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About This Industry
COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an
update of how this industry is likely to be impacted as a result of the global COVID-19 pandemic:

· Revenue for the Laboratory Testing Services industry in Canada has been adjusted from growth of 0.8%
to a decline of 11.3% in 2020, due to crude oil prices and corporate profit plummeting. For more detail,
please see the Current Performance chapter.

· Industry profit is expected to decline due to diminished demand, supply chain disruptions and key
markets being affected by the COVID-19 (coronavirus) pandemic. For more detail, please see the Cost
Structure Benchmarks chapter.

· Industry performance is expected to experience a similar decline as when commodity prices collapsed
in 2015 and 2016. For more detail, please see the Revenue Volatility chapter.

Note: The content in this report is currently being updated to reflect the trends outlined above.

Industry Definition Operators in the Laboratory Testing Services industry in Canada perform physical, chemical and other
analytical testing for commercial purposes. Such testing may occur in a laboratory or on-site where the
product is manufactured or developed. Most results from industry-led tests are checked against
government regulations and environmental, industrial and product standards. This industry excludes
medical and veterinary testing labs.

Supply Chain Supply Industries

Plastic & Resin Manufacturing

Laboratory Supply Wholesaling

Chemical Wholesaling

Inorganic Chemical Manufacturing

Organic Chemical Manufacturing

Glass Product Manufacturing

Demand Industries

 - Generic Pharmaceutical Manufacturing

 - Construction In Canada

 -
Agriculture, Forestry, Fishing and Hunting In
Canada

 - Manufacturing In Canada

 - Environmental Consulting

 - Engineering Services

Major Players ALS Canada Ltd.

Bureau Veritas

SGS Canada Inc.

Main Activities The primary activities of this industry are:

Acoustics and vibration testing

Biological testing

Electrical testing

Environmental testing

Providing forensic services

Geotechnical testing

Industrial testing

Mechanical testing

Product testing

Radiation testing

The major products and services in this industry are:

Product performance testing and certification

Environmental testing

Biological and chemical testing
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Agriculture and food testing

Energy testing

Other

Similar Industries 54162CA - Environmental Consulting in Canada

Companies in this industry provide advice and assistance to businesses and other organizations on
environmental issues and cleanups.

54171CA - Scientific Research & Development in Canada

Companies in this industry conduct research and development in the physical, engineering or life
sciences.

56291CA - Remediation & Environmental Cleanup Services in Canada

Companies in this industry engage in the remediation and cleanup of contaminated buildings, mine sites,
soil and ground water.

62151CA - Diagnostic & Medical Laboratories in Canada

Companies in this industry provide analytic or diagnostic services, including body fluid analysis and
diagnostic imaging.

Related International
Industries

54138 - Laboratory Testing Services in the US

Companies in this industry perform physical, chemical and other analytical testing for commercial
purposes. Such testing may occur in a laboratory or an on-site facility (i.e. where the product is
manufactured or developed). Most results from industry-led tests are checked against government
regulations and environmental, industrial and product standards. This industry excludes medical and
veterinary testing labs.

OD4174 - Forensic Technology Services

Companies in this industry provide database forensics and testing services, such as biometrics,
fingerprinting and DNA testing. Other testing services include forensic biology, forensic toxicology
immunoassay (drug testing), testing for controlled substances and ballistics testing using analytical
instruments.

OD5540 - Nondestructive Testing Services

This industry includes companies that primarily perform nondestructive tests and inspections on
industrial assets. It excludes medical tests and nondestructive testing equipment manufacturing.

OD6068 - Water & Air Quality Testing Services

The Water and Air Quality Testing Services industry tests water and air for pH levels and the presence of
asbestos and other substances, such as bacteria, mold, nitrates, mercury, pesticides, volatile organic
compounds and inorganic chemicals.

M71.200 - Technical Testing & Analysis in the UK

This industry includes organisations that conduct physical, chemical and other analytical tests on
materials and products. This includes the certification of consumer goods, motor vehicles, equipment,
pressurised containers, food hygiene and nuclear plants by using models or mock-ups. Animal and
medical testing are not covered.
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At a Glance
Key Statistics
Snapshot

Total Revenue
2020

$1.9bn

Annual Growth
2015-2020

-4.0%

Annual Growth
2020-2025

3.7%
  Profit Margin

2020

8.9%

Wages as a share of Revenue
2020

45.3%

Number of Businesses
2015-2020

-1.6%

Key Trends Increased regulation has driven demand for laboratory testing services

The industry expanded tremendously due to historically high oil prices

The industry landscape has experienced significant changes

Continued efforts pushed by the SR&ED are projected to support industry expansion

A positive economic climate is expected to fuel growth in R&D expenditure

IBISWorld expects industry profit to increase

SWOT in the
Industry

Strengths

High & Steady Barriers to
Entry

Low Imports

Low Customer Class
Concentration

Low Product/Service
Concentration

Low Capital Requirements

Weaknesses

Low & Steady Level of
Assistance

Low Profit vs. Sector
Average

Low Revenue per
Employee

Opportunities

High Performance Drivers

Total health expenditure

High Revenue Growth
(2020-2025)

Threats

Low Revenue Growth
(2005-2020)

Low Revenue Growth
(2015-2020)

Low Outlier Growth

World price of crude oil

Executive
Summary

Over the five years to 2020, the Laboratory Testing Services industry
in Canada has endured a volatile operating landscape.

 

The industry consists of companies that perform tests on consumer products, industrial materials, energy
resources and other goods. Due to the collapse in commodity prices, industry revenue experienced strong
declines in 2015 and 2016, with the COVID-19 (coronavirus) pandemic further hindering the Canadian
economy. As a result, IBISWorld projects industry revenue to decrease at an annualized rate of 4.0% to
$1.9 billion over the five years to 2020, with an expected 11.3% decline in 2020 alone.

Despite increased regulation across several of the industry's downstream markets supporting industry
services, the decline in crude oil prices has hindered industry performance. Rising environmental
concerns led to more comprehensive air quality standards in 2013. However, these standards were
initially nonbinding, with provinces and territories only required to measure quality standards under the
new standard format in 2015. However, energy testing, one of the largest sources of industry revenue
that encompasses gas analysis and oil sands solutions, declined as a result of decreased exploration and
investment due to low oil prices. Furthermore, the coronavirus pandemic is expected to hinder the
economy in 2020, with the world price of crude oil plummeting and the ability for any business to operate
efficiently being affected. As a result, industry profit is expected to decline over the five years to 2020.
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Economic growth is expected to have a positive effect on consumers and businesses as IBISWorld
expects the industry's key markets to recover after the coronavirus pandemic. This growth will likely
stimulate the development of new products and associated laboratory testing services to ensure safety
and quality. Likewise, concerns regarding health and safety are expected to remain important to
consumers, fuelling the need for more comprehensive regulation, particularly in the oil and gas industry.
As oil prices are projected to rise over the coming years, investment in extraction and exploration is
expected to continue, further heightening the need for industry services. Consequently, IBISWorld
projects industry revenue to increase at an annualized rate of 3.7% to $2.3 billion over the five years to
2025. However, any unforeseen regulation changes or protocols due to the coronavirus pandemic may
pose a threat to industry revenue.

Industry Structure   Level   Trend  

Life Cycle Mature   

Revenue Volatility Medium   

Capital Intensity Low   

Industry Assistance Low Steady 

Concentration Level Low   

    Level   Trend  

Regulation Level Medium Steady 

Technology Change High   

Barriers to Entry High Steady 

Industry Globalization Medium Increasing 

Competition Level Medium Increasing 
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Key Industry Data



Laboratory Testing Services in Canada August 2020

IBISWORLD.COM 8

Major Players

Products & Services
Segmentation
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Industry Performance
Key External Drivers

  o Research and development expenditure

Research and development (R&D) of new products stimulates demand for laboratory testing agencies
that certify the safety and quality of new products. Additionally, a quicker turnaround time boosts
demand for industry services, especially if laboratory testing is regularly outsourced. Increased R&D
expenditure consequently denotes demand for industry services. R&D expenditure is expected to
increase in 2020, representing a potential opportunity for the industry.

o World price of crude oil

Canada's economy, particularly western provinces such as Alberta, relies significantly on its energy
sector. When commodity prices, such as the world price of crude oil, collapsed, the energy sector was
significantly hampered. Considering that energy testing is the second-largest revenue generator, low oil
prices will likely lower investment in exploration and extraction, lessening the need for industry services.
The world price of crude oil is expected to decrease in 2020, posing a potential threat to the industry.

o Total trade value

Although Canada has historically maintained a trade surplus, imports as a share of revenue have steadily
overtaken exports, and therefore must be tested according to Canadian standards. In addition, due to a
significant portion of goods being exported abroad, especially energy resources to the United States,
Canadian goods must be tested according to various international standards prior to shipment. Total
trade value is expected to decrease in 2020.

o Corporate profit

Consumer and industrial manufacturers are major users of laboratory testing services. A decline in
corporate profit can lead to a reduction in research and development expenditure. As companies choose
in-house product testing instead of outsourcing these services to laboratories, demand for the industry
may diminish. Corporate profit is expected to decrease in 2020.

o Total health expenditure

Total health expenditure consists of public and private spending on activities that aim to promote health
and prevent disease, including investment in structures and equipment. As private and public spending
on health initiatives grows, industry revenue benefits because a portion of this spending goes toward
testing to ensure that products meet health and safety standards. Total health expenditure is expected
to increase in 2020.
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Industry Performance Over the five years to 2020, the Laboratory Testing Services industry
in Canada has experienced mixed conditions.

