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Nordhavn boss sees industry ‘cleansing’ — P. 8

SOUNDINGS

The marine industry business model is undergoing a sea change.

Web sales strategies from the pros — P. 16

ll SPECIAL REPORT
By Reagan Haynes

ronment, manufacturers are mak-
ing systemic overhauls to the way
they build boats. The changes are af-
fecting everything from where boats
and engines are built to how they are
built and sold. Some of the changes

I n this depressed marine sales envi-

will be permanent, while others will
linger long after the economy recovers,
many believe.

Dealers could see significant changes
in the way they do business, such as
greater use of catalogs and Web sites, a
trend toward smaller showrooms, and
boats with fewer options and pushed-
back model years.

“There's a huge benefit to a new pro-

See Change, Page 349
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Plus

Fuel efficiency

Calls for lighter, more efficient boats
and smaller engines have largely gone
unheeded, but volatile fuel prices and
the recession are changing that,
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Winds of change

It took just an instant for a tornado to
wipe out Tennessee builder Gibson
Boats. Now there's a “new Gibson,”
smaller but attuned to its customers,
building better boats in a better plant.
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Tuming nasty

The Genmar bankruptcy proceedings
are getting acrimonious. Irwin Jacobs
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STREECH

Co-owner/president,
Pacific Asian Enterprises

By Beth Rosenberg / Associate Editor
b.rosenberg®tradeonlytoday.com
an Streech is co-owner and president of Pacif-
ic Asian Enterprises, which designs, builds
and distributes Nordhavn trawler yachts.
Streech’s interest in boating began when he was
in high school with the purchase of a small cruiser
used for scuba diving and exploring Catalina Island
and the California coast. After graduating from Cali-
fornia Polytechnic State University-
Pomona in 1970 with a degree in
business, Streech and his family

Q: How is your business doing —
are you selling boals?

A: The boatbuilding business, in gen-
eral, is in pretty lousy shape — we all
know that. And we all know the disas-
ters that are out there. Our business is
definitely not as good as it was 12
months ago, but probably better than most. We
might even be in the best position out there.

We are selling boats at about half the rate that we

did a year ago, although the average size of the

boats is larger, so our revenue is only down slightly

so far. We have sold 10 boats in the first six months
of this year, and in the same six months of 2008 we
sold 20 boats. I think that pretty well sums it up
We're selling at a rate of about half of what is nor-
mal if, indeed, our former life was normal. We ex-
pect that for probably the next 18 months or so.
We sell worldwide in ULS. dollars, and so we tend
to rise and fall in various regions depending on the
strength of currencies. When the pound and the
curo were strong, we got busier in those locations. We
sell worldwide and, I would say, on average, it's proba-
bly about half in the States and half throughout the bal-
ance of the world. But that ratio moves around de-
pending on economic conditions and exchange rates.

Q: Whal, if any, cost-culling measures bhave
you taken to keep your business going? Have
you bad any layoffs?

in building and shipping and delivering and warranty
and all the support that goes with that.

As we have gotten to this point in the year, we sit
here now with about 25 orders, and we see the
pipeline emptying out. At that old build rate and the
new sell rate, it doesn’t take a genius to see that we
are basically going to run out of orders at some point.
We don't want to create an inventory of stock boats,
s0 a downsizing is probably in our future.

The good news is that we have a safe path to down-
sizing to match the new reality, and we're just basical-
ly sitting here trying to decide if and when to cut back.
So far, we really haven't. It's just been the low-hanging
fruit, the easy stuff, the fat that grows on any business
that's busy and expanding. Any business owner will
know what I mean by that. There are so many things
you get lazy with, such as travel and saying yes to
every new IT gizmo and permitting silly things that
you just don't have the ambition to say no to.

We have initiated an attitude at this point of tighten-
ing up. We haven't actually laid off anybody. We have

about 1,000 people, and we're probably down about
50 people since last September. We have frozen hir-
ing, and we've let natural attrition take away about 50

people, and it's been just about right. We're probably

at a decent equilibrium point right now, but if the
sales rate continues as it is, then we're going to have
to do some actual cutting or reducing the size of the
company, and that is not far away

Q: Has your company seen an impacl from the
credit crunch, either on the
wholesale side or for clients try-
ing to get loans?



and the California coast. After graduating from Cali-
fornia Polytechnic State University-
Pomona in 1970 with a degree in
business, Streech and his family
cruised for a year aboard their
Alden yawl Malabar VII.

