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Manufacturing MINUTE 

Even as the current stop-and-start economic 
recovery drifts on, manufacturers have an 
opportunity to dramatically reinvent their 
organizations – by rethinking operations, processes 
and products; capturing new customers; 
restructuring supply and distribution networks; and 
reinvigorating their workforces with new leadership 
and skills and their facilities with equipment 
investments. This will be a defining moment for 
U.S. manufacturers – or at least for those that 
leverage four key opportunities for growth: 
 

 Innovating new products and processes 
 Expanding globally 
 Attracting and retaining talent 
 Investing in the right technology and 

equipment 
 
Innovating New Products and Processes 
Customers now expect new products with more 
features, at lower costs, and faster than ever – 
leaving manufacturers with ever-shrinking launch - 
and profit-windows for innovation. Even more 
difficult is the fact that customers now interpret 
“value” as extending well beyond the product itself, 
and as including a total package of services, 
support and information. And if that’s not tough 
enough, manufacturers must also reinvent how 
they deliver goods and support customers for the 
entire product lifecycle. 
 
Yet despite these new demands, many 
manufacturers still have trouble efficiently and 
effectively designing and delivering new products. 
Only 12 percent of manufacturers commercialize 
more than 50 percent of their research and 
development (R&D) investments, and far fewer 
manufacturers turn R&D investments into game-
changing market breakthroughs. 
 
One common challenge for manufacturers is 
determining where to apply their innovation R&D. 
Can your company identify the risks and rewards of 
potential new products (market acceptance, 

regulatory hurdles, emerging competitive threats)? 
Benchmarking your new-product development 
processes against the best in your industry and 
others for skills, technologies and intellectual 
property can highlight your strengths (and how to 
capitalize on them) as well as weaknesses 
(improvement opportunities). In addition, you’ll find 
that many organizations are funding innovation this 
year with national, state and local incentives and 
credits (e.g., U.S. federal and state R&D Tax 
Credits allow companies to reduce their tax liability 
by often as much as 20% of their qualified spending 
to develop new and improved products, processes, 
and services). 
 
It’s important to remember, too, that process 
innovation is every bit as important to customers as 
product innovation. Improving what you offer your 
customers while also lowering costs and eliminating 
waste allows delivery of new products on time, and 
with adequate support and information. Key areas 
to review include: 
 

 Product-development process: Moving 
efficiently from product designs through 
ramp-up to full production, with a focus on 
eliminating repeated revisions that steal 
time and profit from launches. 

 Demand-planning process: Accurately 
estimating the demand for new products 
rather than throwing new products over the 
factory wall and hoping they sell. 

 Supply-chain process: Actively engaging 
partners – tooling vendors, suppliers, 
logistics/distribution firms and technology 
service providers – to support innovation 
efforts. 

 
Every manufacturing executive loves innovation, 
but few track the innovation process as rigorously 
as they do sales, finance or production. Innovation 
requires the same measurement, management and 
improvement to ensure maximum returns. 
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Expanding Globally 
U.S. manufacturers are increasingly interested in 
global opportunities. In fact, for many firms, going 
global is no longer an opportunity or option, but a 
necessity; global distribution and sales are often 
key drivers of profitability thanks to overseas 
demand. Other manufacturers follow existing 
customers to new markets to retain their loyalties, 
or look internationally for low-cost components and 
outsourcing. But regardless of the reasons behind 
individual global strategies, all require careful 
monitoring of activities not traditionally managed 
within the scope of manufacturing. 
 
Launching or growing an international sales 
initiative, for example, typically requires detailed 
analysis of three critical components: 
 

 Market partners: Develop an informed 
perspective from within a country of how to 
navigate new markets – including which 
firms (distributors, wholesalers, retailers) 
with which to align. New overseas 
relationships often start as marketing 
alliances, evolving into more formal 
relationships once success milestones are 
reached. But it’s difficult to evaluate new 
partners from a boardroom thousands of 
miles away. 