 

The industry consists of companies that perform tests on consumer products, industrial materials, energy
resources and other goods for businesses. The industry initially grew due to rising government regulation
affecting many of the industry's downstream markets. However, while new environmental regulations
have pushed demand for the industry's services upward, the collapse in the world price of crude oil
hampered industry revenue in 2015 and 2016. Furthermore, the COVID-19 (coronavirus) pandemic is
expected to further hinder operations in 2020. As a result, IBISWorld projects industry revenue to
decrease at an annualized rate of 4.0% to $1.9 billion over the five years to 2020, with an expected 11.3%
decline in 2020 alone.

Regulatory reform

Increased regulation across several of the industry's downstream markets has driven demand for
laboratory testing services. More stringent regulations, which set health and safety standards across
every industry, pushed companies to test their products in laboratories to ensure that they are in
compliance. Under the Canadian Environmental Protection Act, 1999 (CEPA 1999), Health Canada and
Environment Canada are charged with preventing pollution and protecting the environment, human life
and health from risks associated with toxic substances. The implementation of new regulation under the
CEPA 1999 has had a sizable influence on demand for laboratory testing services. In 2013, the
government established new Canadian Ambient Air Quality Standards, which are more stringent and
comprehensive than the previous standards for several pollutants. As a result, companies across
numerous industries, including energy and manufacturing, have increased their reliance on laboratory
testing services to monitor their emissions. Likewise, government agencies responsible for ensuring
compliance with the updated regulations have increased their reliance on industry services. This reliance
on industry services intensified in 2015, when provinces and territories were required to report their air
quality standards against the new standards.

In addition, the enactment of the Canada Consumer Product Safety Act (CCPSA), which came into effect
in 2011, has driven demand for laboratory testing services. The CCPSA, which replaced the antiqued
Hazardous Products Act of 1985, established comprehensive guidelines for compliance with regulations
to better protect consumers from potential or actual dangers caused by consumer products. In addition
to establishing guidelines for proper recordkeeping and mandatory reporting standards, the law provided
the government with the authority to require testing to validate safety and compliance, conducted either
by a third-party laboratory or by the government, and proof of testing upon request. Prior to the passage
of the CCPSA, Canada's outdated consumer safety laws placed relatively light requirements on
manufacturers of consumer products and also failed to keep pace with the global economy and the
increasing amounts of international trade. For example, the Minister of Health previously lacked the
power to force a recall of faulty products in Canada. This legislation has already had an effect on the
industry since manufacturers of products, such as clothing, home furnishings, electronics and toys, have
been forced to test their items more rigorously, ensuring that they are safe for human use and generating
demand for industry services.

Economic conditions

The industry experienced a moderate level of revenue volatility over the past five years. While having a
diversified client base helps to reduce industry volatility, some segments are more volatile than others.
However, clinical laboratory testing for the medical profession and laboratory testing for the veterinary
profession is not included in the industry. Furthermore, more technical services such as pipeline aerial
inspections and power line visual inspections are excluded from this industry.

Energy testing, which accounts for the second-largest service segment and encompasses gas analysis
and oil sands solutions, has declined as a result of decreased investment in exploration and extraction
due to low oil prices. Furthermore, the coronavirus pandemic is expected to result in further declines in oil
prices as the global economy is experiencing a lockdown, with governments imposing restrictions on
international trade, businesses enduring supply chain disruptions and the pandemic slowing overall
productivity in the industry's key markets. As a result, industry revenue is projected to decline in 2020,
and industry profit, measured as earnings before interest and taxes, is expected to account for 8.9% of
revenue in 2020, down from 11.7% in 2015.

Demand determinants
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Prior to the reporting period, the industry expanded tremendously due to historically high oil prices and an
ongoing economic recovery. Improved economic conditions boosted consumer spending and corporate
profit early on. However, when it became apparent that oil prices were going to remain depressed
following the multiple price collapses, investment in oil exploration and extraction contracted
significantly. As a result, demand for energy testing fell sharply, causing revenue to decline over 10.0% in
2016. The industry's challenges do not end there, however. In addition to low energy prices, which have
undercut demand for industry services, research and development (R&D) spending also contributes to
revenue volatility. Consequently, R&D expenditure of new products stimulates demand for laboratory
testing agencies that certify the safety and quality of new products.

Industry landscape

Over the five years to 2020, the industry landscape has experienced significant changes, with
multinational companies entering the industry and expanding through merger and acquisition activities.
Over the past decade, the industry has been characterized by acquisition activity from larger companies.
For instance, Bureau Veritas SA became a market leader in 2014 due to the acquisition of Maxxam
Analytics International Corporation, the market leader in Canada at the time. Consequently, IBISWorld
projects industry market share concentration to have increased over the five years to 2020.

Furthermore, other large multinational companies have purchased smaller companies over the past five
years. Consequently, the number of industry operators and employees are both projected to decline over
the five years to 2020 as a result of volatile economic conditions. The number of industry enterprises is
expected to decline an annualized 1.6% to 2,406 companies over the five years to 2020. In addition, the
number of industry employees is forecast to decline at an annualized rate of 1.6% to 13,388 workers
during the same period.
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Industry Data
Timeseries

 
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Research and
development

expenditure
($b)

2005 2,422 1,401 4,536 3,955 16,422 N/A N/A 1,018 N/A 31.2
2006 2,575 1,452 4,510 3,921 16,649 N/A N/A 1,045 N/A 31.1
2007 2,740 1,524 4,431 3,831 17,290 N/A N/A 1,084 N/A 30.8
2008 2,750 1,549 4,113 3,542 18,022 N/A N/A 1,113 N/A 30.3
2009 2,752 1,538 3,734 3,205 17,697 N/A N/A 1,106 N/A 29.1
2010 2,688 1,499 3,617 3,092 17,165 N/A N/A 1,080 N/A 28.5
2011 2,830 1,541 3,447 2,932 17,442 N/A N/A 1,109 N/A 29.2
2012 3,203 1,719 3,381 2,861 18,906 N/A N/A 1,207 N/A 29.2
2013 2,748 1,489 3,189 2,683 16,567 N/A N/A 1,059 N/A 29.0
2014 2,646 1,455 3,224 2,703 15,897 N/A N/A 1,039 N/A 30.1
2015 2,392 1,325 3,120 2,604 14,531 N/A N/A 975 N/A 29.4
2016 2,058 1,141 3,100 2,579 12,656 N/A N/A 869 N/A 29.7
2017 2,078 1,167 3,034 2,517 12,852 N/A N/A 849 N/A 29.0
2018 2,243 1,278 3,239 2,686 14,058 N/A N/A 933 N/A 30.5
2019 2,197 1,268 3,055 2,532 14,633 N/A N/A 971 N/A 31.0
2020 1,948 1,114 2,892 2,406 13,388 N/A N/A 883 N/A 31.4
2021 2,114 1,221 2,968 2,459 14,070 N/A N/A 934 N/A 31.8
2022 2,211 1,284 3,002 2,482 14,448 N/A N/A 962 N/A 32.2
2023 2,267 1,320 3,025 2,497 14,695 N/A N/A 980 N/A 32.7
2024 2,305 1,348 3,040 2,508 14,925 N/A N/A 996 N/A 33.1
2025 2,334 1,369 3,057 2,521 15,124 N/A N/A 1,009 N/A 33.5
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Industry Outlook
  Over the five years to 2025, the Laboratory Testing Services industry

in Canada is projected to rebound.

 

Concerns regarding health and safety are expected to remain important to consumers, fuelling the need
for more comprehensive regulation. As a result, future government regulation is expected to maintain
demand for laboratory testing services. Likewise, the forecast stable growth of the Canadian economy is
projected to have a positive effect on consumers and businesses, stimulating the development of new
products and associated laboratory testing services to ensure safety and quality. Consequently,
IBISWorld projects industry revenue to increase at an annualized rate of 3.7% to $2.3 billion over the five
years to 2025.

Potential environmental regulation

In addition to the continued implementation of the new Canadian Ambient Air Quality Standards and the
Canada Consumer Product Safety Act, more environmental regulations over the next five years will cause
downstream demand for laboratory testing services to rise. In particular, the potential for expanded
regulation on oil and gas emissions would make energy companies, one of the industry's largest
downstream markets, more dependent on laboratory testing. Although the Canadian Environmental
Protection Act, 1999 created limits on oil and gas emissions, much of this regulation has failed to keep
pace with changing standards. For example, a report released by Environment Canada in 2014 indicates
that the energy sector has eclipsed the transportation sector as the largest generator of greenhouse
emissions.

