadership stated in the late 2000’s that it would invest in people,
infrastructure, capabilities and prepare itself to stay committed to NNPP. Over time, our words, investment decisions,
organizational capabilities and enduring commitment were demonstrated.
Ultimately, we received what we refer to as a gateway order where we performed well which proved out our
execution capabilities. From that initial order we expanded participation into other NNPP vessels, which led to us
currently providing various components on all three vessel programs within NNPP.

It was a decade long journey that was worth the effort as the Backlog Trend chart illustrates.
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Alan Smith interview cont’d.
How is Graham different from a typical supplier to NNPP?
There are a few distinctions which separates us from the typical supplier. First and foremost, we look at the value of
a customer relationship with a long-term perspective. We recognize we are here to serve that customer and have an
awareness that every customer has another option other than Graham. We must meet their needs and enable that
customer to achieve their objectives. In doing these things well, value for Graham can be realized over several
decades. We do not think or act to maximize the benefit of a particular situation for ourselves, be that an order,
change order or issue that may arise. We have found that when seeking to have a winning outcome for us, while the
customer believes it was a losing outcome for them, it inevitability dilutes the long-term value of that customer
relationship. Customers appreciate that in a supplier.
Secondly, and of equal importance, we compete globally in our commercial markets against price leaders and other
competitors. We must invest in continuous improvement, invest in modern machine tools and IT infrastructure,
invest in people and challenge ourselves to become better. We bring those sensibilities and business drivers to the
NNPP end market. We project as a rather different supplier. Taking in feedback, reflecting on lessons learned,
implementing new or innovative processes and never resting on past success.
The above two distinctions, key elements in Graham’s DNA, have enabled us to be viewed differently and
enthusiastically with regard to what we can do or what we will become in the years ahead as a supplier to NNPP.

What obstacles did you encounter along the way?
The org development side was challenging. We had to quickly build up capabilities and capacity within engineering,
quality and manufacturing management to execute. NNPP work is very complex and the learning curve or time to
proficiency for new employees is challenging. It is the consequence of the complex nature of what we do. That is a
barrier to entry for a competitor, which is great, and also an impedance to rapid capacity expansion, which can be
frustrating.
Secondly, NNPP is building the same thing repeatedly for future vessels. First time fabrications, in industry parlance
known as first article work, can present challenges in determining build flow, jigs and fixtures, working through
production R&D along with design for manufacturing (DFM). First article orders take more time, cost more, and
consume greater resources than were originally planned. That is the nature of first article activity, however, once
beyond first article, fabrication expertise and lessons learned create opportunity for productivity improvements as
build flow and DFM are optimized.
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Alan Smith interview cont’d.
Can the NNPP segment continue to grow?
Absolutely, it can grow both organically and via acquisition. We are at a lift off point. Revenue has been $5 to 15
million during the past several years. We now are through most first article activities and into full backlog conversion.
I can see revenue expanding into the low to mid $20 million range right ahead of us. We have the backlog and
timeline for additional orders and I believe an organic pathway to revenue surpassing $40 million is achievable within
5 years.
I do work closely with Chris Johnston, Director of Business Development for Graham, to evaluate acquisition targets.
He has put in front of us nice strategic fits. A challenge has been valuation and closing the gap between the seller’s
expectation and our modeling of what a business truly is capable of with investment by us.
We are committed to this end market and I am excited that we can grow both internally and through buying a
company.

What has surprised you on the upside or downside?
I have always been impressed by the strength and capabilities of the Graham team, my co-workers. In getting the
right team work, knowledge sharing, clear definition of success measures and a company-wide approach to executing
these orders it unlocked the power of the “collective Graham team” which truly has been impressive to observe from
my chair and became an upside outcome for me. The success we have had emanated from the team.
Another surprise was the extent to which executing well, being of service, reflecting and acting upon critical customer
feedback and finding opportunity from difficult lessons learned could lead to what had previously been competitively
bid contracts to sole source work. The percent of backlog in the early years was 100% competitively bid. Today,
greater than 50% of backlog was sole source contracts. As a business manager, this provides long-term planning
credibility and reduces investment risk in NNPP strategy. Of course, sole source must be earned and we have to focus
on customer advocacy, cost, schedule, quality and risk management so as not to lose that status. It is hard to gain
sole source status and easy to lose if we underperform.
On the downside, I had to exercise discipline to ensure we did not over book our capability or stretch capacity. There
was a time early on in the strategy where it was necessary to say “thank you, we appreciate your wish for us to take
on new work, however, we cannot do so at this time”. I felt we would underperform and in service to the customer,
the right decision was to manage order selection. I do not like disappointing a customer by saying no thank you, not
right now, however, that disappointment and consequence is very different from letting down a customer due to
underperformance. It was a tough but easy and correct decision.
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Alan Smith interview cont’d.
Will you need additional investment for organic growth?
I believe it will be necessary. NNPP demand is increasing as the vessel cadence steps up. It is possible another facility
expansion is needed to support $40 plus million in revenue and investment is needed ahead of revenue. Order of
magnitude for another facility expansion is $5 million.

How do you reflect on the last decade of the strategy?
I reflect on it positively and with a strong sense of pride in what the Graham team has done. Moreover, backlog
implies further growth is anticipated and that is affirmation that the NNPP strategy was executed well by the
Graham team, which gives the corporation another end market that is meaningful, not correlated to energy
markets and has runway for growth.
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