 Where to sell: Even if demand in a new 
market appears substantial, a company still 
requires a deep understanding of the 
financial factors that will impact the 
profitability of those potential sales. Identify 
and quantify customs duties, tax structures, 
trade restrictions and currency-exchange 
issues that may apply to your products and 
could, ultimately, limit profits. A physical 
presence in-country offers additional 
challenges, requiring local infrastructure 
and knowledge of legal and cultural issues. 
All these factors add costs that can quickly 
erode profitability despite higher sales. 
 

 Product regulations: Many manufacturers 
find that they can’t sell products in current 
configurations in specific countries due to 
local regulatory standards (e.g., many food 
products sold in the United States cannot be 
sold in the EU). Regulations may govern 
material within the product (e.g., Restriction 
on Hazardous Substance Directives); 
reliability standards specific to industry and 
products; and marketing regulations for 
labeling and packaging, etc. At the same 
time, emerging green regulations around 
the world may eventually require product-
specific carbon-footprint reporting. Firms 
also can run into unusual factors – for 
example, transportation restrictions in some 
European markets will limit the transport of 
heavy goods, such as machinery, to certain 
hours or days of the week, or prohibit 
access altogether. 

 
Global sourcing offers similar rewards and risks. 
Can your organization identify the “total cost” of 
working with an overseas supplier – tangible 
(shipping costs, customs) as well as intangible 
(management resources to align new suppliers, 
tooling assistance, inventory carrying costs)? Even 
if rewards appear substantial, be aware of the 
potential dangers – inferior quality as a new 
supplier ramps up, disrupted deliveries due to 
component shortages, or potential loss of 
intellectual property. 
 
Global expansion is rapidly becoming a must for 
U.S. manufacturers; in 2011, one-quarter of U.S. 
manufacturing plants reported that they sold goods 
overseas, and 79 percent of plants imported 
materials and components. 2 Can your company 
grow its global opportunities – profitably? 
 
Attracting and Retaining Talent  
Manufacturers are optimistic about their prospects 
for 2012: U.S. manufacturing plants expect 
revenues to increase by 10 percent (median), 
supported by a 5.7 percent (median) anticipated 
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increase in workforce sizes. 3 Yet many of these 
same manufacturers have identified emerging skills 
shortages among their workers – 39 percent of 
manufacturers report that they do not have the 
skilled leadership and talent to drive continuous 
operations improvement into the next generation.4 
This makes it even more important that 
manufacturers make the right hires in the right 
ways to leverage human capital for growth, as well 
as maintain bench strength as competition for 
talent increases: 
 

 Assessing organizational skills: Identify 
where new skills will offer the biggest bang 
for your buck. Even if the economy booms, 
few manufacturers can staff up quickly 
across all departments. Where will talented 
new workers and executives make the 
biggest impact in your company; and what 
new product or process opportunities 
emerge that can’t be addressed with current 
talent? For example, rapid development of 
hybrid and electric vehicles in the 
transportation industry has spurred an 
aggressive search for new talent to develop, 
market and service new technologies. 

 Compensation and benefits packages: 
Hiring is more competitive than ever, 
requiring attractive (yet cost-competitive) 
compensation packages that secure top 
talent and keep your top performers 
satisfied. For many manufacturers, it’s been 
years since they last reviewed their 
compensation packages vs. local, regional 
and industry competitors. Consider 
innovative arrangements for both new 
talent (base salary structure, annual 
incentive and long-term incentive plan 
design, fringe benefits, etc.) as well as 
current executives and associates. 

 Flexible staffing: Given the uncertain 
nature of the economic recovery, many 
manufacturers are reluctant to lock in new 
full-time hires. Examine the potential for 
your firm to contract cost-effectively for 

skills on an as-needed basis, migrating 
talent from temporary to permanent status 
as needed. Make sure, too, that flexible 
staffing arrangements are compliant with 
labor- and tax-law requirements. 