The Canadian government announced in 2011 that it would begin working on new regulations governing
oil and gas emissions. Currently, individual provinces have jurisdiction over their onshore resources and
are responsible for regulating their development. Although the government failed to meet its 2012 and
2013 deadlines to publish new regulation, the likelihood of new regulations will benefit the industry. The
government is expected to monitor emissions from energy companies more closely to meet its 2020
greenhouse gas reduction target of 17.0%, which is below 2005 levels. Such frequent monitoring will
require laboratory testing services, demand for which will increase due to energy companies' attempts to
develop alternative, environmentally friendly extraction and refining processes.

For example, in June 2019, PCL Constructors Inc., ENGIE North America Inc. and Black & McDonald
Limited announced a 35-year public-private partnership, now recognized as Innovative Energy. This
consortium won the contract to modernize energy systems that heat 80 buildings and cool 67 buildings
(IBISWorld report 23622aCA). As part of the Government of Canada's Energy Services Acquisition
Program, Innovate Energy is a new Government of Canada partner to reduce energy consumption and
greenhouse gas emissions 40.0% by 2030.

With the Canadian government struggling to capitalize on the R&D sector (54171CA), the country is
pressured to accelerate investment plans to remain competitive. For instance, although the Government
of Canada and the Canada Revenue Agency supervise the Scientific Research and Development Tax
Incentive Program (SR&ED), the current tax investment incentives have remained constant since 2013.
The Natural Sciences and Engineering Research Council announced a new funding program, Alliance
Grant, in April 2019 to replace Collaborate Research and Development grants. This new program and
continued efforts pushed by the SR&ED are projected to support industry expansion.

Recovering economy

The consistent expansion of the Canadian economy over the next five years is expected to positively
affect demand for laboratory testing services. Furthermore, the industry's key downstream markets are
expected to increase productivity and performance over the next five years after the COVID-19
(coronavirus) pandemic hindered performance in 2020. Accordingly, the positive economic climate is
expected to fuel growth in research and development (R&D) expenditure from both the private and public
sectors. In particular, growth across high investment industries, including aerospace, automotive
manufacturing, pharmaceutical manufacturing and software and computer services, is expected to
attract substantial spending aimed at developing new products and improving existing ones. Since
product development generally requires rigorous testing, increases in R&D activity positively affect
demand for laboratory testing services. However, any unforeseen regulation changes or protocols due to
the coronavirus pandemic may pose a threat to industry revenue. Moreover, any delays in the economy
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recovering, commodity prices normalizing and decreased investment from government funding may
hinder industry growth over the next five years.

Industry landscape

A bevy of technological developments that are expected to hit the market over the next five years will
require laboratory testing services before they are made commercially available, fuelling industry growth.
The development of advanced batteries, inexpensive fuel cells and electricity microgenerators will lead to
new mobile appliances that will also require laboratory testing. Likewise, rising public concern regarding
the continued introduction of genetically modified foods will drive demand for laboratory testing services
from agriculture and food producers. Consequently, IBISWorld expects industry profit to increase over the
five years to 2025. Rising demand for laboratory testing services and improving profit performance are
expected to promote more operators to enter the market and specialize in a specific service. As a result,
the number of industry enterprises is expected to increase at an annualized rate of 0.9% to 2,521
companies over the five years to 2025. Moreover, the number of industry employees is expected to
expand an annualized 2.5% to 15,124 workers over the next five years.

Revenue Outlook

   
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Research and
development

expenditure
 ($b)

2020 1,948 1,114 2,892 2,406 13,388 N/A N/A 883 N/A 31.4
2021 2,114 1,221 2,968 2,459 14,070 N/A N/A 934 N/A 31.8
2022 2,211 1,284 3,002 2,482 14,448 N/A N/A 962 N/A 32.2
2023 2,267 1,320 3,025 2,497 14,695 N/A N/A 980 N/A 32.7
2024 2,305 1,348 3,040 2,508 14,925 N/A N/A 996 N/A 33.1
2025 2,334 1,369 3,057 2,521 15,124 N/A N/A 1,009 N/A 33.5

Industry Life Cycle The life cycle stage of this industry is    Mature

 

NOTE

Key Considerations: An industry's life cycle stage is determined by multiple factors, such as IVA vs. GDP performance and establishment
growth. Other qualitative factors must also be considered, which mean that the indicative life cycle stage shown above may not reflect the
industry's actual life cycle stage as determined by the analyst. Please refer to the below analysis for more information.

Life Cycle Reasons

o Industry growth is driven by
regulation at the international and
government level

o The industry has experienced
consistent technological change

o Industry services are
wholeheartedly accepted

The Laboratory Testing Services industry in Canada is in the mature stage of its life cycle. Industry value
added (IVA), which measures an industry's contribution to the overall economy, is expected to grow at an
annualized rate of 0.3% over the 10 years to 2025. Canadian GDP is forecast to grow at an annualized
rate of 1.4% during the same period. While IVA growth that lags behind GDP growth is typically indicative
of a declining industry, slow IVA growth was primarily inhibited by the historic price collapse of oil across
the world, coupled by the effects of the COVID-19 (coronavirus) pandemic.

Industry growth is driven by regulation at the international and government level. Rising concerns about
environmental pollution, coupled with stringent consumer safety regulations, have driven demand for
industry services because companies rely on laboratories to test products to ensure compliance. Industry
growth is also being driven by new product development, which necessitates that manufacturers perform
laboratory testing before goods are made commercially available.

Industry growth is also driven by frequent technological change. Technological advancements have
improved the efficiency, speed and accuracy of existing testing processes. As a result, clients in the
industry's downstream markets, such as oil and gas, have increasingly sought laboratory testing services
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to improve upon existing products. Consistent technological change of this indicates a strong demand
foundation, which is indicative of an established and mature industry.
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Products & Markets
Supply Chain

Products & Services

  With the Laboratory Testing Services industry in Canada servicing
various industries, industry demand is typically cushioned by
countervailing trends.

 

However, due to the COVID-19 (coronavirus) pandemic, IBISWorld expects overall industry performance
to decline in 2020. Moreover, clinical laboratory testing for the medical profession and laboratory testing
for the veterinary profession are not included in the industry. Furthermore, more technical services such
as pipeline aerial inspections and power line visual inspections are excluded from this industry.

Product performance testing and certification

IBISWorld expects product performance testing and certification to account for 36.6% of industry revenue
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in 2020, decreasing as a share of revenue over the five years to 2020. Companies test and certify their
products to meet quality, safety and security requirements; social and ethical standards; or to implement
good practice and performance criteria. Typically, product performance testing and certification
increases as a result of more stringent government regulation. However, due to the coronavirus
pandemic, IBISWorld expects the economic slowdown to hinder product development. Consequently,
demand for industry services is expected to decline in 2020.

Energy testing

IBISWorld expects energy testing to account for 19.0% of industry revenue in 2020, decreasing as a share
of revenue over the past five years. Industry services include gas analysis and oil sands solutions,
addressing issues related to productivity and regulatory compliance. Petroleum testing, which includes
testing related to natural gas, crude oil and diesel fuel, among other compounds, is performed for a wide
array of customers, such as crude oil producers, bitumen and natural gas producers and processors, as
well as marketers. Energy testing also includes the testing of energy hardware, addressing problems of
corrosion, deposits and scale in steam generators. Due to the volatile energy market performance in
Canada over the past five years, IBISWorld projects this service's share of revenue to have experienced
similar volatility. Furthermore, the coronavirus pandemic is expected to plummet global crude oil prices
and hinder demand for this service in 2020.

Environmental testing

IBISWorld expects environmental testing to account for 25.1% of industry revenue in 2020, increasing as
a share of revenue over the past five years. Industry services include testing and monitoring services for
air, noise, water and soil pollution to ensure environmental friendliness and compliance. Environmental
testing services are often conducted on-site using mobile laboratories where immediate turnaround time
is required or site locations are remote. Despite industry performance declining over the past five years,
IBISWorld expects energy testing and product performance testing and certification to decline at a faster
rate, increasing this service's share of revenue. Furthermore, environmental testing has increased due to
greater concern regarding pollution and changing government policies.

Agriculture and food testing

IBISWorld expects agriculture and food testing to account for 6.9% of industry revenue in 2020,
increasing as a share of revenue over the past five years. This segment's services include assessing that
food is safe for human consumption and confirming nutritional information. Similar to pharmaceutical
testing, food testing can be outsourced, performed in-house or both. With the coronavirus pandemic
defining operators seeking this service as essential, demand for agriculture and food testing is expected
increase in 2020.

