
MANUFACTURING INSIDER

VOLUME 8  : :  ISSUE 4

In This Issue:

Pitfalls For Small/Medium Sized Entities On The Path 
To Sustainable Growth

North American Automotive Production Forecast Summary - Q3 2016

Committing To Cybersecurity 

Current State Of The Manufacturing Industry

An independent member of UHY International

The next level
of service

Continued on Page 2...

PITFALLS FOR SMALL/MEDIUM SIZED ENTITIES 
ON THE PATH TO SUSTAINABLE GROWTH

Like all business owners know, being 
an entrepreneur comes with lots 
of challenges but certainly with its 
share of rewards. Whether it is a 
small, mid-sized, or large entity, all 
stakeholders want to see continued 
profits and growth. However, in the 
case of small and medium- sized 
entities (SMEs), achieving those 
metrics is easier said than done. 
Although SME growth can’t be 

journey. Avoid the incorrect assumption 
that one’s entity is too small to require a 
budget or that the owner “knows it all” 
and they are not required to put in the 
effort to budget for the next 6/12/24 
months. Here are some reasons why a 
well thought out budget is important:

• A budget will help identify future 
trends that may require additional 
levels of working capital in a business 
to support the future growth. It will 
be a useful tool to identify increased 
cash needs and timing of distributions 
to owners.

• In certain situations, based on the 
underlying business, a budget 
will help identify situations where 
operational decisions such as 
additional hiring or headcount 
reductions may be necessary. 

• A budget/forecast will also be useful 
in the company’s efforts to secure 
financing as it is a document that is 
frequently requested from financing 
sources. 

Offsetting these benefits in almost all 
situations, administrative costs are a 
clear concern for SMEs. 

specifically broken down to a science,   
we can take a look at a few pitfalls that 
can be avoided. 

DON’T GO FOR GROWTH WITHOUT 
THE RIGHT BUDGET 
While all business owners will dream 
of accelerated revenue growth, it is 
important for SME owners to remember 
to start with the most basic rules of 
creating a budget at the onset of their 
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Accordingly, an owner may try to keep a 
skeleton internal accounting group that 
is neither concentrating on budgeting 
nor has the skillset to properly put a 
budget/forecast together. Owners that 
are more sophisticated than their peers 
will sometimes hire external consultants 
or ask their accountants for help in 
this area. This is almost always a good 
idea for any business. Getting input 
from trusted advisors who have more 
experience with these concepts and 
have insight into the company will   
allow a business owner to do what      
he does best, concentrate on running 
their business and leave the budgeting 
and forecasting to those qualified 
to do so. 

Here are some points to capture when 
putting together a proper budget:

• Budgets/forecasts need to be 
reasonable and realizable. They 
should be living documents that are 
updated for changes in the business 
activities and should be built on 
prior experience, expected customer 
behavior and should reflect the 
owner/operator’s future plans. 

• As briefly mentioned, a SME owner 
should review the skillset of those 
preparing the budget and make 
sure to get input from their outside 
accountants.

• An increase in revenues comes 
with a corresponding increase in 

demands on the labor force. Adding 
full time employees comes with not 
only increased salaries but also with 
increased benefits and fringe costs. 
These costs should all be reflected in 
the formal budget.

• A successful budget process also 
involves a careful analysis of the SME’s 
cash flow needs. As the top line 
grows, what we typically see is that 
the company’s cash resources end 
up getting tied up in inventory and 
accounts receivable. Depending on 
how long it takes for the company to 
collect on their receivables and turn 
the inventory to cash in the bank, the 
SME may experience a cash crunch in 
times of rapid expansion. 



UHY LLP MANUFACTURING INSIDER   3

• Price increases for the company’s 
products as well as price increases 
from the company’s suppliers should 
be considered in the budget. As the 
company’s results improve, it should 
be expected that the suppliers 

 would participate in that growth 
 to a certain degree. 

NOT ALL GROWTH IS 
GOOD GROWTH
The ability for the SME to achieve 
increased revenues is dependent on 
some very important points:

• The ability to secure the continued 
supply of raw materials and resources.

• Building and nurturing productive 
relationships with the SME’s new and 
existing suppliers. 