In 1972, Streech started his carcer
as a yacht salesman, and in 1974 he
opened a yacht brokerage. The bro-
kerage evolved into the present-day
PAE, which is owned by Streech and
brothers Jim Leishman, who serves
as vice president, and Jeff Leishman,
who serves as chief designer.

The business began as a brokerage,
but by the late 1970s, PAE had estab-
lished its own line of sailboats. The
first PAE design was a 43-footer de-
signed for the company by naval ar-
chitect Al Mason.

In 1988, the company developed
the first Nordhavn trawler, so named
because its style and look were remi-
niscent of North Sea fishing trawlers.
Hull No. 1 of the N46 was complet-
ed and shipped in early 1989. In the 1990s, the com-
pany built the last of its Mason-designed sailboats. The
Mason molds were destroyed in 2002 to make room
for more Nordhavn production.

A Nordhavn made history as the first production
poweryacht to circumnavigate the world, from No-

vember 2001 to June 2002. With a rotating crew of

PAE officers and employees, the record-setting voyage
covered more than 24,000 miles in 170 days, starting
and ending in Dana Point, Calif., where PAE is head-
quartered.

Streech, 61, lives in San Juan Capistrano, Calif., with
his wife, Marcia. The couple has six children. In his
spare time, Streech enjoys auto racing, Formula 1 in
particular, and gardening.
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you bad any layoffs?

Streech (center left) visits the crew
at Ta Shing Yacht Building in Taiwan.

A: When “it” started — and 1 define “it" as Sept. 1,
2008 — there were certainly plenty of warnings and
s0 on, but that's my personal definition of when “it”
started. At that moment, we were just coming off just a
rocket-ship period of time that had gone on for several
years, actually. We were sitting with about 80 orders at
that moment, and so even though the orders basically
fell down to almost nothing there for those first couple
of months, we were actually still operating at full
speed. In many ways you didn’t even know anything
bad was going on if you didn’t read the paper.

We went all through the fall and winter and holi-
days and early part of the year just building out those
orders, so there really wasn't even a reason to cut
back, because we were still busy with all that we do

www.tradeonlytoday.com

Q: Has your company seen an impact from the
credit crunch, either on the
wholesale side or for clients try-
ing to get loans?

A: No, the credit crunch hasn’t
really affected us directly. The major-
ity of our boats are purchased with
cash, and those that have been fi-
nanced over the last nine months
have closed nominally. 1 personally
haven't seen any change. The aver-
age selling price — our boats range
from $700.000 to $20 million —
would be probably $3 million.

Q: Do you think it belps that
Yyou're dealing with a wealthier
consumer?

A: No, I don’t. I hear that out there.
But I don’t agree with it. That's Kind
of a sound bite that people drop with-
out really thinking about it. The
wealthy end is affected just as much
as the less wealthy. There are differences. The wealthy
side in many cases still has the ability to do it. but
they've usually gotten wealthy because they are skilled
and smart and are able to understand things, and so
many of those people have simply decided not to buy,
even if they could. It just doesn't feel right for them.

I knew personally of a lot of wealthy people that
have been affected by this. Anybody who says they
didn’t get hit by 30 or 40 percent in this thing is
Pinocchio in my book.

Q: Your company recently marked its 30th an-
niversary. What are the biggest changes you've
seen in the industry during that time?

continued on Page 10
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A: It's just completely different than
when we started. My partners [Jim and
Jeff Leishman] and 1 were actually in
the business prior to the official form-
ing of PAE in '79; we were together in a
small brokerage beginning in '74. The
biggest change would be in communi-
cation. In those days, you often mailed
a letter to communicate with someone
— we obviously didn’t have Internet or
cell phones or fax machines. Things
that we take for granted today didn’t
exist — AutoCAD design work
cell phones, Internet, all the communi-
cations were different. Things tended to
be a lot more regional and simpler. The
boats were much simpler than today.

Today on a new boat, very little is
ceven discussed on the part of it that's a
boat — the structure and the rudder
and the engine and the basics. It's all
systems and features and décor and ap-
pliances and so forth. The boats are not
even in the same universe as the old
and simple boats.

The business then was very regional
and very local, and today it's very
worldwide. The call that T was on [be-
fore talking to Trade Only], I was on
Skype talking to two guys in England, a
guy in Florida and two people here in
Dana Point, and it was a conference call

discussing a very complex electrical sys-
tem. That type of event would never
have happened 30 years ago or even 15
years ago. Things are a lot more sophis-
ticated today.