Biological and chemical testing

IBISWorld expects biological and chemical testing to account for 7.4% of industry revenue in 2020,
increasing as a share of revenue over the past five years. Industry services include pharmaceutical
product testing, which involves inspecting for elemental impurities, biological impurities and developing
methods for regulatory and nonregulatory investigational studies. Similar to the agriculture and food
testing segment, operators seeking this service are defined as an essential business during the
coronavirus pandemic, keeping demand steady and growing in 2020.

Other

IBISWorld expects other services to account for 5.0% of industry revenue in 2020, decreasing as a share
of revenue over the past five years. Other services include research in the physical and engineering
sciences, calibration of instruments and reference materials and other marginal services. With the
coronavirus pandemic, IBISWorld expects demand for other services to have declined in 2020 due to
increasing demand in other essential services.
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Demand DeterminantsDemand for services provided by the Laboratory Testing Services
industry in Canada is largely determined by the level of consumer
demand for products from the industry's downstream markets.

 

Industry testing services are used by numerous sectors, including energy, engineering services,
construction services, food production and consumer products. As a result, greater demand in these
industries results in the development of new products, positively influencing demand for laboratory
testing services. The constant introduction of new technologies over a variety of industries is leading to
an increase in demand for testing, as new products need to be validated for safety, quality and any
necessary regulatory standards before being made available for sale.

Demand for laboratory testing services is also influenced by regulatory requirements, as testing is often
performed to ensure compliance with government safety regulation. More stringent regulation increases
demand for laboratory testing services from the industry's downstream markets. Since a significant
percentage of goods in the industry's downstream markets are exported, particularly to the United States,
increased regulation abroad also stimulates demand for industry services.

Finally, demand for laboratory testing services in Canada is heavily influenced by energy prices. Since
energy testing accounts for about notable share of industry services and addresses issues related to
productivity and regulatory compliance, demand for industry services is influenced by demand for new
exploration and production. As a result, fluctuations in energy prices have a substantial effect on demand
for industry services because the Canadian economy is heavily dependent on energy exploration.
Furthermore, the COVID-19 (coronavirus) pandemic is expected to result in further revenue volatility in the
industry in 2020.
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Major Markets

  The Laboratory Testing Services industry in Canada services several
industries and is susceptible to sector trends of its key markets.

 

Moreover, due to the COVID-19 (coronavirus) pandemic, IBISWorld expects overall industry performance
to decline in 2020.

Construction, engineering and health sectors

IBISWorld expects construction, engineering and health sectors to account for 41.3% of industry revenue
in 2020, decreasing as a share of revenue over the five years to 2020. Participants in this sector include
civil, geotechnical and environmental engineers and consultants, in addition to construction,
pharmaceutical and waste management companies. Pharmaceutical companies depend on industry
services to test products to advance research and design activity and to ensure that products meet
regulatory guidelines. Despite operators in these markets being deemed as essential businesses during
the coronavirus pandemic, IBISWorld projects demand from this market to decline in 2020. However,
increased awareness of humanity's environmental effect and rising regulation may support demand and
stability over the coming years.

Energy and manufacturing sectors

IBISWorld expects energy and manufacturing sectors to account for 33.9% of industry revenue in 2020,
decreasing as a share of revenue over the five years to 2020. Companies in these sectors rely on industry
services to test consumer and industrial products to satisfy quality and safety standards. Although these
market segments were expected to increase due to greater product quality and safety, the coronavirus
pandemic is expected to halt demand in 2020. Typically, manufacturers require rigorous testing of
products prior to their sale. However, due to falling corporate profit and trade restrictions, IBISWorld
projects demand from this market to decline in 2020.

Included in this segment is the energy sector, including those in the oil and gas industry. These markets
rely on industry services to test the efficiency of processed commodities and to ensure their compliance
with government regulations. Companies in the oil and gas industry, for instance, depend on laboratory
testing services for hydrocarbon analysis in support of upstream, midstream and downstream
processing. These companies must also monitor air emissions to ensure compliance with regulations.
Due to the volatile nature of this market, coupled with the coronavirus pandemic further hindering the
sector, demand from this market has remained depressed in 2020.

Government
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IBISWorld expects government contracts to account for 9.6% of industry revenue in 2020, increasing as a
share of revenue over the five years to 2020. Governments rely on industry services to ensure inspection,
verification, testing and certification of agricultural goods and commodities, such as oil and gas and
consumer products. Due to the expertise required to perform industry services, governments depend on
industry operators to perform laboratory testing. Demand from the government has remained strong over
the past five years, in line with expanding regulation covering many of the industry's downstream
markets. Moreover, due to the other key markets declining at a faster rate in 2020, IBISWorld expects this
market to increase as a share of revenue in 2020.

Other sectors

IBISWorld expects other sectors to account for 15.2% of industry revenue in 2020. Other sectors include
agriculture, utilities, nonprofit organizations and households, which all account for small shares of
revenue. Due to the coronavirus pandemic, IBISWorld expects countervailing trends in the market group
and other key markets to decline.
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International Trade Exports in this industry are    Low  and Steady

Imports in this industry are    Low  and Steady

The Laboratory Testing Services industry in Canada does not participate in international trade. Operators
in this industry provide testing services for the domestic market, maintaining safety and environmental
standards. International trade in laboratory testing is low because customers require fast results. Hence,
laboratories need to be located close to users or locations that require testing. Although some Canadian
companies provide testing services to foreign clients, those services are typically performed in the
client's vicinity and do not form part of the domestic industry.

Business Locations

  The location of establishments in the Laboratory Testing Services industry in Canada is partly correlated
with the distribution of the population. Collectively, Ontario, Quebec, British Columbia and Alberta,
Canada's most-populous provinces, are estimated to account for 90.0% of industry establishments in
2020, which is in line with their estimated share of the population. However, within the four largest
provinces, the location of industry establishments is more closely tied to the location of large
downstream clients and the nature of economic activity that is centralized in each province. Testing
laboratories often locate themselves near customers to comply with local requirements and provide fast
response times.

Alberta

Alberta accounts for an estimated 39.7% of industry establishments in 2020, which is the largest share of
industry establishments and far outweighs its estimated population share of 11.6% in 2020. This is
closely tied to the fact that Alberta is home to several downstream industries that rely on laboratory
testing services. The province is abundant in natural resources and organizations, requiring product and
input testing on-site. The production of petroleum and petrochemicals, for example, is heavily
concentrated in this region. Similarly, Alberta ranks second among Canadian provinces in terms of farm
acreage, which is used primarily to raise cattle, buffalo and sheep, and for wheat production and forestry.
Since businesses in these industries rely on laboratory testing to deliver products to markets and ensure
product safety, establishments tend to be located near these downstream clients.

Ontario and Quebec

In 2020, an estimated 24.4% and 12.2% of industry establishments are located in Ontario and Quebec,
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respectively. However, their shares of industry establishments are significantly lower than their
respective population figures of 38.8% and 22.5%, respectively. This stems from the fact that both
regions are heavily service and knowledge oriented. Nonetheless, the large industry establishment
figures in Ontario and Quebec reflect the presence of many of the industry's downstream industries in
each of these provinces. Ontario, for example, has burgeoning health and life sciences sectors and is the
largest manufacturing hub in Canada, despite shrinking considerably in recent years. Likewise, some of
Quebec's knowledge industries, including biotechnology and pharmaceuticals, depend on laboratory
testing services, as does its manufacturing sector, which is the second-largest in Canada.
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    Low

 

  The Laboratory Testing Services industry in Canada has a low level of market share concentration, with
the industry's four largest players expected to account for less than 40.0% of industry revenue in 2020.
The majority of industry operators are small, with over 75.0% of establishments employing fewer than 20
workers in 2020. However, the industry's largest companies account for significant shares of industry
revenue, due primarily to their ability to offer a wide array of services.

Over the past decade, the industry has been characterized by acquisition activity from larger companies,
as well as performance tracking broader economic trends among all players. As larger players acquire
smaller companies, they are able to expand their products and services into new markets and work with a
larger number of industries. For instance, Bureau Veritas SA became a market leader in 2014 due to the
acquisition of Maxxam Analytics International Corporation, the market leader in Canada at the time.
Consequently, IBISWorld projects industry market share concentration to have increased over the five
years to 2020. With the COVID-19 (coronavirus) pandemic, IBISWorld projects strategic acquisitions and
the volatile economic landscape to further pressure operators to continue acquiring new businesses or
downsize and specialize in a specific market. Moreover, IBISWorld expects market share concentration to
increase over the five years to 2025.

Key Success Factors IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

 Access to highly skilled workforce: Companies need to employ highly qualified and skilled scientists
and support staff that are knowledgeable about a wide range of industries.

 Proximity to key markets: Laboratories need to be located close to clients for quick delivery of test
results.

 Recommendation/accreditation from authoritative source: Obtaining laboratory and quality systems
accreditation will help secure new business.

 Prompt delivery to market: The ability to deliver results in a timely manner is important due to the
results-oriented nature of this industry.

 Ability to quickly adopt new technology: The ability to stay up-to-date with changes in technology is
essential to remaining competitive.

