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Mike Payne: [00:00:00] Ah, dog. 
Jennifer Clemente: Oh, that was priceless. And 
Mike Payne: she just woke up, went over the door and started barking. 
Jennifer Clemente: She knows we're talking about tariffs. 
Mike Payne: Yeah, 
Jennifer Clemente: that's right. Lots to bark [00:00:10] about.
Mike Payne: Manufacturers, what is your biggest headache? Is it measuring, improving profitability, gaining [00:00:20] efficiencies with AI and automation? Maybe tightening up your cybersecurity, maybe getting your business ready to sell at CLA. Their goal is to know you and help [00:00:30] you with challenges like these and more every day.
CLA helps manufacturers tap into millions in revenue and cost savings, like one manufacturer that boosted capacity and [00:00:40] revenues by 15 to 20%. Visit c connect.com to hear real success stories and learn how you can grow your top and bottom line.[00:00:50] 
Narrator: Welcome to buy the numbers. Each week we'll explore the numbers that drive your business from accounting and [00:01:00] finance to operations, and the exciting realm of mergers and acquisitions. Whether you're a seasoned veteran or just starting out, our discussions will equip you with the insights and strategies you [00:01:10] need to re in the power of data to elevate your manufacturing company.
Let's crunch some numbers.[00:01:20] 
Mike Payne: Leslie, Jennifer, welcome to buy the numbers. 
Leslie: Hi, Mike. It's great to be here with you. Thanks for having us, Mike. 
Mike Payne: Yeah, we've talked about a lot of stuff before and, uh. You've [00:01:30] helped us get some other great CLA people on the show, and now you guys are here. So why don't you tell the listeners a little bit about yourselves?
Leslie, let's just start with you. 
Leslie: Yeah. [00:01:40] So Mike, I think you and I started to connect about six months ago, and I was just thrilled to see your series on by the numbers. Being somebody who has [00:01:50] a financial background and a manufacturing background. I have been with CLA for 17 years and I've done a variety of different things with the company.
[00:02:00] Most recently though, I am leading our manufacturing practice for the firm, which means that my focus is really on bringing all of CLA to our clients. And so really [00:02:10] integrating audit, tax, wealth advisory, digital and outsourcing to our clients and making sure they're getting. Just really holistic advice.[00:02:20] 
Mike Payne: Well, Leslie, I've thoroughly enjoyed getting to know you and I mean, what you guys are doing in manufacturing is so great and the, the amount of content you have available to people, I mean, there's so [00:02:30] many resources on your website. I find myself going to 'em all the time. I love how active you guys are in the manufacturing community, and 
Jennifer Clemente: well thank you 
Mike Payne: of all sizes.
And so, Jennifer, how about [00:02:40] yourself? 
Jennifer Clemente: Yeah, thanks Mike and we really appreciate your leadership in manufacturing and opportunity to chat on tariff today. Um, I've been with the firm about three years. I serve [00:02:50] on our manufacturing team with Leslie as well. And prior to coming to CLA, um, I worked six and a half years in for a Hong Kong [00:03:00] based company, um, and lived and worked in Shanghai.
During 2018 to 20, when we went through Trump won and the first round of tariffs came through, we [00:03:10] developed a playbook to help our clients, um, mitigate exposure. And well, uh, safe to say that given the, the recent headlines and volatility we're seeing with tariff [00:03:20] numbers, we've dusted off that playbook and are having.
A lot of conversations with clients now on likewise how to mitigate the exposure and the risk that they're seeing in the [00:03:30] market. 
Mike Payne: So on the topic of tariffs and, and kind of what's got us recording today, you know, this wasn't something we'd really planned until the three of us were talking earlier this week.
And you [00:03:40] know, I think what astonished me the most is how little I know about tariffs, right? And there's obviously a lot of noise in the media and it's coming from all [00:03:50] directions, and it's changing every day. And I, I can't imagine you guys having, trying to keep up with it for your client's benefit, but you were telling me about some, some tools and resources you're [00:04:00] developing to, to help people navigate, I guess at this point, ever changing.
