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As stated in last year’s Letter to 
Shareholders, Key embarked on three 
strategies that were unlikely to make 
returns to the bottom line during the 
year. Additionally, early in the year, the 
CEO left the company, presenting Key 
with a challenging leadership void. 
During the year Key took a number 
of cost reduction actions, including 
the Freshline facility closure, and the 
Walla Walla and Medford consolida-

tions. While the cost for these actions was 
incurred in 2006, the financial benefit will not 

be realized until 2007 and beyond.
In 2006 we stated our strategy as initiatives in SymetixTM 

(pharmaceutical/nutraceutical), China, and Aftermarket; all 
of which I believe constitute the correct strategy, but the 
benefits have not yet been realized. Committing to these 
initiatives and not achieving the results in the time expected, 
combined with the added impact of the cost reduction actions 
above has resulted in disappointing financial performance for 
2006. My analysis is that the original plan for 2006 was too 
aggressive, not in direction, but in terms of when the results 
of the strategy would be realized.

Key Strategy
My analysis of Key’s core business is that we will continue 

to hold the largest share of the markets we serve in the 
U.S., driven by our strong intellectual property position and 
commitment to service, but we need to be equally as well-
positioned in the rest of the world. As labor in agribusiness 
and pharmaceutical-related industries becomes increas-
ingly scarce and more expensive, our customers are being 

driven to find more productive, labor-saving, methods; and 
Key is well-positioned to take advantage of this demographic 
trend with our Tegra®, Optyx®, and Raptor.

That being said, our customers will resist our passing on 
higher costs. To achieve the margins we require, we have 
put in place action plans to drive down these costs in 2007. 
My initial perspective is that providing traditional Key quality 
and delivery and meeting the requirements of global profit-
ably will be a primary objective—essential to any adjunct 
growth strategy.

I believe that Key’s current strategy will deliver to the 
bottom line. Our Aftermarket business continues to grow, 
with customer sales up 13%. We see strong growth in both 
the service and upgrade segments. And we continue to see 
significant growth not only supporting Key products, but also 
providing service and parts to other vendors’ equipment on 
our customers’ production lines. Our China initiative provides 
a regional sales and marketing presence and the opportunity 
to develop low-cost country sourcing (LCCS) initiatives. We 
did not fully anticipate the barriers to obtaining entry into the 
pharma/nutra arena with our Symetix business line, and we 
committed resources throughout 2006 to get the first prod-
ucts to the marketplace. We have a working product and 
have generated interest with the customer base, but Symetix 
has not been successfully launched at this time.

As with any strategy, there are areas where we will pay 
particular attention. Among the critical parameters is time-
to-market for new products. Key will focus on fewer new 
product initiatives in the future, with a process designed 
to make major reductions in the time-to-market for those 
projects that we pursue. Our target is to reduce our time-
to-market by greater than 50%.
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2,0654,3642,3754,7351,146

Additionally, we must strengthen both our business analy-
sis and research areas. Repeatable business development 
analyses will improve the probability of profitable growth, 
whether internal or external. Having access to multiple 
research areas is important for Key to select from a portfolio 
of opportunities ahead of our competition, positioning Key to 
always be an early converter to new opportunities. We have 
already identified multiple research areas in pharma/nutra 
where we are seeking patent protection.

Key took actions to close three sites in 2006, and we 
will realize the cost benefits from these actions in 2007. 
Additionally, Key is already engaged in programs that will 
reduce manufacturing cycle time and inventory. We are shift-
ing toward a greater emphasis on assembly and factory test-
ing that makes the establishment of new operations quicker 
and less costly. This shift provides us with more flexibility 
and productivity in providing local capabilities for our custom-
ers. Many of our customers are requiring that Key has local 
manufacturing and services. In 2007, we will determine if we 
can achieve profitability much quicker in potential locations 
such as Mexico, South America, Southeast Asia and central 
Europe with operations designed around our core competen-
cies of assembly and testing. However, we will not start this 
pursuit until we achieve expected results from our current 
expansion in these regions.

Key’s strategy, in the near future, is to deliver on the initia-
tives that we have already announced, and not to take on 
new initiatives until returns from the existing strategy are 
realized. This business discipline requires us to focus our 
resources on the identified and approved business plans 
that are in place now.

Looking Ahead
Key is entering 2007 with the largest end-of-year 

backlog in the company’s history at nearly $23 M, a 36% 
increase from the prior year. Our backlog for our Automated 
Inspection Systems has increased by 69% year-over-year, 
an indication that the new products we are bringing to the 
market have value to our customers. Our operations in the 
Netherlands, Mexico, and China continue to grow market 
acceptance. The management team’s challenge is not to 
find enough opportunities, it is to focus on those oppor-
tunities that provide both value to our customers and our 
shareholders.

We do not believe that the results of 2006 require a shift 
in strategy; we believe the results show that we have not 
yet obtained the results of the strategy. Key has a strong 
team of employees who have embraced this direction. They 
see that we are evolving quickly into a company committed 
to providing consistently healthy bottom-line results. Our 
excellent staff of Key employees are working here because 
they see the opportunities for their futures with a successful 
company. We are a global partner to our customers, helping 
them produce consistent high quality products cost effec-
tively, and we have a responsibility to our investors to do 
this profitably. These are the complementary benchmarks 
by which to measure ourselves. We are committed to 
achieving both objectives. 

David M. Camp
President and CEO
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