Streech’s partners — brothers Jim (center) and Jeff (right) Leishman — serve as
vice president and chief designer, respectively.

folks. You've got the companies who
were recently bought out, often times
through leverage, and ended up with a
bunch of crazy debt. And then you've
got the sort of entreprencurial guys, the
original owner guys — like the three
owners of PAE.

A lot of the original entreprencurial
guys who founded the companies that
are houschold names today are gone
now, retired. So much of today's boat
business was formed in the early '70s,
and many of today's old names were
just young guys like me and my part-
ners when we began. What we lacked
in a formal business plan or capital, we
made up for with passion, street smarts,
luck and hard work. These skills and
that behavior are very different from
the corporate rulebook and different
yet again from the kind of guys who

have poisoned several boatbuilders in
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porate controller, but it is the identity
of a founder. The corporate folks are ad-
verse to risk, terrified of stepping out-
side the established guidelines, so
they're oftentimes quicker to throw in
the towel, close a factory, cancel differ-
ent obligations, because it's a normal
corporate type move. They are not
going to introduce the idea of fighting
harder, working harder, working
longer. They are not going to live by
any guidelines that say, “Hell no, we're
not closing the place. We're going to
find a way to succeed.”

We're not them. PAE is uncorporate in
our style and decision-making process.

And then you've got those companies
which were sold/purchased during the
boon times. These otherwise beautiful
companies end up saddled with debt,
SO as soon as a little trouble comes
along — which this is, it's just a little
trouble, and history will show this to be
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Bell Industries

US.A.

Tel: 1-800-388-2355 St. Paul, MN
651-450-9020 Milwaukee, W1
Fax: 651-450-0844 Grand Rapids, MI

Donovan Marine
Tel: 1-800-347-4464
Fax: 1-800-747-5783
Miami, FL.
Charleston, SC
Houston, TX
Nashville, TN
Memphis, TN
Norwich, CT
Buford, GA

Harahan, LA
Harvey, LA
Pensacola, FL
Jacksonville, FL
St, Petersburg, FL
Ft. Lauderdale, FL

Fox Marine Company

Tel: 1-800-826-2873 Buena Park, CA
Fax: 714-690-1511

Lorenz & Jones
Marine Distributors Inc.
Toll Free Order Line: (800) 247-2408
Toll Free Fax Line: (800) 227-1154
Website: www.lorezanandjones.com
1o order by email: order@ljmd.com

Lynn Vick Products Inc.

Tel: 1-800-875-8868 Anaheim, CA

Fax: 714-630-3966

Southern Marine Supply

Tel: 1-888-562-5008
501-562-5008
Fax: 1-888-562-5014

Little Rock, AR
Bessemer, Al
Charlotte, NC

Canada

Kimpex Inc.
Tel: 1-800-268-4960
French: 1-800-268-5475

Drummondville, QC
Calgary, Alberta



Q: In looking over notes from a
speech you gave earlier this year,
you said, “Failure is not an option.”
Can you explain this philosophby?

A: One of the things that we've seen
in the last six months is that the various
boat manufacturers have had to line up
in different rows, according to who
they are. You've got the corporate
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Nordhavn trawlers
are based on North
Sea fishing vessels.

recent years with the crazy debt that
comes from leveraged buyouts.

We have seen already that a lot of the
corporate folks make corporate-type de-
cisions. They sit in boardrooms, and
their thought process is different from
the entreprencurial types because they
don’t interject a personal passion or
personal identity as part of their deci-
sion process. A boat is a widget to a cor-

ww.tradennlytoda_y.com

just another recession, OK, a deeper
one ... but it's not the end of the world
— it puts these guys out of business. |
suppose | should say thank you, be-
cause in the end, we will get more mar-
ket share, but my disgust exceeds my
appreciation.

We've kept our company safe from
long-term debt. We've kept our company
with a culture where we're proud of suc-
cess and ashamed of failure, and when
you have that, the meetings are different.
You just don't even think of closing
down or throwing in the towel or disap-
pointing people or failing to meet your
obligations — that's just sacred. It's not
even one of the agenda items.