Topic. 
Leslie: Yeah, and it's really interesting, Mike, as you talk about the ever changing nature of it, [00:04:10] I think as we started to develop tools and resources around it, we found a couple different things. One is it's ever changing, and so there's an impetus [00:04:20] sometimes for people to want to pause and to wait and to say, let me just wait and take action when there are final rules.
The reality [00:04:30] is this is going to continue to evolve, and so. We would really encourage people to not wait. Many of the things that we're going to talk about truly are [00:04:40] things that are frankly, great business hygiene and taking action during a pause when there is reduced rates out. There is a great strategy [00:04:50] to poise yourself to be successful.
So I think that's really consideration One. And then I think you talked about all that noise out there, Mike. The other [00:05:00] thing we're finding is that there is a lot of noise and no strategy. And so we really wanna help people think about how do you put a bow around [00:05:10] some of this, put a holistic plan around this so you can create a roadmap to say, what are my steps here around how do I actually take some [00:05:20] action in the noise?
And really that's what this is all about. 
Mike Payne: Yeah, and, and that's what I appreciated so much that I wanna share with the listeners is, you know, you and I were talking briefly [00:05:30] about tariffs and you know, I shared with you that I have like, so my large OEM customers, a lot of 'em over the last we'll say month have reached out and they're asking me to provide [00:05:40] them with my forecast of the products and services we provide them.
They're gonna be impacted by tariffs. And you know, I told, and I, that's what I told you. I was like, I [00:05:50] don't know. And, and I have very much taken the approach that you just said. I don't know. We'll pause and see what happens. Right. Like, I don't know how to be proactive about this. 
Speaker 5: Mm-hmm. [00:06:00] 
Mike Payne: And when we were talking earlier this week, that's, that's where you guys kind of opened my eyes to.
Where I can be proactive and some of the tools and resources you have available to let me [00:06:10] do that, which is why we're here to record today. So, so let's, let's just dive into the topic here and, and see what the listeners should be thinking about and doing. 
Jennifer Clemente: Yeah. As, [00:06:20] as Leslie mentioned, Mike, this pause that we have, you know, that T minus 90 days that started a few days ago, and this pause on retaliatory tariffs gives us an [00:06:30] opportunity to really plan and think through our strategy and build out that roadmap.
And, and important because a lot of, I, in fact, I was working, uh, an event last night [00:06:40] where the, the three OEMs that I talked to, all of which are taking a wait and see approach, just like we mentioned. 
Speaker 6: Sure. 
Jennifer Clemente: And mainly their first line of defense right now is thinking about their [00:06:50] pricing strategy. And you know what, with dynamic inputs and potentially dynamic outputs, you know, what, what are the levers that can be pulled related to pricing?[00:07:00] 
Well, in addition to pricing, there's 20 other areas of the business that we can focus on to help reduce exposure when it comes to [00:07:10] tariff. So none of these are gonna be a silver bullet. Sure. Where doing one or another is gonna suddenly, you know, we can wake up tomorrow and we can, you know, cut our tariff risk in [00:07:20] half, but you know, regardless of what the numbers are, whether it be 10%, 25%, or 145%.
[00:07:30] There's, there's actions that we can take now and, and as Leslie mentioned, lay that out in a roadmap so that step by step we're, we're ready for a [00:07:40] more dynamic, volatile environment. From what I remember in 18 and if 19 and 20 for using history as our guide. The numbers were initially for a few weeks, [00:07:50] very volatile.
Sure. You know, as Trump announced several executive actions, we had measures and then countermeasures and retaliatory and counter retaliatory issues, but eventually things stabilized [00:08:00] and so. Businesses said, all right, now I can start planning around that. I don't like the numbers, but now I can start planning.
Right? And we saw a lot of diversification happen. So folks move, [00:08:10] say they were heavily invested in China with one supplier. They started to diversify their supply chain and move into alternate lower labor markets like in Southeast Asia, [00:08:20] Vietnam, Thailand, Malaysia, and so on. But now in today's environment, it's not a sherbet anymore.