• Staying ahead of changes in consumer 
behaviors and demands.

• Ensuring the employees are properly 
compensated and rewarded for the 
upside in the business activities.

As mentioned above, in their budget, 
the SME should be sure to build in 
price increases from suppliers. Along 
those same lines, supplier incentives, 
co-op advertising requests, rebates and 
chargebacks are all tools that a supplier 
will use against a growing SME. In order 
to ensure that there is no disruption to 
the supply chain, these considerations 
should be reflected in the SME’s 
financial plans. 

Here is an example of what can happen 
when the SME fails to consider the 
behavior from its suppliers:

The SME gets a large new contract that 
includes special pricing for a global 
retailer with thousands of locations 
across the world. The contract has 
special pricing provisions and gives 
customers the ability to send the product 
back for a full refund with an extended 
return period as well as providing the 
customer with 90 day payment terms 
instead of the SME’s usual 30 days. In 
this situation, the SME has achieved a 
significant amount of revenue growth…
but at what cost? Once looked at 
beyond the surface, one will note that 

this growth has come at the expense of:
• thinner margins (special pricing), 
• increased time to get paid on invoices 

resulting in increased working capital 
needs (increased payment terms) 

• increased exposure to product returns, 
• increased employee costs and 

decreased productivity due to 
increased workload.

In a case such as the above, it is 
important for the operators of an SME 
to get employee buy-in for the added 
workload. It is also important to level 
set employee expectations (especially in 
SMEs) and manage their perceptions. 
The added effort by employees should 
result in financial rewards to avoid the 
risk of having a resource crunch at a 
time of rapid expansion. So remember – 
not all revenue is good revenue.

SPEND CASH FOR THE 
RIGHT REASONS
The budget/financial plan we discussed 
above should be driving how much cash 
should be reinvested in the business. 
Also as discussed above, increased 
revenues and resulting earnings should 
equate to increased compensation for 
the company’s most productive workers. 
Bonuses for successful years will result 
in increased employee satisfaction and 
minimize turnover. This will result in 
further savings to the company in 
terms of reduced recruiting fees and 
legal costs. 

In times of rapid expansion, SME 
owners also need to reevaluate their 
banking arrangements. It is crucial that 
the banking relationships that exist 
from prior years are able to support 
the growth of the business. If the 
banking arrangements have covenants 
that are too restrictive, there may be 
unnecessary costs (covenant waivers, 
payment of increased default rates, 
etc.) to the business. The SME should 
have conversations with its bankers to 
renegotiate increased lines and better 
terms in years of revenue expansion. 

Lastly, the budget/financial plan should 
also be discussed with the SME’s tax 
advisor for the right tax planning advice. 

Many times, SMEs fall into the trap of 
finishing off a tremendous year only 
to face a tremendous tax liability and 
possibly penalties with interest for 
missed estimated payments to taxing 
authorities. A projected increase in 
business should be followed by a visit 
from the outside accountant and a 
review of the projections to ensure that 
all tax implications are discussed earlier 
on in the process.

The engine of economic growth for our 
country is most certainly the millions of 
SMEs that range from startup entities 
with no revenues to entities with 
hundreds of employees and millions in 
annual revenues. It is important to keep 
these considerations in mind throughout 
the lifecycle of an SME and have the 
necessary discussions with your trusted 
advisors to avoid the pitfalls and achieve 
the growth targets. 

Mehmet Sengulen, Managing Director 
(New York, NY)

A projected increase 
in business should be 
followed by a visit 
from the outside 
accountant and 
a review of the 
projections to 
ensure that all tax 
implications are 
discussed earlier on 
in the process.
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Summary includes economic outlook, light vehicle sales outlook, current production drivers, production capacity and long-term trend, 
model launches and investments.

NORTH AMERICA ECONOMIC OUTLOOK
• US – The near-term forecast for the US is largely unchanged. However, weak business investment is expected to constrain capital 

accumulation and productivity growth over the medium to long run. 
•  Canada – The outlook for GDP growth for Canada is stable this month with only very minor changes to 2017 (reduction of 0.1 ppt). 