Jim, Jeff and I are personally involved
in the company that we own.
PAE/Nordhavn is the only bu ss that
we own and our only source of income,
but more important it is our identity.
We are not part of a bigger corporation.
The three of us have no masters other
than our obligations to ourselves, our
families, our employees, our Asian part-
ners, our suppliers and our customers.
So illogical or silly decisions from a par-
ent corporation bigger than us, pulling
our strings, are just not there.

‘Failure is not an option’ just sums it

conitinued on Page 12
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Teel: 1-800-663-T453
250-382-7722
Fax: 250-382-4043

Victoria, BC
Burnaby, BC
Campbell River, BC
Burlington, Ontanio

[ Mexico, Central + South America |

Derma Marine

Tel: 52-833-213-3224
Fax: 52-833-213-0631

Tampico, Mexico

Motoborda S.A.

Tel: 57-4285-7574
Fax: 57-4-2559400

Medellin, Columbia

Nautica Union, 5.A.
Tel: 54-11-475-1202 Buenos Aires,
Fae 54-11-475-1202/132  Argentina
Regatta Alvarenga, 5.A.

Tel: 55-11-3030-3419  Sao Paulo, Brazil
Fax: 55-11-3814-7015
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all up. We have numerous plans B, C, D
and E ready to enact if we need to, but
none of them involve failure.

Q: Your boats are manufactured
in China and Taiwan. What is the
advantage of building there rather
than in the United States, and are
there any drawbacks?

A: Our success in Asia is based some-
what on serendipity 35 years ago in that
we met and established relationships
with two superb builders. We have
spent our entire careers nurturing and
building on those relationships. With
the given of a good factory and develop-
er relationship, the rest is obvious: The
cost of labor is tiny compared o what
we see in American or European boat-
building, and that extends out to the
total cost of labor. That radiates out to
many other costs, too, because a lot of
what comes in for a boat is from out-
side services and those are lower; trans-
portation is lower.

I'll give you an example. My wife and
I were in Rhode Island for the send-off
party for Sprague Theobald's assault on
the Northwest Passage with a Nordhavn

57. We stayed in a hotel in Newport,
and they just drilled us on the costs.
The basic room charge was over $300
and, on top of that, there was another
$40 in tax and $25 to park the car. It
was $20 for an ordinary breakfast. You
2o over to the Orient, either to our fac-
tory in China or Taiwan, and you've got
a gorgeous five-star room that includes
breakfast for $90. Why is it $907 It costs
them less to build it, less to staff it. You
could list 100 things that radiate out
from this lower cost of labor that all
give you tailwind over in the Orient.

To fly across the U.S. is an ordeal. To
get from [California) to Hartford, Conn.,
was an all-day event. The flight was de-
layed, the plane was packed, and we
got charged $15 per bag and $6 for a
dry sandwich. You can fly to the Orient
for nearly the same price, with less has-
sle. There's an entire culture there that
is built around a self-reliant attitude, gra-
cious service and hard work.

Another condition that we have there
is, because we sell our boats worldwide
to Europe, to Australia and to the U.S. and
the Mediterranean, the transportation
from our two terminals — one in Taiwan
and one in China — it's actually easier
than it would be from a US. location. For
worldwide distribution, that kind of is the

center of the world, so the transportation
is easy, cheap and a refatively small com-
ponent of the cost of the boat.

Q& What do you think the boating
industry will look like when we
come oul of this recession — what
changes need to be made?

A: The beautiful thing about a reces-
sion is you don’t need a rulebook. It
creates a natural cleansing process, and
it’s all automatic. 1Us market-driven, and
the best boats and the best companies
will survive. The others will fail.

Stupid things will be gone when this
is all over. Ridiculous, ill-conceived,
ugly boats, overpriced products and
services, lazy people — those will all be
gone, and it will be freshened up. There
will be better boats because ... 1 think
we'll reset the game clock.

A fuel efficiency culture will probably
remain as a lasting result. 1 don't see the
big, fat hogs selling well coming out of
this. 1 think the attitude toward fuel and
energy and environment and so forth,
that momentum is here to stay. I think
we'll see that anything new being devel-
oped from this point forward certainly
will have an eye toward that.

When we begin that new life, which 1

J 1S
The young adventurer Streech heads to
Hawaii in 1981.

don’t think we've quite gotten there
yet, we will be better for it. They'll be a
lot of dead bodies lying around, but
we'll be better for it, and we'll start our
next cycle toward excess and stupid be-
havior. And we'll do it all again proba-
bly about 10 years from now. B




