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Guide to Cost Savings for Manufacturers

Achieving growth and profitability takes a balancing act 
between the price of your product and how much it costs 
to manufacture it. The only way to increase your gross 
margin is to sell your product at a higher price or make 
it at a lower price. In this e-paper, we’ll explore nearly 50 
ideas for achieving cost savings. 

Let’s start by understanding the powerful impact of minor changes to your bottom line:

It can be seen that a 5 percent favorable change in factors such as price, sales volume,          
variable costs and fixed costs can more than double profit. 

Now, let’s explore three key areas  
to focus our cost-savings efforts:  

    1. Supply costs
    2. Inventory
    3. Taxes

BASE % CHANGE RESULT
Price 100 5% increase 105
Sales Volume 100 5% increase 105
Total Revenue 10,000 11,025
Variable Costs ($60) -6,000 5% decrease ($57) -5,985
Gross Margin 4,000 5,040
Fixed Costs -3,000 5% decrease -2,850
Net Profit $1,000 $2,190
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Managing Supply Costs
With rising raw material and transportation costs comes price increases from suppliers. Before 
deciding to cut your losses with a supplier, consider these strategies for working around rising 
supplier costs.  

Map it Out
Charting how much each step of the manufacturing process costs is one way to understand 
where increased costs are coming from. For example:

Pen Manufacturing Process Steps

Once you’ve mapped out the steps, determine your costs for each step, considering the cost of:
•  Materials
• Labor
•  Moving of products
•  Waste
•  Wait time from step to step
•  Etc.
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Look for Cuts
Once you understand where increases are coming from, look for ways to cut costs and 
increase profits. Consider these ideas:
• Stock extra inventory where supply chain visibility is lacking. Having reliable information on   
 future orders will help you prevent unnecessary overstocking. 
• Consider pre-purchasing or bulk-purchasing of raw materials. In addition to allowing you to 
 tap into cost savings, bulk buying often carries extra leverage with suppliers and can 
 give you some control over the relative price of materials. Track your backlog on not only 
 the finished goods, but also the component parts used, in order to predict demand 
 and place bulk orders appropriately. You can also read more on bulk purchasing in the 
 Balancing Inventory section of this paper.  

• Explore energy-efficient measures for equipment and your facility. In many cases, these will pay 
 for themselves in a short time. A reputable provider should be able to tell you how much 
 you will save in the long-run and when you should start realizing that savings. 
• Consider scheduling a regular night shift instead of overtime for workers. Be sure to keep 
 an eye on productivity levels – studies cite productivity loss of up to 20 percent on night shifts.
• Think about subleasing your facility when you’re not using it, if feasible. 
• Look for alternatives – are there materials that could do the job at a lesser cost? Especially  
 in the case of commodity raw materials with significant pricing volatility, look at whether   
 you can pass along some of the cost to customers or need to plan alternative products.

Create Strong Supplier Relationships
Building strong working relationships with suppliers can help you make compromises and 
reach fair prices. Conversely, if you haven’t built a good rapport with your suppliers, don’t 
expect special treatment. Ideas include:
• Make sure suppliers understand your demand cycle.
• At the beginning of the year, set joint goals with suppliers regarding your purchases and  
 track progress quarterly.
• Pay your invoices on time. 
• Collaborate to create a win-win relationship. For example, one Doeren Mayhew client who 

supplies the manufacturing industry includes freight in his quotes rather than using actual 
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costs at the time of shipment. This has proved more profitable for the supplier and his 
customer alike, allowing the manufacturer to take the all-in costs into consideration before 
quoting a price to the customer.

• Give ample lead time on orders when possible.
• Openly communicate about increases and how they are impacting your business. 
• Take the time to visit their headquarters or invite them to company events to foster a 
 deeper level of trust and respect.

Negotiate Supplier Terms
Supplier negotiations can help you cut costs as well as build relationships. When you think 
of terms, you likely think of the financial sort, but there are others you may want to consider 
negotiating:
• Delivery lead times. For example, could you pay the supplier more to stock materials for 
 faster delivery?
• Terms that work with your customer payment cycle. For example, if the customer has 

60 days to pay you, 90-day payment terms with your supplier can help cover cash flow. 
Also remember that negotiations aren’t necessarily a one-time event – revisit your terms as 
circumstances change. The longer you are with a supplier or the more you purchase, the 
better position you are in to renegotiate in your favor.

Find New Suppliers
When all else fails, sometimes forging ahead with a new supplier is the most fiscally 
responsible route. Choosing the wrong supplier, however, can cause more problems than it 
solves, so performing due diligence is a must to find the best match:
• Tap into your network or buying groups for supplier referrals.
• Look for new suppliers at industry tradeshows and in trade magazines.
• Ask for references.
• Make an in-person visit with potential suppliers.