On the heels of real wage growth and rising employment, near-term consumer spending is expected to be stronger, with increases 
to both in 2016 and 2017 by 0.5 ppts.  

• Mexico – Revisions to Q1 and Q2 GDP data in Mexico have lowered expectations for growth in 2016 by 0.3 ppt from last month. 
Minor reductions (0.1-0.2 ppt) to GDP growth in 2017 and 2018.

NORTH AMERICAN AUTOMOTIVE PRODUCTION FORECAST SUMMARY - Q3 2016

Source: Oxford Economics, LMC Automotive

GDP GROWTH
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NORTH AMERICAN AUTOMOTIVE PRODUCTION FORECAST SUMMARY - Q3 2016
NORTH AMERICA LIGHT VEHICLE SALES OUTLOOK

CURRENT NA PRODUCTION DRIVERS

Source: LMC Automotive

GDP GROWTH
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• Demand driven growth adds stability layer
• Localization and exports drive production expansion - utilization remains 90%

NORTH AMERICA PRODUCTION AND CAPACITY LONG-TERM TREND

NORTH AMERICA PRODUCTION – MODEL LAUNCHES

Source: LMC Automotive
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INVESTMENT POURS INTO NORTH AMERICA

Investment in Mexico:
• BMW – San Luis Potosi
• Daimler – Aguascalientes (COMPAS) w/ Renault-Nissan
• FCA – Toluca
• Ford – Cuautitlan, San Luis Potosi
• Hyundai – Monterrey
• Mazda – Salamanca
• Renault-Nissan – Aguascalientes 2 & COMPAS
• Toyota – Guanajuato, Baja
• Volkswagen – San Jose Chiapa

Investment in the US:
• BMW – Spartanburg 
• Daimler – North Charleston (DG) 2
• Faraday Future – North Las Vegas
• FCA – Belvidere, Toledo North
• Fuji Heavy – Lafayette
• Geely – Ridgeville
• GM – GM Van, Hamtramck, Lansing Grand River, Spring Hill
• Honda – Greensburg
• Hyundai – Montgomery
• Tesla – Fremont (Tesla)
• Toyota – Georgetown 3, Tupelo
• Volkswagen – Chattanooga

Source: LMC Automotive
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CYBERCRIME IS A SERIOUS ISSUE THAT 
THREATENS EVERYONE—NO MATTER WHAT 
TYPE OF BUSINESS YOU’RE IN.
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COMMITTING TO CYBERSECURITY 
PREPARING FOR THE INEVITABLE DATA BREACH

What if your credentials were used to 
commit an unauthorized wire transfer? 
What if your email account was used 
to share confidential corporate data 
that resulted in the loss of a business 
relationship or the initiation of an SEC 
investigation? Are your people, processes 
and technology pillars aligned so you 
have assurance that your business is 
reasonably protected against cyber 
criminals? Can you measure, view and 
continuously improve your cybersecurity 
posture? If your answer is no, what does 
this mean for your businesses?

Cybersecurity is high on the agendas of 
boards and audit committees because 
cybercrime is a serious issue that 
threatens everyone—no matter what 
type of business you’re in. Regardless of 
company size, security breaches result in 
reputational damage, material business 
disruption and increased regulatory 
scrutiny. If you think the manufacturing 
industry is not a target for cybercrime; 
think again. 

MANUFACTURING UPDATE ON 
CYBERSECURITY
According to IBM’s 2016 Cyber Security 
Intelligence Index, manufacturing is 
the second most frequently hacked 
industry. As attackers have become 
more financially motivated, they appear 
to be less interested in hacking cars 
and more interested in monetizing 
their efforts through wire transfer 
fraud, corporate espionage and insider 
investment strategies. Cybersecurity 
incidents and data breaches are tightly 
linked as most cyber-related incidents also 
cause data breaches. Can you guarantee 
your company and customer data is 
secure? Will your customers want to 
continue to do business with you if their 
information is compromised?