 Fast adjustments made to changing regulations: It is vital to keep testing procedures relevant to
changing demands and compliant with regulations.
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Cost Structure
Benchmarks

  Profit

Industry profit, measured as earnings before interest and taxes, is expected to account for 8.9% of
revenue in 2020, down from 11.7% in 2015. This was due to industry profit exhibiting two very different
trends over the five years to 2020. Although industry profit depends on the size of a company and the
types of services it provides, profit tends to be strong across the board. Given the specialized nature of
laboratory testing, companies are able to charge a premium for their services, which are essential for
several downstream markets.

However, due to the volatile Canadian economy over the past five years, industry profit has contracted in
response. For instance, the collapse of commodity prices between 2014 and 2016 pressured industry
performance and resulted in profit declining. This limited new exploration, affecting demand for the
industry's energy testing services. Moreover, wages account for a significant share of revenue, hindering
profit expansion over the past five years. In addition, the COVID-19 (coronavirus) pandemic is projected
to hinder industry performance in a similar way as the commodity price collapse back in 2015.

With governments imposing restrictions on international trade, businesses enduring supply chain
disruptions and the pandemic slowing overall productivity in the industry's key markets, industry profit is
expected to decline in 2020. Although IBISWorld expects industry profit to increase over the five years to
2025, any unforeseen regulation changes or protocols due to the coronavirus pandemic may pose a
threat to industry revenue recovering. Moreover, any delays in the economy recovering, commodity prices
normalizing and decreased investment from government funding may hinder industry growth over the
next five years. However, the release of new products tends to require extensive testing, supporting
industry performance over the next five years.

  Wages

Industry wages are estimated to account for 45.3% of revenue in 2020, up from 40.7% in 2015. Wages
represent the single-largest expense for industry operators because of the significant labour
requirements of industry services. Typical employees, such as physicists, engineers and technicians,
have extensive science and engineering backgrounds, therefore commanding high wages. Wages' share
of revenue has remained relatively steady over the past five years, despite the integration of new and
more advanced technologies. This is due to worker expertise remaining vital to industry services.
However, with revenue declining in 2019 and 2020, wages' share of revenue expanded, further pressuring
operators. Moreover, IBISWorld expects wages' share of revenue to decline over the five years to 2025.
This is due to industry revenue outpacing wages over the next five years, as the economy is projected to
recover after the coronavirus pandemic.

  Purchases

Purchase costs are estimated to account for 31.3% of industry revenue in 2020, down from 33.3% in
2015. This includes a myriad of equipment and chemicals used to test products. For instance,
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laboratories that test airbag safety require costly hardware to simulate accidents and record precise
results.

  Marketing

Marketing costs are expected to account for 1.1% of revenue in 2020, remaining steady as a share of
revenue over the past five years. Operators in this industry tend to not need to advertise and instead rely
of testimonials, references and certifications.

  Depreciation

Depreciation costs are expected to account for 2.9% of revenue in 2020, decreasing marginally as a share
of revenue over the past five years. Capital expenditures across almost all laboratories include computer
technology. Since technological advances require operators to upgrade their testing equipment, the
industry's capital depreciation rate is relatively high.

  Rent

Rent costs are expected to account for 3.1% of revenue in 2020, increasing marginally as a share of
revenue over the past five years. Industry operators require laboratories to test products, using a variety
of machines that have high electrical requirements. Additionally, industry operators may eschew owning
equipment, choosing instead to rent it on an as-needed basis.

  Utilities

Utility costs are expected to account for 1.3% of revenue in 2020, remaining steady as a share of revenue
over the past five years. Electrical costs account for the majority of utility costs as a wide variety of
electrical equipment and temperature regulation is required throughout the testing process.

  Other Costs

Other costs include spending on insurance, cleaning, repairs and maintenance and more. Cleaning costs
are significant in this industry due to operators constantly testing toxic and chemical substances, which
may require special disposal. In addition, other costs include annual licence renewals and accreditations.
To be recognized as an accredited laboratory, an accreditation body periodically reevaluates a laboratory
to ensure its continued compliance with standards and requirements. IBISWorld expects other costs to
account for 6.1% of industry revenue in 2020.

Basis of Competition Competition in this industry is    Medium  and the trend is  Increasing

  Competition in the Laboratory Testing Services industry in Canada is
generally divided by specialty.

 

A small number of companies with expertise in a specific field, such as food testing or physical safety
and engineering integrity, will compete among themselves for business.

Internal completion

Industry operators compete for clients on the basis of quality, safety, efficiency and speed to market.
Data accuracy is the foremost consideration to almost all clients, which rely on these results to dictate
promotional campaigns or research and development. A company's reputation is also tantamount to
establishing that it provides high-quality services, as word-of-mouth promotion is common in the
industry. Most laboratories operate within a close-knit technical community. Many large testing
laboratories compete based on the breadth of services, which enable industry clients that require
different types of testing to purchase services from one laboratory instead of turning to multiple
laboratories. While smaller laboratories may concentrate on a particular type of testing, the industry's
largest players offer a full breadth of services ranging from agriculture and food testing to product
performance and safety testing, among others. Industry operators also compete on service speed, which
can be critical to clients' ability to deliver products to market and determining liability in the event of
product contamination or defect.

Proprietary technology, such as software and machinery, can be particularly useful in developing top-line
testing methodology, which can enhance accuracy, timeliness and reputation. Companies and other
organizations engage in testing activities if they can easily and inexpensively use patented technology.
This opportunity enables improved services that are unavailable from competitors. Although the price
charged for services can be a critical point of competition, many clients are more concerned with
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accuracy and timeliness and are often inclined to pay a premium for reliable and prompt testing services.

External competition

Industry operators compete with companies that have in-house labs and are able to perform testing
internally. For example, vehicle manufacturers perform considerable testing as part of the product
development schedule. For compulsory regulatory testing, however, they are required to outsource
testing to the appropriate, and generally accredited, institute. Hence, large operators' ability to perform
testing internally is a significant source of competition for industry operators, which compete for
outsourced work.

Barriers to Entry Barriers to Entry in this industry are    High  and the trend is  Steady

  Barriers to entry in the Laboratory Testing Services industry in Canada
are generally high due to the significant level of competition for
contracts and the prohibitively high costs of testing facilities and
specific testing equipment.

 

In addition to the significant capital investments that new entrants must initially make, the cost of
employing highly qualified staff is high. The high start-up costs associated with purchasing capital
equipment and hiring a skilled workforce necessitate that new entrants must secure significant capital
before beginning operations.

Since testing laboratories compete on the breadth of services offered, the need to acquire a variety of
costly machines places further emphasis on obtaining capital. Larger players are able to service a wide
variety of industries with each machine they have. However, equipment purchases may be too expensive
and risky for new entrants. The cost of adopting the latest technologies available to the industry may
ultimately restrict the capacity of new entrants to bid for contracts.

Additionally, the high level of regulation poses a significant barrier to potential new entrants. Industry
operators must meet a variety of compulsory standards, limiting how quickly they can begin competing
for contracts. Furthermore, there are a variety of noncompulsory accreditations awarded by different
scientific groups. Although gaining any of these qualifications and accreditations may add prestige to a
testing laboratory, obtaining them is expensive.

  Barriers to Entry Checklist

Competition Medium  

Concentration Low  

Life Cycle Stage Mature  

Technology Change High  

Regulation & Policy Medium  

Industry Assistance Low  

 

Industry Globalization Globalization in this industry is    Medium  and the trend is  Increasing

  The Laboratory Testing Services industry in Canada has a medium level of globalization. Despite the
absence of international trade in the industry, with the acquisition of Maxxam Analytics International
Corporation (Maxxam) by Bureau Veritas SA, several notable industry players are headquartered
internationally. Furthermore, the industry's largest operators, ALS Limited and SGS SA, both operate
globally with a specific domestic operation to compete in the industry.

Over the past decade, industry globalization has risen as international players have expanded both
organically and through acquisitions. This trend is expected to continue over the five years to 2025, as
large-scale international players leverage their expertise and resources to expand within Canada.
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Major Companies
Major Players

  ALS Canada Ltd.

  Market Share: 9.6%
 

 

  ALS Canada Ltd. (ALS Canada) is the domestic operation and subsidiary of Australia-based ALS
Limited (ALS), one of the world's largest testing service providers, offering services to a diversified
base of customers. Founded in 1863, ALS is one of the oldest listed on the Australian Securities
Exchange. Since its founding, the company has grown to over 15,000 employees, operating from 350
sites in 65 countries across Africa, Asia, Australia, Europe and the Americas in fiscal 2019 (year-end
March). In fiscal 2019, the company's global revenue reached $1.6 billion (latest data available).