Look for partners whose price and payment terms allow you to meet your revenue targets, and 
who will be a reliable source for you long term. In some cases, you may need to explore new 
options for supplies, such as sourcing raw materials from lower-priced economies. You may 
also need to spend more on extra management upfront to ensure a smooth transition and avoid 
having the supplier change disrupt your supply chain. 
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Balancing Inventory
Reducing inventory spending is another way to boost your bottom line. Consider these ideas: 

Manage Inventory Levels
The level of inventory you keep on hand directly affects your time and resource management. 
Obsolete and excessive stock can quickly increase your carrying costs. 

To determine what inventory to eliminate, first review historical sales reports, looking for 
products that have experienced a decline in demand. When you find such products, estimate 
how long it will take to sell your remaining inventory. If it’s going to cost you more to stock 
these items than the potential profit you might earn, consider reducing the price to unload 
these budget-draining items.

You can also conduct a product profitability analysis, such as the example below:

5

The Hidden Cost of Carrying Inventory

Carrying costs are estimated to be 30 percent of 
total inventory, but what about the hidden costs?

•	 Handling and the damage to goods it can cause
•	 Electricity for your warehouse
•	 Materials obsolescence when products are discontinued  
 or redesigned
•	 Insurance costs
•	 Manpower for manual inventory counts
•	 Increased accounting 
•	 Property tax

P R O D U C T

A B C

Price ($) 12 6 15

Cost ($) 8 3 12

Annual Sales ($) 144,000 180,000 250,000 574,000

Average Stock ($) 21,000 85,000 24,000 130,000
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The typical conclusion here is that Product C is the most profitable, as it has the highest sales 
revenue. But is that conclusion necessarily the correct one? Let’s analyze further:

P R O D U C T

FORMULA A B C TOTAL

Sales
% of total

a
144,000

25%
180,000

31
250,000

44%
574,000
100%

Gross Margin (GM)% b 33% 50% 20%

Gross Profit (GP)
% of total

c = a x b
48,000
25%

90,000
48%

50,000
27%

188,000
100%

Average price per 
item

d 12 6 15 9.78

# of items e = a / d 12,000 30,000 16.667 58,667

GP per item sold f = c / e 4.00 3.00 3.00 3.20

Ave. stock on hand 
% of total

g
21,000
16%

85,000
65%

24,000
18%

130,000
100%

Stock turnover (days)
(gx365) / 
(a-c)

80 344 44 123

ROI i = c / g 229% 106% 208% 145%

Product B has the highest GM% (50%) and contributes the most to GP ($90,000). But, you need to sell 
30,000 units to achieve this, compared to 12,000 for Product A and 16,700 for Product C. Could it be that 
Product B, therefore, generates more costs than either Products A or C? Perhaps it does and maybe it should 
be investigated. 

Products A and C each produce about $50,000 in GP, but Product A does that with 12,000 units and Product 
C does it with 17,000 units. Perhaps Product C costs a little more than Product A to support?

Product A’s stock turn is 80 days and its ROI is 229%, which is significantly higher than Product B, the star 
performer in other respects. 

Product C has a stock turnover of only 44 days and it yields an ROI of 208%, which is not quite as high as Product 
A, but certainly a lot better than Product B’s. 

You should not conclude from this exercise that Product B is not as good as Products A or C, but it does 
show that unless you can increase the sales volume of Product B without simultaneously increasing stock, 
then you should probably push the sales of Products A and C, in that order. 

As new products come into play, consider inventory and beware of letting product design 
dictate it. If a product is heavy on the inventory requirements, consider how you maybe able 
to use components in other products, or how you may be able to reduce the requirements. 
For example, a Doeren Mayhew manufacturing client developed a new specialty product that 
includes a component that comes in five sizes and can’t be used in any other products. This is 
an example of letting product design drive inventory – five sizes of component parts that have 
no other use is a significant inventory burden for one product line.
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Optimize Forecasting
Forecasting isn’t an exact science, but operating with accurate data is necessary for 
forecasting true demand. Perform forecasts not just annually, which is the baseline needed for 
financial accountability, but monthly. The more frequently you forecast, the more confident you 
can be that your data is accurate. You’ll also be able to catch discrepancies sooner.

Trim Lead Time
Getting products into inventory faster means fewer products need to be stocked. Work with 
your suppliers and warehouse staff to speed this flow by suggesting new processes and 
innovations. For example, simplify product tracking by adding purchase order numbers on the 
outside of boxes. 

