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Practical ideas for manufacturers and distributors
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When manufacturing businesses start up, they tend to
concentrate sales efforts in known markets based on
known users of their products and known distributors
and sales territories. As they grow, they often overlook
proytable sales opportunities outside of the United States.

The U.S. enters into free trade agreements with foreign
countries to reduce trade barriers between the two
countries and allow open access to new markets for
products produced by U.S. companies, particularly
manufacturers. Yet less than 35 percent of small and
medium sized manufacturers (SMMs) take advantage of
access to foreign markets by exporting their products. And
the 2006 RSM McGladrey National Manufacturing and
Wholesale Distribution Survey found half of respondents
expect no revenue growth in this area.

While agriculture exports $60 billion per year,
manufacturing exports $60 billion per month. And
SMMs, which represent more than 99 percent of U.S.
manufacturers, account for more than 40 percent of
all manufacturing output. Yet SMMs are particularly
vulnerable to the effects of global competition on
market share.

So, why arenit more SMMs getting involved in the global
economy and taking advantage of newly opened markets?
To be realistic, exporting isnit a simple or inexpensive task
— especially when companies lack in-house experience.

Finding quality information about market opportunities
for products can be expensive and difycult. Regulatory
requirements vary from country to country and add
complexity to the process. Language barriers, weak
intellectual property rights, cultural differences,
corruption and difyculties obtaining ynancing can also
contribute to risk and uncertainty.

Despite these challenges, companies should still consider
exporting for a number of reasons.

A In todayis worldwide market, larger and faster vessels

and cargo containerization has lowered the cost
of transportation.
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A Overbuilding of yber optics capacity during
the dot-com boom has driven international
communication costs to historically low prices.

A Demand for products produced in the U.S.
increases as the standard of living increases in
foreign countries.

¢ Incremental volume increases achieved through

exporting can help SMMs improve their
cost structures.
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And additional opportunity involves forming links
with multinational enterprises that build factories in
foreign countries (typically to serve markets in those
countries). These companies are often challenged to
ynd high-quality parts locally. Forming links with
such enterprises to provide parts in a timely manner is
one way to access foreign markets.

Although entering into exporting can be a formidable
challenge, manufacturers can access export assistance
from the Department of Commerce as well as trade
associations in many states. Companies interested
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Keegan, Linscott & Kenon, P.C.

Certified Public Accountants




2 Perspective

[oooiodiodidiibboiDidiiboinoomonyiodiinoo

Employers continue to face mounting health beneyt costs
— and are looking for ways to manage them. Although
there is no single answer, many companies combine the
following solutions to provide quality health beneyts while
controlling costs.
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For smaller employers, self-insurance once seemed out of
reach. Not anymore. Today, organizations with as few as 50
employees are making self-insurance work. Self-insurance
allows organizations to directly manage every facet of their
health beneyt program. Companies themselves, rather than
insurance companies, beneyt from savings.

Self-insurance does involve a higher level of risk, so
employers should take a strategic approach that addresses
beneyt plan design, stop-loss coverage, service provider
relationships and tight program management.
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Your plan represents a sizable target for your broker,
insurer or third-party administrator. You have leverage.
But how do you negotiate a better deal? Start with
broker commissions, which are built into premiums

and administrative fees. You may be able to get
commissions reduced.

Self-insured employers should negotiate performance
guarantees for customer service and claims
administration. For claims administration, be aware that
guarantees center on three issues: ynancial accuracy,
processing accuracy and turnaround time.

Financial accuracy means that all applicable discounts,
deductibles, co-insurance and co-payments have been
correctly applied to each claim.

Processing accuracy refers to the administratoris
appropriate execution of all internal policies and
procedures to process claims. While industry standards for
ynancial and procedural accuracies are 97 percent to 98
percent of claims processed, typical performance rates are
between 95 percent and 96 percent.

When considering turnaround time, companies should
understand that, while ERISA requires that claims be
processed within 30 days of receipt, many plans have
negotiated guarantees requiring a set percentage of “clean”
claims to be processed within 15 to 20 business days. In
many performance guarantees, employers receive up to a

1 percent rebate of administrative fees for every percentage
point that performance falls below the negotiated threshold.
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Full- and self-insurance service agreements should include
language outlining the responsibilities of each party, including
effective management of changes in employee, spouse and
dependent status.