In March 2018, the company discontinued its oil and gas laboratory business. ALS segments its
operations into three divisions, which include commodities, life sciences and industrial, which
accounted for 37.3%, 49.9% and 12.8% of global revenue in fiscal 2019, respectively, after the
elimination of discontinued services. Through its commodities division, the company provides testing
services for the global mining industry in four key service areas, which include geochemistry,
metallurgy, mine site services and coal inspection. The company's life sciences division encompasses
environmental, food, pharmaceutical and consumer products markets. Finally, the company's industrial
division focuses on diagnostic testing and engineering solutions for the energy, resources,
transportation and infrastructure sectors. The division operates in two separate business segments,
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which are coal and oil and gas.

The company has been active in expanding its footprint through acquisition activity, primarily focusing
on several acquisitions in food and pharmaceutical testing. Although most of the company's
acquisition activity has occurred outside of Canada, most of the company's industry-relevant growth
has occurred organically.

Financial performance

The company's industry-relevant revenue is expected to increase at an annualized rate of 3.0% to
$188.0 million over the five years to fiscal 2021. Prior to the reporting period, the company's industry-
relevant revenue spiked over 50.0% in 2012, as a result of its integration of G&T Metallurgical Services
Ltd., a testing company active in Canada. However, the company closed several locations in Canada
across numerous divisions, resulting in a decline in revenue between fiscal 2014 and 2016, coupled
with the collapse in the world price of crude oil in Canada over those years. Furthermore, IBISWorld
projects ALS Canada's industry-relevant revenue to decline in fiscal 2021 due to the COVID-19
(coronavirus) pandemic.

Due to impairment charges, amortization of acquired intangibles, restructuring and other one-off items,
IBISWorld projects ALS Canada's industry-relevant operating profit to have been at a deficit in fiscal
2016. However, due to limited acquisitions and effects of the company's restructuring to improve
efficiency, ALS Canada's industry-relevant operating profit is expected to have experienced strong
growth over the past five years. Consequently, IBISWorld expects the company's industry-relevant
operating profit, measured as earnings before interest and taxes, to reach $28.8 million in fiscal 2021.

  Bureau Veritas SA

  Market Share: 8.7%
 

 

  Founded in 1828, Bureau Veritas SA (Bureau Veritas) is an international organization specializing in
conformity assessment in areas of quality, health, safety, environment and social responsibility. The
group provides solutions to small- and midsized companies, large international groups and government
bodies. Prior to the reporting period, the company's presence in Canada was limited to a small outfit
performing quality and quantity assessments of oil and petrochemical products. The acquisition of
Inspectorate International Limited (Inspectorate) in 2010 was the first of many pivotal purchases the
company completed to become the global leader it is today. For instance, after the purchase of
Inspectorate, the company deepened its footprint in Canada by acquiring Acme Analytical Labs Ltd.,
OTI Canada Group Inc. and Maxxam Analytics International Corporation (Maxxam). Bureau Veritas was
recognized as a major player in the industry and a leader in oil analysis services. The company's
operations span across more than 140 countries and 1,500 locations, with over 78,000 employees in
2019, with Bureau Veritas' global revenue reaching $7.6 billion (latest data available).
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In early 2014, the company completed its acquisition of Maxxam, the market leader in laboratory
testing services in Canada with revenue in excess of $250.0 million in 2013. Founded in 1972 and
headquartered in Toronto, Maxxam had over 20 laboratories across Canada, employing an estimated
2,500 people in 2013. Based on IBISWorld estimates, Maxxam's industry-relevant services include
environmental testing, which accounts for about 50.0% of the company's revenue; petroleum testing,
which comprises 28.0% of revenue; and food testing, which makes up 6.0% of revenue. DNA testing,
which makes up an estimated 6.0% of the company's revenue, is not included in the industry. All
business operations are expected to be industry relevant in 2019.

Bureau Veritas' acquisition of Maxxam stemmed from the company's desire to expand in North
America. Appropriately, this acquisition gives the company the second-largest position in the Canadian
market. In addition, the company is able to acquire Maxxam's complementary expertise. Given Bureau
Veritas' international expertise and greater access to capital, the acquisition of Maxxam provides the
company with a platform to capture an even greater share of the Canadian market. However, despite
the acquisition of Maxxam, domestic operations are anticipated to represent less than 5.0% of industry
revenue in 2019.

Financial performance

The company's industry-relevant revenue is expected to decrease at an annualized rate of 5.2% to
$170.2 million over the five years to 2020. Due to the volatile Canadian landscape and the company's
domestic operations primarily revolving oil analysis services, IBISWorld expects the company's
industry-relevant revenue to have declined every year of the five-year period. Furthermore, with global
crude oil prices collapsing between 2014 and 2016, the company's industry-relevant revenue is
expected to have experienced one of its strongest declines in 2016. Moreover, the coronavirus
pandemic is projected to further hinder operations, as the company's major and alternative markets are
expected to experience supply chain disruptions and global oil production is likely to outpace energy
demand, hindering prices and leading to trade restrictions. Consequently, IBISWorld expects Bureau
Veritas' industry-relevant revenue to decline 10.0% in 2020.

Moreover, IBISWorld expects the company's industry-relevant operating profit, measured as earnings
before interest and taxes, to decrease an annualized 3.5% to $23.2 million over the five years to 2020.
This is due to the pandemic affecting the company's industry-relevant operations and making it difficult
to operate efficiently. For instance, multiple domestic laboratories were forced to close, and as of June
2020, they are scheduled to reopen depending on provincial guidelines. Moreover, social distancing
and supply chain disruptions pose a threat to operational efficiency in 2020.

  SGS Canada Inc.

  Market Share: 7.5%
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  SGS Canada Inc. (SGS Canada) is the domestic operation and subsidiary of SGS SA (SGS), a leading
inspection, verification, testing and certification company, supporting international trade in a wide
range of industries. SGS, formerly known as Societe Generale de Surveillance, is headquartered in
Switzerland. The company also operates state-of-the-art laboratories on or close to customers'
premises. After completing tests, SGS certifies that products, systems or services meet the
requirements set by governments, standardization bodies or SGS customers. As of 2019, the
company's worldwide operations span across over 33 countries, consisting of more than 2,600 offices
and more than 94,000 employees (latest data available). Operating in Canada since 1948, SGS Canada
is expected to employ about 2,000 people and operate 70 locations in 2019. In 2019, the company's
global revenue reached $8.8 billion and $1.4 billion in operating profit.

The company restructured its operating segments in 2015, operating through nine segments, which
include agriculture, food and life services; minerals services; oil, gas and chemicals services; consumer
and retail testing services; certification and business enhancement; industrial services; environmental,
health and safety services; transportation services; and governments and institutions services. All
segments are industry relevant except for certification and business enhancement and governments
and institutions services. Specifically, the company's industry-relevant operations are projected to
account for about 90.0% of total revenue in 2019. Furthermore, IBISWorld expects domestic operations
to account for less than 5.0% of total operations in 2019.

SGS Canada has a strong presence in the oil sands in Fort McMurray, operates three rock labs
automated batch mill in Ontario and supports the expansion of high-growth businesses through its
5,852.9 square metre facility in Vancouver. To remain competitive, SGS made two industry-relevant
acquisitions in 2017, acquiring both BioVision Seed Research Limited and ILC Micro-Chem Inc. This is
expected to have boosted the company's agriculture, food and environmental market performance.
Furthermore, the company's agriculture, food and life operating segment was the third-fastest growing
segment in 2017, falling behind the consumer and retail segment and transportation business
segment. Moreover, in 2019, the company completed 11 acquisitions. Although none were domestic,
IBISWorld expects the company's vertical integration to support domestic operations over the coming
years.

Financial performance

The company's industry-relevant revenue is expected to decrease at an annualized rate of 0.2% to
$146.8 million over the five years to 2020. The company experienced steady growth during the first half
of the reporting period, cushioning the effects of commodity prices plummeting in 2015 and 2016. This
was due to strategic acquisitions and new product development testing in different markets. For
instance, the company's Behavior-Based Safety (BBS) program was first introduced in SGS Canada in
2018. After the success of the BBS program and market introduction, SGS opened the service to other
markets, supporting new revenue growth while maintaining high profit. However, due to currency
exchange rates and the disposal of plant and terminal operations in the Netherlands and the United
States, IBISWorld projects SGS Canada's industry-relevant revenue will decline in 2019.

In addition, the coronavirus pandemic is expected to disrupt the company's key clients in 2020, with the
overall global economy experiencing a lockdown. As a result, the company's industry-relevant
operations are projected to plummet in 2020. As a result, IBISWorld expects SGS Canada's industry-
relevant operating profit, measured as earnings before interest and taxes, to decrease an annualized
0.4% to $20.8 million over the five years to 2020. Despite SGS Canada experiencing strong profit
growth, the pandemic is expected to offset the growth from the company's acquisitions and
divestitures during the five-year period.

Other Companies AGAT Laboratories Ltd.

  Market Share: 4.8%
  AGAT Laboratories Ltd. (AGAT) is one the largest domestic operators, specializing in the fields of

chemistry, biochemistry, microbiology, geology, engineering and specialty analysis. The company has
about 40 locations across Canada with more than 1,200 employees in 2019 (latest data available). AGAT
has received accreditation from a broad scope of organizations, including the Standards Council of
Canada and the Canadian Association for Laboratory Accreditation. The company's individual
laboratories are also accredited in numerous specialties across six separate provinces.