Rethink Bulk Purchasing
Do your homework before making a bulk purchase, including:
• Examining historical sales to determine future trends and calculate the ordering cost. These 
 include any fixed fees the supplier charges each time you place an order and the number of 
 hours an employee spends on ordering, transportation and receiving. 
• Determining the holding cost rate, or the cost of acquisition, taxes, breakage, insurance, 
 warehouse overhead and pilferage for each purchase. 
• Considering the cost of cash flow – if you are borrowing money to make the purchase, be 
 sure to figure that cost into the equation.

Once you’ve compiled your background information, you’ll be able to assess the potential 
purchase’s value.

Achieving Tax Savings
According to a study conducted by The Manufacturers Alliance/MAPI and the Manufacturing 
Institute, U.S. manufacturers face a 20 percent structural cost disadvantage in the global 
market compared to manufacturers in the nine leading trade countries. Among the factors 
contributing to this disadvantage – the corporate tax burden. Don’t overlook these top five

?
How long has it been since 
you evaluated your quarterly 
analysis, weekly forecasts and 
seasonal planning methods
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tax incentives for manufacturers in your quest to improving your bottom line:

Research and Development (R&D) Tax Credit 
Encompassing a broad range of industries, the R&D tax credit 
incentive is not just a tax deduction; it’s an actual dollar-for-
dollar credit against taxes owed or taxes paid.

The R&D credit has existed as a federal tax benefit since 
1981. But many manufacturers may not be taking advantage 
of this potentially lucrative tax incentive simply because 
they misinterpret R&D as an activity usually associated with 
biotech and pharmaceutical companies. 

In general, it is not obvious what will qualify as R&D without an 
in-depth discussion about a company. However, the following 
activities likely fall under the category of Qualified Research 
Expenditures:

• Manufacturing products
• Developing and/or improving new products, processes or  
 formulas
• Designing tools, jigs, molds and dies
• Creating more reliable products, processes or formulas
• Improving/building manufacturing facilities
• Developing prototypes or models
• Testing new concepts/sourcing new materials
• Developing new technology
• Quality certification testing
• Employing outside consultants and/or contractors to perform any of the above activities

Domestic Production Activities Deduction (DPAD)
Most commonly referred to as the “manufacturers’ deduction,” DPAD was designed to 
stimulate domestic production and create jobs in the United States. As a manufacturer with 
domestic production, your business automatically qualifies for this beneficial deduction, which 
is up to 9 percent of your qualified production activities income. However to take advantage of 
the manufacturers’ deduction, the proper cost accounting mechanisms need to implemented 
to calculate deductions.

Doeren Mayhew has helped 
hundreds of manufacturers 
take advantage of R&D tax 
credit savings, including:

•	$400,000 in credits for a $50 
million lighting manufacturer

•	$125,000 in credits for a 
$16 million metals
manufacturer

•	$250,000 in credits for a 
$19 million office furniture 
manufacturer

SAMPLE SAVINGS
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Local Tax Abatement
In an effort to build local economies, governments often offer tax abatements for 
manufacturers setting up shop in their cities and counties. Before you expand your operations 
with a new plant or equipment, file a request with your local government to receive a tax 
abatement. Typically, this creates up to a 50 percent real estate and personal property tax 
abatement over a 10-year period.

Interest Charge-Domestic International Sales Corporation (IC-DISC)
As a domestic manufacturer with foreign sales, revised tax rules mean you can take advantage 
of significant savings by creating an interest charge-domestic international sales corporation. 
Forming an IC-DISC, manufacturers can enjoy paying tax rates on export profits at the dividend 
rate of 23.8 percent, a decrease of more than 10 percent from the standard corporate tax rates.

Alternative Fuel Tax Credit
Although it has been around for many years, the Alternative Fuel Tax Credit was recently 
rejuvenated by the new “fiscal cliff” legislation. Providing manufacturers with an incentive to use 
propane, it allows for a 50-cent-per-gallon credit for each gallon of propane used to power a 
motor vehicle, including a forklift used in a manufacturing plant.

Close
After you’ve implemented the cost-saving steps best for your organization, 

the work isn’t over. You must continue to monitor progress and weed out waste. 

Evaluate your inventory purchasing system periodically, keep an eye on costs and 

supplier performance, and never fail to look for the tax savings available to you.

Could You Qualify for an IC-DISC?
Requirements include that you:

Export all products 
within one year of 

the date of sale

Have gross foreign 
sales in excess of 

$1 million

Are a U.S. 
incorporated entity

Don’t export products of 
which the final sale value 

contains more than 50 
percent foreign content 

Have sales and assets 
that are strictly 
export related
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