 Government incentives: Leverage 
government incentives and tax credits to 
offset the costs of a growing workforce. For 
example, many manufacturers took 
advantage of the 2011 Work Opportunity 
Tax Credit (WO TC), which offered 
incentives for private-sector businesses to 
hire individuals from nine target groups, 
Organizations may be able to leverage this 
credit again in 2012 (if it’s extended), as 
well as workforce credits in specific states. 
Be certain, too, that human resource 
professionals access all applicable 
government funding, incentives and 
programs for workforce training. 

 Leadership succession: Manufacturing 
faces a leadership transition as baby 
boomer executives retire. Every firm 
should have a succession plan for key 
leadership, and be prepared for complex 
audits of retirement plans amid changing 
rules and regulations from the Internal 
Revenue Service and Department of Labor. 

 
Your company is probably already investing in new 
hires – or at least planning for growth – while 
fighting to retain talent. How many employees you 
hire and retain is important in 2012, but not nearly 
as critical as who and how. 
 
Investing in the Right Technology and 
Equipment 
Manufacturers have kept buying equipment in 
recent years, but all too often they’ve been cherry-
picking bargains at used machine auctions. That’s 
been a thrifty strategy to support current 
capabilities, but when recovery takes hold, only 
manufacturers with up-to-date facilities and 
equipment will be able to meet surging demand.  
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The vast majority of manufacturers don’t have 
business systems and equipment in place to 
support strategic initiatives. For example, only 18 
percent of U.S. manufacturers have state-of-the-art 
business systems and equipment in place to provide 
long-term support for world-class customer-focused 
innovation. And only 11 percent have business 
systems for world-class supply-chain management.  
 
Your company, like many others, is likely preparing 
to invest in facilities and equipment. It’s critical, 
though, that you carefully evaluate such spending: 
 

 Equipment need: Determine if a capital 
expenditure is discretionary or necessary – 
or game-changing. Dilapidated equipment 
that puts customer deliveries in jeopardy 
requires action now. Other capital 
expenditures may provide opportunities for 
growth in the future. Some apparel 
companies, for example, are installing 
equipment that weaves complete garments 
from yarns, rather than cutting and sewing 
pieces of material. 

 Impact on operations and customers: 
Evaluate a capital expenditure based on its 
ability to improve service to existing and 
potential customers. Similarly assess its 
effect on operations – minimizing downtime, 
boosting quality or improving workforce 
safety. 

 Location: Growth-oriented equipment 
investments might best be applied in your 
own facilities, but also carefully consider if 
trusted suppliers – with technological 
expertise – might operate them more 
efficiently. 

 
Equipment and facility options need to be carefully 
examined to determine the lowest possible total 
cost of ownership (TCO), the best location for those 
assets (which company facilities or, possibly, which 
facility among your supply chain), and the best 
financial arrangement (lease or purchase 
equipment). Similarly consider if you should fund 

equipment purchases for suppliers or if customers 
might be willing to fund your machines dedicated to 
their parts and components. Capital investment 
plans should include cost-segregation techniques to 
identify and reclassify assets, shortening the 
depreciation time (and minimizing tax obligations). 
Asset strategies should also leverage available 
government incentives and credits related to 
equipment acquisitions, such as bonus 
depreciations that allow manufacturers to write off 
all or part of an investment. 
 
New equipment will surely be required for growth; 
make sure you achieve optimal TCO. 
 
Conclusion 
In the coming months, we’ll examine each of these 
manufacturing opportunities in more detail, helping 
you to address critical questions that will determine 
the success (or struggles) of your firm for years to 
come. BDO will examine the risks and rewards 
associated with each of these opportunities for 
growth, looking across industries to identify new 
strategies and tactics that drive improvement and 
profitability. 
 
 
 
Manufacturing Minute is provided by GBQ’s 
Manufacturing Team for our clients and other 
interested persons upon request. Since technical 
information is presented in generalized fashion, no 
final conclusion on these topics should be made 
without further review.  

These articles were written by and published herein 
with the permission from professionals of BDO USA, 
LLP. GBQ is a member of the BDO Seidman 
Alliance, a nationwide association of independently 
owned accounting and consulting firms.  