AGAT's operations encompass 12 scientific divisions, offering full-service solutions to multiple industry
types within the environmental, energy, mining, industrial, transportation, agri-food and life sciences
sectors. The company's laboratories specialize in environmental chemistry; ultra-trace and toxicology;
agricultural analysis; food testing; geology and petrology; reservoir characterization; air quality
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monitoring; petroleum testing services; oil sands analysis; routine core; mining geochemistry; and
lubricants testing services. AGAT has largely perused an expansion strategy focusing on organic growth.
Since AGAT is a private company, access to its financial statements is limited. Nonetheless, IBISWorld
estimates that the company will generate $93.2 million in industry-relevant revenue in 2020, with the
COVID-19 (coronavirus) pandemic hindering industry operations in 2020.
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Operating Conditions
Capital Intensity

The level of capital intensity is    Low

  The Laboratory Testing Services industry in Canada is characterized by a low level of capital intensity. In
2020, industry operators are expected to spend $0.07 on capital investments for every $1.00 spent on
labour. Although the level of capital expenditure is relatively high for a service industry, this is due to the
cost involved with the use of equipment needed to conduct testing, industry services largely rely on
specialized labour. Industry employees perform a range of activities, from simple manual tasks and
automated experimental procedures to high-tech testing. Industry services require the expertise of
professionals with architecture and engineering backgrounds and workers with biological and physical
science backgrounds. Since these professions are largely high-wage, labour comprises the largest
expenditure for industry operators. IBISWorld estimates that wages will account for 45.3% of industry
revenue in 2020, increasing as a share of revenue over the five years to 2020. As a result, IBISWorld
projects capital intensity to remain unchanged over the five years to 2025.
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Technology &
Systems Level Factor Disruptive

Effect Description

 Very
Low

Rate of
Innovation

Very Unlikely A ranked measure for the number of
patents assigned to an industry. A faster
rate of new patent additions to the industry
increases the likelihood of a disruptive
innovation occurring.

 Very
Low

Innovation
Concentration

Very Unlikely A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area
increases the likelihood of technological
disruption of incumbent operators.

 Very
Low

Ease of Entry Very Unlikely A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
incumbents by putting new technologies to
use.

 High Rate of Entry Likely Annualized growth in the number of
enterprises in the industry, ranked against
all other industries. A greater intensity of
companies entering an industry increases
the pool of potential disruptors.

Market Potential A ranked measure of the largest core
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 Medium Concentration market for the industry. Concentrated core
markets present a low-end market or new
market entry point for disruptive
technologies to capture market share.

Technology &
Systems

The level of technology change is    High

  Although labour is the primary input in the Laboratory Testing
Services industry in Canada, operators are dependent on various
machines, computers and technological processes.

 

Technological developments that have occurred in this industry have increased the speed of processes,
eliminated steps in experimentation, automated manual processes and reduced the need for labour.

Technological advances affect the way tests are performed and expand the range of tests available.
However, due to industry operators testing a wide range of products, technological developments tend to
affect individual industry segments rather than the industry as a whole. For example, the development of
the real-time PCR machine, which is often used in food safety testing to detect specific sequences of
DNA indicative of target pathogens, has reduced the need to repeat certain experimental processes. In
recent years, the usage of liquid chromatography/mass spectrometry (LC/MS), which offers the ability to
monitor numerous contaminants in a single run, has greatly improved, enabling the detection of lower
levels of contaminants with less sample preparation. These technological improvements have therefore
enhanced the ability of operators to detect pathogens in a shorter time frame.

Technological advancement has also increased the pace of automation, reducing the need for labour. The
use of computer technology and internet connectivity have increased the accuracy of testing and the
ability to analyze complex data sets, simplifying some previously labour-intensive tasks. Furthermore,
laboratory robotics systems are able to perform functions that can be programmed to meet specific
laboratory needs. As a result, industry operators have become more dependent on complex software
necessary to process the expanding data sets that have accompanied technological advances.

Revenue Volatility The level of volatility is    Medium

The Laboratory Testing Services industry in Canada has a moderate level of revenue volatility. While
having a diversified client base helps to reduce industry volatility, some segments are more volatile than
others. In addition, pharmaceutical companies can perform in-house testing instead of outsourcing it to
third-party providers, thus potentially stymying demand for industry services. Furthermore, clinical
laboratory testing for the medical profession and laboratory testing for the veterinary profession is not
included in the industry. Moreover, more technical services such as pipeline aerial inspections and power
line visual inspections are excluded from this industry.

Typically, while economic downturns will reduce consumer spending, corporate profit and, in turn,
research and development spending, the existence of government regulation supports industry revenue.
However, due to the Canadian economy entering a recession in 2015 due to the collapse of commodity
prices, industry revenue has experienced a similar plummet. Consequently, industry revenue declined in
2015 and 2016, experiencing its strongest growth in 2018 as corporate profit, research and development
expenditure and the world price of crude oil expanded that same year. This is because energy testing, one
of the largest services provided by the industry, encompasses gas analysis and oil sands solutions, which
declines as a result of decreased exploration and investment due to low oil prices. However, with the
majority of these demand determinants declining in 2019, coupled with the COVID-19 (coronavirus)
pandemic, industry revenue continued to decline in 2019 and 2020.

The coronavirus pandemic is expected to hinder industry revenue in a similar way as the commodity price
collapse back in 2015. This is due to the global economy experiencing a lockdown, with governments
imposing restrictions on international trade, businesses enduring supply chain disruptions and the
pandemic slowing overall productivity in the industry's key markets. As a result, with the energy,
manufacturing, construction and health sector experiencing a strong effect from the pandemic, industry
revenue is projected to decline in 2020. IBISWorld expects industry revenue volatility to remain moderate
over the five years to 2025. However, any unforeseen regulation changes or protocols due to the
coronavirus pandemic may pose a threat to industry revenue. Moreover, any delays in the economy
recovering, commodity prices normalizing and decreased investment from government funding may
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hinder industry growth over the next five years.

 

Regulation & Policy The level of regulation is    Medium  and the trend is  Steady

The Laboratory Testing Services industry in Canada is subject to regulation from the government up to
the international level. At the international level, laboratory accreditation is governed by ISO/IEC 17025,
the global standard developed for testing and calibration laboratories. Released in 2005 as an update to
the original 1999 version, the standard comprises five elements, which include scope, normative
references, terms and definitions, management requirements and technical requirements. The standard's
two most important sections are management requirements and technical requirements. Management
requirements govern the operation and effectiveness of the quality management system within the
laboratories. Technical requirements are related to the accuracy and reliability and of tests and
calibrations performed in laboratories. This includes the competence of staff, environment control,
testing methodology, equipment and measurement traceability and reporting of test and calibration
results.

The regulations outlined in ISO/IEC 17025 are widely accepted internationally and are monitored by
regional evaluation accreditation bodies governed by the International Laboratory Accreditation
Cooperation (ILAC). In Canada, the main accreditation body is the Standards Council of Canada (SCC), a
government corporation that promotes efficient and effective voluntary standardization. Accreditation
from this body, among others, is necessary for the testing services of laboratories to be accepted
domestically and internationally. The SCC also works with several other bodies to provide accreditation,
including the Program for the Accreditation of Laboratories-Canada (PALCAN) and the National Research
Council of Canada (NRC) Calibration Laboratory Assessment Service (CLAS). CLAS provides quality
system and technical assessment services, as well as certification of specific measurement capabilities
of calibration laboratories in support of the Canadian National Measurement System.

Accredited laboratories are periodically reevaluated to ensure that they are complying with requirements
and maintaining standards. Laboratories may also be required to participate in proficiency testing
programs between reassessments to demonstrate their competence. In addition to these industry
specific regulations, laboratories are required to comply with government regulation related to labour
standards and other matters.

Industry Assistance The level of industry assistance is    Low  and the trend is  Steady

The Laboratory Testing Services industry in Canada does not receive any government subsidies or tax
breaks. However, the Standards Council of Canada (SCC) works to promote efficient and effective
voluntary standardization among laboratories. Other organizations involved in delivering accreditation
and industry testing include the Canadian Association for Laboratory Accreditation (CALA) and the
Canadian Council of Independent Laboratories (CCIL). Furthermore, the industry is susceptible to the
performance of its downstream markets, with government assistance and aid for key clients supporting
industry performance.

Economic response

With the recent COVID-19 (coronavirus) pandemic, the Department of Finance Canada announced a new
set of economic measures to help stabilize the economy through Canada's COVID-19 Economic
Response Plan in March 2020. Such economic measures include emergency care benefits, tax filing
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extensions, a 10.0% wage subsidy for small businesses and up to a six-month payment deferral for
mortgages. These are expected to support consumers during times of uncertainty and support operators
to remain in business. Furthermore, the Government of Canada announced the Canadian Emergency
Wage Subsidy (CEWS) in March 2020, providing up to 75.0% of remuneration to eligible applicants. In
addition, employers who are eligible for the CEWS are entitled to receive a 100.0% refund for certain
employer contributions to Employment Insurance, the Canada Pension Plan, the Quebec Pension Plan
and the Quebec Parental Insurance Plan paid in respect of employees who are on leave with pay.