Why? Because. We saw a couple of weeks ago how we might [00:08:30] see, um, country by country looks at tariffs. So when, when we saw Vietnam countermeasures hit in the forties, people got really concerned. 
Speaker 5: Yeah. So 
Jennifer Clemente: we, we've [00:08:40] gotta be ready for a much more dynamic environment where we're, we're not gonna know what that end game looks like for potentially quite some time.
Would it be helpful when we look at [00:08:50] the 20 different strategies, how we can frame out an approach in a roadmap? 
Mike Payne: Yes. I think that'd be very helpful. 
Jennifer Clemente: Anything else to tee by way of tee up, Leslie, that would be helpful? [00:09:00] 
Leslie: Well, I think what's helpful to know, you know, as people are also understanding that there's this volatility I.
A lot of the pushback we're getting, and Jennifer, [00:09:10] you laid it out so well, is man, it's going to take a long time for me to rework my supply chain and reshore here, and they might even be in the heart of a [00:09:20] deal. And so they're sitting here going, I don't have time to implement these strategies. What I love about the way we're approaching this is.
By buckets. [00:09:30] There are some things that you can do immediately right now, and they might be pretty immediate levers now to six months from now. Some immediate relief. [00:09:40] There are other things that might be a 12 month play, and then there's that long-term, 12 month and beyond play where you are thinking about reshoring and [00:09:50] building in America, which is really the ultimate goal of all of this is how do we really reinvest?
In America, create jobs here, 
Speaker 5: right? 
Leslie: And reinvent manufacturing. And so I think [00:10:00] part of that is really what's this all about? How do you take it in bite sizes? And Jennifer, I love what you said before too. This is not what's one strategy, [00:10:10] it's the aggregation of those marginal gains to really make this all happen holistically.
Jennifer Clemente: So kind of taking a deeper dive into Bucket one, [00:10:20] and what I love about this approach, this is. Often overlooked so, we'll, I'll call it good tariff hygiene, Mike. 
Speaker 6: Yeah. 
Jennifer Clemente: Is to make sure [00:10:30] that we're not paying a nickel more than we have to. Sure. And most folks are diving right away into bucket two to think about, you know, how can I re-engineer the product?
Or bucket three, how do I. [00:10:40] You know, bring manufacturing closer to home so I don't have to cross borders and pay those tolls. 
Speaker 7: Right. 
Jennifer Clemente: Um, but you know, bucket one, there's so much we can do, you know, of [00:10:50] the 2012 to 15 are in bucket one. 
Speaker 7: Wow. Okay. 
Jennifer Clemente: And so it's, it's sim it's really, I'm gonna go down to the five foot level, so bear with me a little bit.
But, you know, [00:11:00] things, things in bucket one, the immediate action is, you know, working with our import agencies of record to really do a good invoice scrub. So my, uh, we [00:11:10] had, I worked with a client earlier this week that called and said, Hey, you know, I've been dealing with a European supplier for over 30 years, millions and [00:11:20] millions of dollars in annual spend with this one European supplier.
And they didn't have to worry about tear foot alt, why it was that device. So they were bringing everything in at zero. 
Speaker 5: Yeah. 
Jennifer Clemente: So the invoices are [00:11:30] amount. And date due. 
Speaker 5: Right? 
Jennifer Clemente: Right. And for years they've been paying 'cause they didn't have to worry about tariff. So quick clearance through customs, everybody was happy.
Well things were turned [00:11:40] upside down when even in spite of our free trade agreements, we now have, we're in a tariff environment. And I said, okay. When was have last time we looked at those [00:11:50] invoices and have we broken those down? No. 'cause they haven't had to. Right. But there are, there are 10 different costs.
That should be pulled out of [00:12:00] invoices that we shouldn't be tariffed on. Okay, so in the automotive world, if you look at an invoice, let's say we've got parts coming in from China, for example. [00:12:10] And you look at a, a tier two supplier who's selling to a tier one, they break down those invoices, Mike, in like 10 different buckets.
