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COVID-19 DISRUPTION SIGNALS NEED FOR
MANUFACTURERS TO VIEW SUPPLY CHAIN
THROUGH WIDER LENSE
Nearly a year after the COVID-19 pandemic
shut down manufacturing plants across
the world, many manufacturers find
themselves in a similar position today.
Long lead times, fluctuating production
volumes and a multitude of supply chain
concerns continue to disrupt the industry.
The automotive industry has been impacted
particularly hard, highlighted by the
projected multi-billion-dollar losses driven
by the semiconductor chip shortage.
The COVID-19 pandemic shut down the
automotive industry in Q2 of 2020. Fearing
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a drop in demand, OEMs reduced
production volume forecasts, which
in turn reduced automotive orders for
semiconductor chips. As automotive
manufacturers reduced chip orders,
orders from technology companies such
as Apple, LG, Samsung, and Microsoft,
ramped up to meet the demands
of millions of people quarantined
or transitioning to a remote work
arrangement. Chip manufacturers filled
their newly available excess automotive
capacity with technology orders. In
Q3 of 2020, automotive production

started to ramp back up. Demand
for vehicles was much higher than
originally anticipated and automotive
manufacturers adjusted their production
volume forecasts to near pre-pandemic
levels. However, semiconductor supply
no longer existed, creating a supply chain
constraint for the entire automotive
industry. The chip shortage has resulted
in production plant stoppage for many
OEMs and is expected to cost the industry
billions of dollars due to lost production
volumes. With automotive demand
continuing to increase and no short-term
fix in sight, this has become a major
issue for the industry. The chip shortage
example demonstrates the importance
of implementing tactics to prevent future
supply chain issues.
UNDERSTAND YOUR ‘SUPPLY
COMPETITORS’
Performing strategic planning and
analysis on key components and materials
can help identify “supply competitors”
(i.e. other industries, businesses who use
the same components and materials).
Examining the entire ecosystem helps
to understand other competing sectors
that may influence the supply chain.
It is important to remember supply
competitors are not always companies
that sell similar products.
Continued on Page 3...
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NOW IS THE TIME TO REDUCE RISKS BY
STRENGTHENING SUPPLIER RELATIONS AND
TAKING A DEEPER LOOK INTO THE SUPPLY CHAIN
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Continued from Page 2...

LOOK DEEPER INTO THE
SUPPLY CHAIN
The semiconductor shortage has
underlined the need for a deeper look
into the supply chain and increasing
visibility on all levels to identify possible
risks. Supply chains are made of layers
beyond immediate suppliers and risks
exist at all levels. Mapping the entire
supply chain for key components
will help identify concentration risks
and potential failure points. Moving
the production of key components
closer to the manufacturing site may
mitigate some supply chain risks. With
identifying weaknesses and mitigating
risks as the main goals, performing
stress tests on the supply chain can
be a valuable exercise, allowing for
adjustments before facing the scenario
in real time.
STRENGTHEN SUPPLIER RELATIONS
Transparency, collaboration, and
communication with suppliers are
important to preventing supply chain
constraints. Develop a process with
suppliers to share information and
data that will allow better monitoring
of the entire supply chain. Consider
incorporating technology into the data
sharing process to provide greater
transparency and more efficient
communication.
ADJUST JUST-IN-TIME AND
LEAN PRACTICES FOR CRITICAL
COMPONENTS AND MATERIALS
Cost savings is always a huge priority
for any manufacturer, but aggressive
lean and just-in-time practices can
leave businesses vulnerable in situations
similar to the semiconductor shortage.
Are there any areas where your
business prioritized cost reduction over
risk management? These concepts are
important, but it is vital to understand
which components and materials need
a stockpile to prevent an unexpected
change in supply or demand.
ADD STRATEGIC HIRES FOR
PROCUREMENT OF KEY
COMPONENTS AND MATERIALS
Employees that specialize in key
components and materials are more
likely to identify risks such as supply

concentration. These employees
should be familiar with the supply
chain several layers deep, which is
much more familiar than a business
owner would have capacity to
maintain. These employees should
also be familiar with the “supply
competitors” and know how to
monitor the supply of key
components and materials across
multiple industries.