Many companies donit understand the importance of such
language. Unless speciycally negotiated, service providers
hold no responsibility to ensure accurate plan participant
status — they rely solely on information provided by the
employer. Some signiycant status changes include effective
and termination dates, marriage and divorce, and student or
disability status.

Cost management starts with limiting beneyts to participants
eligible for the plan. For fully insured companies, incorrect
eligibility status can mean higher premiums and overpayments
for unauthorized participants. For self-insured companies,
ineligible status means overpaying administrative charges,
including stop-loss and paying claims for people to whom you
shouldnit be providing beneyts. Ongoing monitoring to ensure
eligibility is a key cost management strategy.
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A handful of large cases can comprise a signiycant share

of claim expenses. Case management for cancer, diabetes,
heart failure and other chronic conditions can reduce costs,
particularly for self-insured plans. Case management involves
early identiycation of new signiycant diagnoses, medical

case review and treatment development along with provider
coordination and negotiations. Appropriate use of case
management eliminates duplicate and non-necessary services
while providing ongoing treatment management.

Educating plan participants about managing chronic
conditions can also lead to savings. For example, when

initially diagnosed, diabetes often presents few symptoms.
Without effective disease management, however, diabetes can
lead to heart disease, blindness, amputations and other serious
health consequences for the plan participant — resulting in
signiycant costs to the employer. Employers can reduce the
risk of expensive future complications through nutritional
counseling, insulin coaching and other relatively inexpensive
educational programs.

Employing one or all of these four steps can help employers
maintain competitive beneyt programs for plan participants
while controlling expenses.
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Congress recently revived a research and development
tax credit that will deliver an estimated $16 billion in
savings to U.S. businesses over the next decade. The
latest extension to the 25-year-old R&D credit was
made retroactive to Jan. 1, 2006. The credit will expire
on Dec. 31, 2007.

The R&D tax credit equals 13 percent of qualiyed
expenses over a base amount. The base amount

is calculated from 1984 - 1988 information if the
business incurred qualiyed expenses and gross receipts
during that time period. Taxpayers not in existence
during the 1984 - 1988 time period must follow startup
company rules.

Taxpayers may elect to use the alternative incremental
credit (AIC) method if qualiyed expenses exceed 1
percent of gross receipts.

H.R. 6111 provided for an increase in AIC percentages
beginning in 2007:

A Credit of 3 percent (previously 2.65 percent) for
gualiyed research expenses greater than 1 percent
and less than 1.5 percent of average annual
gross receipts.

A Credit of 4 percent (previously 3.2 percent) for
qualiyed research expenses greater than 1.5 percent
and less than 2 percent of average annual
gross receipts.

A Credit of 5 percent (previously 3.75 percent) of
qualiyed research expenses exceeding 2 percent of
average annual gross receipts.

The legislation created a new calculation method, the
alternative simpliyed credit, beginning in 2007:

A Credit equals 12 percent of qualiyed research
expenses that exceed 50 percent of the average
qualiyed research expenses for the three
preceding years.

A 1f the taxpayer doesnit have qualifying expenses in
all three preceding tax years, the credit is 6 percent
of current year research expenses.
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Businesses that engage in the following types of
activities may be able to claim the credit:

A Manufacture products
e Develop new or improved products
e Develop or improve manufacturing processes
¢ Design tools, jigs, dies and molds

Design or integrate new equipment or yxtures
A Use new materials for product development

Donit overlook this opportunity to claim federal and
state tax credits for your business activities.

The need to export, continued from page 1

in exporting can also work with a growing number
of professional service providers to develop markets
around the world.

The U.S. Commercial Service, the trade promotion unit
of the International Trade Administration and part of
the Department of Commerce, has a network of export
and industry specialists located in 108 U.S. ofyces

and 150 international ofyces in 83 countries. The U.S.
Commercial Service helps SMMs grow international
sales through market research; trade events that
promote products or services to qualiyed buyers;
introduction to qualiyed buyers and distributors; and
counseling through every step of the export process.

For locations and information about U.S. Commercial
Service ofyces and other resources, call 800-USA-
TRADE or visit www.export.gov. This Web site serves
as the U.S. governmentis export portal for companies
just beginning to export and those expanding their
international sales. It provides online trade resources
and access to one-on-one counseling.

In this increasingly competitive global environment,
itls increasingly imperative to run businesses more
effectively and take advantage of every opportunity. In
this case, it means becoming part of the global supply
chain through exporting.
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