Okay? So things [00:12:20] like my freight, my insurance, exclusive distribution rights, maybe there's some currency related fees, um, importation fees, [00:12:30] all variety of other things. All of those costs can be stripped out of the invoice so that we're only paying. And the product component. 
Mike Payne: Okay. So if, if tariffs [00:12:40] haven't been a concern to you, maybe you were bringing something in and you're, you're just bringing in quantity one at X dollars.
Mm-hmm. And no big deal. But in that X [00:12:50] dollars, we've got services, we've got currency conversions, we've got shipping, we've got all this stuff that would not Yep. Be subject to the tariff, [00:13:00] right? 
Leslie: Yep. And you're gonna wanna work with a trade attorney Absolutely. To really work through those pieces. But I think it's important to know if you haven't looked at that in a [00:13:10] while, that those are options.
Mike Payne: Yeah. You know, so again, as I said at the beginning of this, and I told you guys the other day, I was relatively ignorant to all of this, and, and I'm, [00:13:20] I'm intrigued at how detailed this really is. Like, I assumed if this thing costs me a thousand dollars mm-hmm. Whatever it is, then the thousand dollars is tariff, you know, without [00:13:30] thinking about all the, the different components that go into that a thousand dollars.
Jennifer Clemente: Mm-hmm. It 
Mike Payne: might only be $600 as tariff. So that invoice scrub identifies that? 
Jennifer Clemente: [00:13:40] Yep, exactly. I this, earlier this week, I talked to a importer on the agriculture side. 
Speaker 5: Mm-hmm. 
Jennifer Clemente: And they, they were paying tariff on their exclusive distribution fee, [00:13:50] which they probably can pull out of that invoice as well. So there's, there's a lot of opportunity by just good hygiene, scrubbing invoices.
Yeah. 
Leslie: Yeah. So speaking of kind of staying with that [00:14:00] topic, Jennifer, 'cause I think when you talk about just varied fees, so many people have looked at compliance type of things like that. And let's [00:14:10] talk about another co compliancy type of thing. Transfer pricing, that's another one where maybe you've had intercompany fees like that buried in your costs.
And that is a [00:14:20] time to revisit that for the landed cost, both for your US taxes and customs to do the same type of exercise and really optimize that for income [00:14:30] taxes as well as your customs. And that's a pretty easy fix to make. To pretty quickly change that dynamic in a tariff environment. 
Mike Payne: Would this also [00:14:40] explain, and I wish I could remember the exact example, maybe we could run it during the show, but I won't find it, but I, I've seen a lot of discussion on, on X this week about the tariffs over the last few weeks.
[00:14:50] And you know, there's been some people say, I'm gonna still be buying from China because right now my landed price is $12 and 42 cents [00:15:00] apart. Even with 150% tariff or whatever, you know, is currently on the table, it's, you know, $12 and 92 cents. So [00:15:10] that would sound to me like a lot of the, the, the cost is not necessarily in the product, it's in all these.
Other services, is that right? So the mm-hmm. So yeah, the, [00:15:20] the, the product itself is getting this huge tariff, but all that other stuff didn't change. Is that why people are seeing that? 
Jennifer Clemente: Exactly. And, and to just add on to what Leslie was saying, with transfer [00:15:30] pricing, it's additive. So when I was talking about the 10 things like you just mentioned, you can strip out of those invoices.
Speaker 5: Yeah. 
Jennifer Clemente: And if I'm a multinational corporation. And [00:15:40] we, we can think about what the pricing is between those entities. Those 10 things still apply. Yeah. So it's additive. We've got a transfer pricing opportunity and an invoice [00:15:50] scrubbing opportunity. So these again, can be a a if, when you add up all the little pieces, that's where we wanna help, you know, chip away at exposure.
Okay, 
Speaker 8: that makes sense. 
Leslie: [00:16:00] And, and let's actually stay with Mike's example for one more second. This is getting really exciting here. Right. 
Speaker 6: But. 