The automotive semiconductor
shortage is expected to cause immense
financial loss, but it can serve as a
lesson to manufacturers, both inside
and outside of the automotive sector.
Now is the time to reduce risks by
strengthening supplier relations and
taking a deeper look into the supply
chain to identify “supply competitors”,
concentration risks, and potential
failure points.
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ADVANCED MANUFACTURING PRESENTS RESEARCH
AND DEVELOPMENT TAX OPPORTUNITIES

Research and development (R&D)
tax credits are federal (and many
state) tax incentives rewarded for the
development or improvement to product
or process related activities. As the
manufacturing industry continues to
evolve, there are many opportunities for
manufacturers particularly as it relates to
technology and process improvement.
Disruption can be unsettling, but the
companies that embrace the disruption
and adapt will position themselves to
thrive now and in the future. R&D tax
credits can be related to:
1. Product development
• Modeling, simulation, visualization
and immersion – technologies
used in the design, analysis,
verification and validation on
a product to improve quality,
processes, training techniques and
situational preparedness.
• Robotics – mechanical or electrical
engineering coupled with
computer science used to design,
construct, operate and apply
robots.
• Cybersecurity – developing
protections for computer systems.
• Cloud computing, blockchain –
software development.
• Computer aided design (CAD)
– the use of a wide range of
computer-based tools that assist
engineers, architects and other
design professionals in design
activities.
2. Process development
• Additive manufacturing – the
construction of complex threedimensional parts from 3D
digital model data by depositing
successive layers of material.
• Advanced manufacturing – the
use of innovative technologies
to create existing products and
the creation of new products.
Advanced manufacturing can
include production activities
that depend on information,
automation, computation,
software, sensing, and
networking.

• Agile manufacturing – tools,
techniques, and initiatives (such as
lean and flexible manufacturing)
to help a plant and/or organization
rapidly respond to their customers,
the market, and innovations.
It can also incorporate “mass
customization” concepts to meet
unique customer needs as well as
“quick response manufacturing”
to reduce lead times across an
enterprise.
• Automation – using control
systems to operate an apparatus,
process, or system with minimal
or reduced direct human
intervention.
• Computer-aided manufacturing
– in general, computer-aided
manufacturing (CAM) refers to
the use of computer systems to
plan, manage, and control the
operations of a manufacturing
plant through either direct or
indirect computer interface with
the plant’s production resources.
CAM often refers to software
that takes the geometric design
authored with CAD software as
input and outputs manufacturing
instructions that are downloaded
to automated equipment such as
a computer numerically controlled
(CNC) machine tool is also
referred to as computer-assisted
manufacturing.
• Digital manufacturing –
aims to improve product
design and manufacturing
processes across the board
with seamless integration of
information technology systems

across the supply chain. Digital
manufacturing focuses on
reducing the time and cost of
manufacturing by integrating
and using data from design,
production, and product use;
digitizing manufacturing
operations to improve product,
process, and enterprise
performance, and tools for
modeling and advanced analytics,
throughout the product life cycle.
• Kaizen, Just in Time (JIT) and lean
initiatives – to reduce wasted time,
effort or other resources in the
production process.
Eligible expenses
Eligible expenses can include a
percentage of payroll for engineers,
production, component costs for
custom engineered products, first
articles and materials consumed in
production improvements.

Companies that

embrace the disruption

and adapt will position
themselves to thrive

now and in the future.
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CURRENT STATE OF THE MANUFACTURING INDUSTRY
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 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 back at the trend over the past year:

RECENT TREND
AS OF FEB ‘21

AS OF DEC ‘20

ISM Purchasing Manager’s Index: 60.8%

ISM Purchasing Manager’s Index: 60.5%

Fed Capacity Utilization Rate: 73.8%

Fed Capacity Utilization Rate: 74.5%

AS OF AUG ‘20

AS OF APR ‘20

ISM Purchasing Manager’s Index: 55.6%

ISM Purchasing Manager’s Index: 41.5%

Fed Capacity Utilization Rate: 72.3%

Fed Capacity Utilization Rate: 61.1%

MANUFACTURING INDUSTRY SURVEY:
NAVIGATING TO A POST-PANDEMIC ECONOMY
As the manufacturing industry prepares to rebound from the global crisis
caused by COVID-19, we have prepared a survey designed to gauge the most
important issues as manufacturers navigate a path to recovery. Visit uhy-us.
com, go to “INSIGHTS” and click on “MANUFACTURING INDUSTRY SURVEY:
NAVAGATING TO A POST-PANDEMIC ECONOMY” to take the survey.

MANUFACTURING INDUSTRY INSIGHT

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

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.

www.uhy-us.com

OUR LOCATIONS
We have ample locations across the country with a heavy
regional presence in the Great Lakes, Mid-Atlantic, Midwest
and Northeast. Visit uhy-us.com to find an office near you.

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.
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