THE COST
There have been several studies done to 
understand the cost of a data breach. 
The Ponemon Institute, in its 10th annual 
Cost of Data Breach Study: United 
States, surveyed 62 US companies 

in 16 industry sections after those 
companies experienced actual loss or 
theft of protected personal data. The 
Institute interviewed individuals at those 
companies over a ten-month period and 
estimated the average cost of each lost or 
stolen record had increased from $201 to 
$217. Considering the number of records 
compromised per breach are usually in 
the thousands, the total cost can be 
staggering.
The total average cost paid by 
organizations increased from $5.9 million 
to $6.5 million. According to the report, 
the number of breached records per 
incident this year ranged from 5,655 
to 96,550 records and the average 
number of breached records was 28,070 
(excluding breaches of over 100,000 
records). Another study, the 2015 Data 
Breach Investigations Report published 
by Verizon, is based on data provided by 

70 contributing organizations and covers 
79,790 security incidents worldwide 
across 61 countries. About two-thirds of 
the incidents reported were from the US. 
Would your company be able to recover 
from a breach with this type of negative 
financial impact?

MEETING THE CHALLENGE
‘Cybersecurity’ is the composite of 
people, processes and technology that 
are meant to protect corporate systems 
from attack, damage or unauthorized 
access. Today’s advanced persistent 
threats target people, not systems. 
Successful cybersecurity breaches are 
the result of human failure rather than 

Continued on Page 10...
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technology failure, yet 80 percent 
of security spending is on perimeter 
security (e.g. firewalls, antivirus) which 
is only effective for 30 percent of the 
risk. A strategic gap exists between 
security risks and security solutions. 
While we would all like to think that 
our employees, contractors, vendors 
and business partners can be trusted, a 
majority of cyber-attacks are attributed 
to “known-good” usernames and 
passwords of users that have been 
exploited. Your people are your greatest 
threat. One click is all it takes to 
compromise your company. 

GOVERNANCE AND RISK 
ASSESSMENT
An effective cybersecurity program 
must start from the top, but must also 
flow down to each employee in the 
organization. It is important to have a 
strong “tone at the top”. Cybersecurity 
should be incorporated in the enterprise 
risk management process as it impacts 
multiple risk areas (e.g. operational, 
financial and reputational). Increasingly, 
boards are playing an active role in 
oversight of the cybersecurity effort. 
A recent Senate bill, “Cybersecurity 
Disclosure Act” is currently in draft 
and will require boards to publically 
disclose their breaches. This proposed 
bill further highlights boards’ oversight 
responsibilities over cybersecurity. 
Boards need to engage outside 
cybersecurity expertise to independently 
assess their current risk approach and 
to develop a target for improvement. 
The National Institute of Standards and 
Technology (NIST) framework is perfectly 
suited for this task. UHY Advisors’ 
cybersecurity program assessment uses 
the NIST framework to evaluate current 
risks and provide meaningful insight on 
existing information security programs. 

THIRD PARTY AND VENDOR 
MANAGEMENT
As manufacturing companies are 
inherently more interconnected with 
each other for sharing data or access 
to systems with vendors, conducting 
a cybersecurity risk assessment of 
third-parties is a critical component to 

managing risk. In addition, you should 
ensure an effective vendor management 
program is in place to address due 
diligence over new vendors, contractual 
agreements, ongoing monitoring and 
termination of vendors.

TRAINING & AWARENESS
The most important firewall in the 
organization is the human firewall. 
It is important for you to train your 
employees against cyber and social 
engineering attacks such as targeted 
phishing campaigns, wire transfer scams 
and spoofing attacks. You should assess 
the effectiveness of current training and 
awareness programs, develop a new 
program to support business needs, and 
provide specialized training to address 
the areas of greatest concern to your 
company. Training should occur annually 
and be event-driven for recurring 
processes such as onboarding, new 
software provisioning and implementing 
new policies and procedures related to 
information security. People are your 
greatest asset, but they can also be 
your greatest weakness if not properly 
trained on cybersecurity risks.

INCIDENT RESPONSE PROGRAM
Manufacturers should designate a 
central incident response team to 
evaluate the effectiveness of existing 
incident response capabilities, identify 
opportunities for improvement and 
develop a target incident response 
program that meets the requirements 
of your business. If you rely on third 
party service providers, you also 
need a program that measures the 
associated cybersecurity risks of 
your vendors. Overall, the goal is to 
develop a program that effectively 
manages cybersecurity risk, provides 
evidence of internal controls, ensures 
compliance with government or industry 
regulations, and achieves consistency 
between customers and vendors.