Leslie: Mike, you talked about how we've got this tariff added on [00:16:10] now to the product. A lot of people are not thinking about these changes. They're new. In fact, you just did a recent making chips episode about getting [00:16:20] your sales and use tax registrations.
Yeah. And exemption certificates. Well, guess what? States are going to handle tariffs differently. So are you [00:16:30] thinking about whether or not the tariff portion of an invoice should be subject to sales and use tax? That's a state by state differential. 
Speaker 5: Mm-hmm. Okay. 
Leslie: But if you're [00:16:40] not looking at that, that might be an extra piece of tax that you're paying in a state that you shouldn't.
Speaker 7: Yeah. Okay. 
Jennifer Clemente: There's, there's also the reverse of [00:16:50] that as well. Leslie, I was just reading about one particular state. That if, let's say my supplier isn't set [00:17:00] up to pay tax at the state level, the importer of record may be responsible for that state tax. Right. Okay. So we've really gotta take it and break it [00:17:10] down state by state so the taxes can get complex, especially if.
And we haven't been subject to those tariffs before, but now we are. 
Speaker 5: Yeah. 
Jennifer Clemente: So we've gotta also take a look at, you know, where, [00:17:20] where we're moving product, um, domestically. Whew. Yeah. If we could spend another hour on state tax. 
Speaker 7: Yeah. 
Jennifer Clemente: Another one in, in bucket number one, things we can immediately take a [00:17:30] look at is, you know, we're just talking with our trade attorney earlier this week, that there's a clause that's been around since 1789, since, since the, the founding of our [00:17:40] country on duty drawback.
So. If, if I'm bringing in pieces and parts that are crossing border and I'm putting them into a finished [00:17:50] assembly, let's say I'm building a machine and I now export that machine, there's a potential that I can take a duty drawback on some of those components. 
Speaker 5: Okay, 
Jennifer Clemente: so sometimes [00:18:00] not. So if they're already, like certain exceptions apply.
If they're already subject to stealing aluminum around under 2 32, which hit us in 2018 to 20, that may not apply. [00:18:10] But there are a whole lot of components that we could probably not pay duty on if, especially if we're gonna be exporting, and with 50% of [00:18:20] US manufacturing output being sold overseas, this could potentially be a pretty big deal.
So we've gotta look at not just the costing, but also the [00:18:30] workflow. Around these assemblies, and importantly, making sure that our ERP systems are set up to handle it. 
Mike Payne: [00:18:40] Hey everybody. So I know you care about your shop and I know you're, you're listening to buy the numbers and making chips and all these other podcasts to learn and grow and be better.
Well, one of the things you, that is [00:18:50] common across all conversations is. Automation AI efficiency, maximizing uptime, well, that's where Lights Out comes in, hosted by Nick Goldner and Caleb Mertz. [00:19:00] They explore how shops are running smarter, leaner, and lights out. Whether you're thinking about adding robotics or fully embracing unattended machining.
They'll give you the insights and [00:19:10] strategies to make it happen. So if you want to future-proof your shop and stay ahead of the game, tune into lights out wherever you get your podcasts. [00:19:20] So when I hear that, I, I think more about my customers than myself. Mm-hmm. So I'm making parts for a customer that's, it's going, you know, there's some assembly going in and then maybe it's getting.[00:19:30] 
Shipped to South America to pull oil outta the ground. Let's, let's say this is a, a product that's got a hundred different bomb items and 50 of those are coming from [00:19:40] overseas that maybe they pay the tariff on to get it here. 
Speaker 5: Mm-hmm. 
Mike Payne: 50 of those items are being made here. They're assembled and then shipped to South America.
What [00:19:50] you're saying is, is those imported items that are then being exported, there can be some recovery on that. 
Jennifer Clemente: Yes. Okay. So it's worth working with a trade attorney to go through those [00:20:00] line items in detail. And there's all kinds of compliance, paperwork likewise required. But you know, if we're, we're looking at millions of dollars.
[00:20:10] Of potential drawback. Yeah. And you know, it's, it's worth, again, after the list, it's worth a look. 
Mike Payne: Yeah. Worth looking at for sure. 