With about 80.0% of establishments employing fewer than 20 workers in 2020, according to IBISWorld
and Statistics Canada estimates, the Canada Emergency Business Account (CEBA) provides further
assistance for operators. The federal government is guaranteeing bank loans for small businesses and
has been implemented by eligible financial institutions in cooperation with Export Development Canada.
The CEBA program is intended to assist with operating costs during the coronavirus pandemic. Through a
new Business Credit Availability Program, Business Development Bank of Canada and Export
Development Canada are providing more than $40.0 billion in loans and other forms of credit support and
enhancement at market rates to businesses with viable business models.

More recently, the Canadian Enterprise Emergency Funding Corporation (CEEFC), a subsidiary of Canada
Development Investment Corporation (CDEV), has been mandated to implement the Government of
Canada's Large Employer Emergency Financing Facility (LEEFF) in cooperation with Innovation, Science
and Economic Development Canada and the Department of Finance. With CDEV and CEEFC now being a
part of Canada's COVID-19 Economic Response Plan, the LEEFF program will provide emergency funding
support for large Canadian enterprises facing financial challenges during the pandemic. This support is
limited to businesses generating $300.0 million or more in annual revenue and require a minimum loan
size of about $60.0 million.

In addition, the government is establishing a Business Credit Availability Program (BCAP) to provide more
than $10.0 billion of additional support to businesses. The program will further support financing in the
private sector through the Business Development Bank of Canada (BDC) and Export Development Canada
(EDC). Under this program, BDC and EDC will enhance their cooperation with private sector lenders to
coordinate financing and credit insurance solutions for Canadian businesses. Moreover, Farm Credit
Canada has received an enhancement to its capital base that will grant for an additional $5.0 billion in
lending capacity in March 2020 to support the producers, agribusinesses and food processors. This is
expected to assist the overall agriculture sector to remove the threat of food shortages and support
ongoing operations during times of uncertainty.
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Key Statistics
Industry Data

 
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Research and
development

expenditure  ($b)
2011 2,830 1,541 3,447 2,932 17,442 N/A N/A 1,109 N/A 29.2
2012 3,203 1,719 3,381 2,861 18,906 N/A N/A 1,207 N/A 29.2
2013 2,748 1,489 3,189 2,683 16,567 N/A N/A 1,059 N/A 29.0
2014 2,646 1,455 3,224 2,703 15,897 N/A N/A 1,039 N/A 30.1
2015 2,392 1,325 3,120 2,604 14,531 N/A N/A 975 N/A 29.4
2016 2,058 1,141 3,100 2,579 12,656 N/A N/A 869 N/A 29.7
2017 2,078 1,167 3,034 2,517 12,852 N/A N/A 849 N/A 29.0
2018 2,243 1,278 3,239 2,686 14,058 N/A N/A 933 N/A 30.5
2019 2,197 1,268 3,055 2,532 14,633 N/A N/A 971 N/A 31.0
2020 1,948 1,114 2,892 2,406 13,388 N/A N/A 883 N/A 31.4
2021 2,114 1,221 2,968 2,459 14,070 N/A N/A 934 N/A 31.8
2022 2,211 1,284 3,002 2,482 14,448 N/A N/A 962 N/A 32.2
2023 2,267 1,320 3,025 2,497 14,695 N/A N/A 980 N/A 32.7
2024 2,305 1,348 3,040 2,508 14,925 N/A N/A 996 N/A 33.1
2025 2,334 1,369 3,057 2,521 15,124 N/A N/A 1,009 N/A 33.5

Annual Change

 
i Revenue

(%)
i IVA

(%)
i Establishments

(%)
i Enterprises

(%)
i Employment

(%)
i Exports

(%)
i Imports

(%)
i Wages

(%)

i Domestic
Demand

(%)

i Research and
development

expenditure  (%)
2011 5.27 2.82 -4.71 -5.18 1.61 N/A N/A 2.69 N/A 2.45
2012 13.2 11.5 -1.92 -2.43 8.39 N/A N/A 8.83 N/A 0.00
2013 -14.2 -13.4 -5.68 -6.23 -12.4 N/A N/A -12.2 N/A -0.69
2014 -3.72 -2.28 1.09 0.74 -4.05 N/A N/A -1.87 N/A 3.79
2015 -9.59 -8.93 -3.23 -3.67 -8.60 N/A N/A -6.22 N/A -2.33
2016 -14.0 -13.9 -0.65 -0.97 -12.9 N/A N/A -10.8 N/A 1.02
2017 1.00 2.24 -2.13 -2.41 1.54 N/A N/A -2.32 N/A -2.36
2018 7.91 9.47 6.75 6.71 9.38 N/A N/A 9.94 N/A 5.17
2019 -2.06 -0.73 -5.69 -5.74 4.09 N/A N/A 4.00 N/A 1.63
2020 -11.3 -12.2 -5.34 -4.98 -8.51 N/A N/A -9.07 N/A 1.29
2021 8.51 9.54 2.62 2.20 5.09 N/A N/A 5.76 N/A 1.27
2022 4.56 5.16 1.14 0.93 2.68 N/A N/A 3.07 N/A 1.25
2023 2.53 2.81 0.76 0.60 1.70 N/A N/A 1.87 N/A 1.55
2024 1.67 2.09 0.49 0.44 1.56 N/A N/A 1.59 N/A 1.22
2025 1.26 1.58 0.55 0.51 1.33 N/A N/A 1.31 N/A 1.20

Key Ratios

 
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(units) Average Wage  ($)

2011 54.5 N/A N/A 162 39.2 5.06 63,559
2012 53.7 N/A N/A 169 37.7 5.59 63,816
2013 54.2 N/A N/A 166 38.5 5.20 63,928
2014 55.0 N/A N/A 166 39.3 4.93 65,377
2015 55.4 N/A N/A 165 40.7 4.66 67,077
2016 55.5 N/A N/A 163 42.2 4.08 68,671
2017 56.1 N/A N/A 162 40.8 4.24 66,060
2018 57.0 N/A N/A 160 41.6 4.34 66,396
2019 57.7 N/A N/A 150 44.2 4.79 66,343
2020 57.2 N/A N/A 146 45.3 4.63 65,940
2021 57.7 N/A N/A 150 44.2 4.74 66,361
2022 58.1 N/A N/A 153 43.5 4.81 66,611
2023 58.2 N/A N/A 154 43.2 4.86 66,717
2024 58.5 N/A N/A 154 43.2 4.91 66,734
2025 58.6 N/A N/A 154 43.2 4.95 66,722
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Additional Resources Standards Council of Canada
http://www.scc.ca

National Research Council Canada
http://www.nrc-cnrc.gc.ca

International Laboratory Accreditation Cooperation
http://www.ilac.org

Canadian Council of Independent Laboratories
http://www.ccil.com

CALA Inc.
http://www.cala.ca

Statistics Canada
http://www.statcan.gc.ca

Industry Jargon CALIBRATION
A test that establishes the relationship between the values of quantities indicated by a measuring
instrument and the corresponding values realized.

CERTIFICATION
Confirmation that a product has passed a certain test.

RESEARCH AND DEVELOPMENT (R&D)
Creative work undertaken by a company to increase knowledge that can be applied to developing a new
product or improving an existing one.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it
is easy for new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on
labour. IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital
intensity is more than $0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of
labour; low is less than $0.125 of capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the
current year (i.e. year published) as the base year. This removes the impact of changes in the purchasing
power of the dollar, leaving only the "real" growth or decline in industry metrics. The inflation adjustments
in IBISWorld’s reports are made using Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived
by adding imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners,
managers and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one
or more establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location
where business is conducted or where services or industrial operations are performed. Multiple
establishments under common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in Canada.
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INDUSTRY CONCENTRATION
An indicator of the dominance of the top four players in an industry. Concentration is considered high if
the top players account for more than 70% of industry revenue. Medium is 40% to 70% of industry
revenue. Low is less than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on
production; all other operating income from outside the firm (such as commission income, repair and
service income, and rent, leasing and hiring income); and capital work done by rental or lease. Receipts
from interest royalties, dividends and the sale of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services
used in production. IVA is also described as the industry's contribution to GDP, or profit plus wages and
depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic
demand. For exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%.
Imports/domestic demand: low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life
cycle by considering its growth rate (measured by IVA) compared with GDP; the growth rate of the
number of establishments; the amount of change the industry's products are undergoing; the rate of
technological change; and the level of customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by
self-employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is
calculated as revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB <br/> Atlantic | NB, NS, PE, NL <br/> Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five
years. Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is
±3% to ±10%; and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.
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