CONCLUSION
Since cybersecurity is all about risk 
management, it is essential that the 
risk strategy be managed throughout 
the organization and not only within IT. 

The key to managing cybersecurity is to 
address the issue as a strategic business 
risk. Manufacturing organizations 
need to align their people, processes 
and technology so that employees and 
procedures are converted from the 
weakest link cyber risks to the strongest 
cybersecurity defense. Moving forward, 
you need to have the ability to measure, 
view and continuously improve your 
cybersecurity posture. 

David Allen King II, Senior Manager 
and Chad Creasman, Staff Consultant 
(Atlanta, GA)
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According to IBM’s 
2016 Cyber Security 
Intelligence Index, 
manufacturing is 
the second most 
frequently hacked 
industry.  
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According to a new Standard & Poor’s report there are 
two key indicators that will tell you what kind of shape 
the manufacturing industry is in. The first is the Institute 
for Supply Management’s manufacturing purchasing 
manager’s index and the second is the Federal Reserve’s 
Capacity Utilization Index for motor vehicles and parts. A 
reading above 50 percent for the ISM index indicates that 
manufacturing is expanding in the US, and below 50 means 
that it is contracting. History shows that each time since 
1983 that the index fell below 43 percent “speculative 
grade” automotive companies began to panic. Similarly any 
time the Fed’s utilization rate dropped below 72 percent 
during that period, it caused stress to automotive companies. 
Let’s take a look at where we stand as of August 2016.

CURRENT STATE OF THE MANUFACTURING INDUSTRY

ISM Purchasing 
Managers Index: 
49.4% 

Fed.Capacity 
Utilization Rate: 
74.8% 



www.uhy-us.com

Our firm provides the information in this newsletter as tax information and general business or economic information or analysis for educational purposes, and none of the information 
contained herein is intended to serve as a solicitation of any service or product. This information does not constitute the provision of legal advice, tax advice, accounting services, 
investment advice, or professional consulting of any kind. The information provided herein should not be used as a substitute for consultation with professional tax, accounting, legal, 
or other competent advisors. Before making any decision or taking any action, you should consult a professional advisor who has been provided with all pertinent facts relevant to your 
particular situation. Tax articles in this newsletter are not intended to be used, and cannot be used by any taxpayer, for the purpose of avoiding accuracy-related penalties that may be 
imposed on the taxpayer. The information is provided “as is,” with no assurance or guarantee of completeness, accuracy, or timeliness of the information, and without warranty of any 
kind, express or implied, including but not limited to warranties of performance, merchantability, and fitness for a particular purpose.   

UHY LLP is a licensed independent CPA firm that performs attest services in an alternative practice structure with UHY Advisors, Inc. and its subsidiary entities. UHY Advisors, Inc. provides 
tax and business consulting services through wholly owned subsidiary entities that operate under the name of “UHY Advisors.” UHY Advisors, Inc. and its subsidiary entities are not 
licensed CPA firms. UHY LLP and UHY Advisors, Inc. are U.S. members of Urbach Hacker Young International Limited, a UK company, and form part of the international UHY network of 
legally independent accounting and consulting firms. “UHY” is the brand name for the UHY international network. Any services described herein are provided by UHY LLP and/or UHY 
Advisors (as the case may be) and not by UHY or any other member firm of UHY. Neither UHY nor any member of UHY has any liability for services provided by other members.

©2016 UHY LLP. All rights reserved. [1016]

UHY LLP recognizes that manufacturing 
companies require their auditors, tax 
specialists and business advisors to add 
value to financial reporting activities. 
That is why we combine the strength 
of business and financial expertise with 
a hands-on, “shop floor” approach to 
solving complex business decisions in
these key segments:

• Aerospace & Defense       
• Distribution 
• Automotive Suppliers      
• Industrial Manufacturing
• Consumer Products

MANUFACTURING INDUSTRY INSIGHT

Our professionals are leaders in the 
industry and take the steps necessary 
to ensure our client’s future success by 
identifying and addressing new trends, 
accounting requirements and regulations. 
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