Jennifer Clemente: So another one, and I'll just [00:20:20] touch upon it 'cause this is certainly not my fastball, but I met with one of our banking friends earlier last week, and currency [00:20:30] hedging. There's also something to consider.
Yeah. So, um, you know, I asked, I kind of pressed a little bit and said, Hey, you know, when does it make economic sense to really put a hedge on currency [00:20:40] exposure? And, you know, the answer, I guess, you know, somewhere between half a million and a million dollars in spend with a supplier internationally. Yeah.
Probably worth taking a look at. 
Speaker 5: [00:20:50] Okay. 
Jennifer Clemente: And for some, it's not gonna be difficult at all to meet that threshold. But again, I'm, I'm not, it's not my area of expertise, but if we can take those currency [00:21:00] fluctuations out of the equation, you know, that might also likewise help us stabilize from a costing standpoint.
Mike Payne: Yeah, that makes sense. So anybody in that, maybe half a million dollar overseas spend point [00:21:10] should just be reaching out to their advisors in that area and kind of doing that calculation themselves if it makes sense for them. 
Jennifer Clemente: Yep, exactly. And you know, Leslie, it it really [00:21:20] working through this. And in the last few years, what's been important to me is being surrounded by the right team.
You know, those of us crunching the numbers, but also [00:21:30] having banking at the table, having our, you know, our import and customs agency of record at the table and, and working with our trading partners, [00:21:40] because just to emphasize that a lot of small and medium sized manufacturers are working with companies that are hand, they're [00:21:50] brokering.
Parts for them. And so as a result, a smaller company may be shielded from the, the actual suppliers. 
Speaker 7: Yeah, 
Jennifer Clemente: so we're, we're going to see pressure [00:22:00] to have a lot more transparency on who those suppliers are. Why? Because if there's a couple of hops between you and the product, we, there's [00:22:10] another clause that we only have to pay tariff on that first hop, especially for goods that are bound for the us.
Leslie: Yeah, so that's called the first sale rule. So just to break that one down [00:22:20] really easily, let's say I sell to Jennifer and now Jennifer, you know, and then Jennifer Marks it up and she sells it to you, Mike. Well, [00:22:30] Mike, you could look at, can you get to the place where you cut out that markup between Jennifer and I and you're paying it just on that initial sale [00:22:40] amount from me?
Yeah. And so that's another strategy. 
Mike Payne: And that's one of the things that, as I'm hearing a lot of the, you know, so, so at Hill, I don't buy much at [00:22:50] all direct overseas. Right. But I go through, you know, whether it's a material vendor or like we talked about the other day, I've got a couple of machines on order.
Mm-hmm. You know, stuff [00:23:00] like that. I mean, it, that, that's where my head is in a lot of this is, are my vendors doing the things you're talking about? Because all they're gonna do is pass the whatever it costs [00:23:10] them. They're passing it along straight to me. Right. So, 
Speaker 6: yep. 
Mike Payne: So if they're not following some of the things you're talking about here, I, I could be paying that tariff at a much higher [00:23:20] rate than necessary if they're not taking these steps.
So that's called the first sale rule, is that what you said? 
Jennifer Clemente: That's right. It's worth digging into the supply chain a little [00:23:30] bit Like you're suggesting Mike, to ask your suppliers. 
Mike Payne: Yeah. 
Jennifer Clemente: You know, likewise, are they passing along too much? 
Mike Payne: I think this is definitely, you know, this will be an episode and I would encourage [00:23:40] anybody else kind of in the same boat as I am, I'm gonna really prompt my suppliers to listen to, right?
Because in, in a lot of cases, they might be the ones that are, you [00:23:50] know, handling that. So I wanna make sure they're handling it appropriately. 
Jennifer Clemente: I. Absolutely. So when you talked about your two machines before Mike, when did you put those on [00:24:00] order? 
Mike Payne: Uh, in the last 30 days. Okay. 
Jennifer Clemente: And you know, like many who may have ordered equipment from China, it's [00:24:10] also worth looking at the tariff rate that was in place when you ordered, because if it changed while it was on the water, you may be subject to the lower rate, but you absolutely have to work [00:24:20] with a customs broker.
To make sure you've got the right documentation and paperwork in place. 
Speaker 7: Right? 
Jennifer Clemente: So there's, it could be some serious timing on the cash [00:24:30] flow. Likewise, that's worth looking at. So for example, when you bought the machines, if it was 20% and while those machines were on the water, it jumped up to [00:24:40] 145%, right? We need good paperwork in place.
To show the timing of, you know, when it was officially exported from the exporter of record so that we're, we're only [00:24:50] then subject to the 20%. 
Speaker 8: Right. 
Jennifer Clemente: Good cuffs and brokers should, should be taking a look at That 
Speaker 8: makes sense. 
Jennifer Clemente: So another area that, that folks are looking at, if we hop over to Bucket [00:25:00] too, um, for a few minutes is.
Uh, on the logistics side, so especially for product that, you know, there's a cashflow and [00:25:10] arbitrage opportunity where I don't have to pay the tariff right away if I'm bringing product into a bonded warehouse or a free trade zone. So if that product might be [00:25:20] destined for other geographies. For example, I can bring it in from international markets.
I can put it into a free trade zone. There's, there's things that you can do. There's things you can't do, but [00:25:30] I don't have to pay that tariff until it's actually brought out of the warehouse or the free trade zone, so I can delay that portion of that cash outlay. I. 
Mike Payne: Okay, let's [00:25:40] dig into that a little bit.
'cause in my knowledge, again, I mean I, I, I'm learning right alongside the listeners here, free trade zones are, they're not usually in the US [00:25:50] right? 
Jennifer Clemente: So the, the US calls them something different. I think they call them foreign trade zones. Don't quote me on that, but it's, it's. Very, very similar wording with the, basically the [00:26:00] same idea.
Speaker 5: Okay. 
Jennifer Clemente: And you'll find these all over the world. There was a massive one in Shanghai where you can bring stuff in, you can, you know, perform work on it and [00:26:10] then export it later into the, the destination market and delay. The payment of the tariff. 
Speaker 7: Okay. 
Jennifer Clemente: So for example, like bonded warehouses are [00:26:20] usually within US customs territory.
This could be in different geographies in the world. 
Speaker 5: Okay. 
Jennifer Clemente: Um, we can't do any manufacturing in a bonded warehouse, but we can do, we [00:26:30] might be able do a little bit of light repackaging Labeling. Sorting. Okay. Customs will be involved in audits and inspections, and you can, my understanding is you can store these items up to five [00:26:40] years.
Speaker 5: Okay. 
Jennifer Clemente: Yeah. And then with free trade zones, that storage time goes from five years to indefinite. 
Speaker 5: Oh, okay. 
Jennifer Clemente: And some manufacturing is allowed in a free [00:26:50] trade zone. So we see, uh, quite a bit of this, um, cross border with, um, Mexico. Okay. 
Leslie: If, if Hill had enough of. The opportunity for a [00:27:00] deferral or even to send something out of the country, they could set up their own in your factory.
Speaker 5: Oh, okay. 
Leslie: However, this is in the medium [00:27:10] bucket of opportunity because there is an upfront cost of setting these up with an attorney to file the paperwork. You have to have. Segregation of your [00:27:20] product, you have to have very good tracking around this. So if there is enough magnitude to make it worthwhile, these can be worth it for the deferral.[00:27:30] 
And sometimes, you know, if it's really just going to bypass, you can avoid the tariffs. However, having said that, you've gotta have great record keeping around [00:27:40] it. You've gotta have segregation of your product. And so. There is work to be done. There's a cost benefit. 
Speaker 8: Okay. Yeah, that makes sense. 
Jennifer Clemente: [00:27:50] So, and there's people who specialize in setting these up and the cost of setting them up is orders of magnitude less expensive than bucket three, which is [00:28:00] re-imagining a supply chain and building, talking about building out new capacity building factories.
Whether the several thousand dollars it may be to set up one of, you know, [00:28:10] Bon or a free trade zone is gonna be. Far cheaper than the millions of dollars of capital outlay to invest in new capacity. 
Mike Payne: Right? What else do we have in bucket two? [00:28:20] 
Jennifer Clemente: So in bucket two is a, a really interesting topic around tariff engineering.
So what that involves is rethinking the [00:28:30] product that we're taking to market. So I worked on a few cases in 18 to 20 when, you know this initially hit, it was a consumer product. And so instead of an [00:28:40] all aluminum assembly. Because the tariff is, it actually calculated on the weight right of, of the aluminum and aluminums went through the roof.
So [00:28:50] instead, can we make that assembly with a plastic base and then just an aluminum overlay? Okay? And there's gonna be some engineering time, some [00:29:00] engineering costs and tooling costs. It's gotta reimagine the product, right? But that's still cheaper than building a new factory. Somewhere else. Yeah. So, and I, I [00:29:10] just use that example to kind of exaggerate.
Another very famous one was when Converse initially came out with its sneakers, it changed the soles from rubber to a fuzzy [00:29:20] bottom, and as a result, they were able to flip from a 20% tariff to a 6% tariff because it went from a shoe to a slipper in terms of HTS [00:29:30] code classification. 
Speaker 5: Oh, 
Jennifer Clemente: and. Yeah, they, they, you gotta be ready with good, you know, when, when good documentation is demanded so you can defend it in court.[00:29:40] 
A big famous court case over it. 
Mike Payne: Really? Huh. That's interesting. 
Jennifer Clemente: So do tariff engineering involves creative ways of rethinking that product so that, you know, you can [00:29:50] maintain user experience but at the same time. I'm putting it in a very different tariff category that changing a TS codes is not something that should be taken [00:30:00] lightly.
Kind of like in the tax world, how your fact pattern sort of establishes what you know the, the authorities are looking for. Same applies with HTS codes. If we make changes to [00:30:10] HTS codes, we have to be rated to document and d defend it in court if needed. 
Mike Payne: Yeah. What's interesting about that is. You know, so like our listeners will be familiar with the [00:30:20] term, you know, design for manufacturability, right?
So that's where we work to, you know, design a part that's made quicker and cheaper and so forth. But yeah, so design [00:30:30] for tariff might be, might be a new thing. The DFT. The DFM. 
Jennifer Clemente: You heard it first, Mike paid. 
Mike Payne: I'll see if I can start that. Hashtag [00:30:40] trending. Yeah, there 
Jennifer Clemente: you go. 
Mike Payne: But 
Jennifer Clemente: yeah, and then, you know, getting into bucket three, um, lots.
In fact, most phone calls go there [00:30:50] first. 
Speaker 5: Okay. 
Jennifer Clemente: Is, you know, we're, we're looking at alternate sources and we're looking at, uh, um, you know, other, other, uh, cross border potential supplier sourcing activity and [00:31:00] how do we get that started? Or if, and one, one client I talked to earlier this week. It was super heavily exposed because almost 75% of their [00:31:10] business is export.
Um, they domestically source all their components. They build their machines, and then 75% of it goes over to Asia. Okay. And they're freaking out right now 'cause [00:31:20] of the retaliatory tariff situation. Sure. So in which case, immediate conversation about, okay, where does it make sense to set up shop in Asia so we can send them components to do [00:31:30] the assembly there, and then push it into more, they're, they're selling in across dozens different geographies, 
Speaker 5: right.
Jennifer Clemente: So there's lots of board level conversations going on in business right now. How do we rethink that [00:31:40] footprint? How do we bring product closer to markets so that, again, we're not crossing borders and paying the toll each time We do. With that comes, and [00:31:50] Leslie and I are working carefully with our, our friends in logistics here at CLA because we gotta rethink how we're moving goods, how we're consolidating goods, you know, to keep those [00:32:00] containers full.
So we're, we're not doing less than container load. Um, which is far more expensive than our full container. So 
Speaker 6: Sure. You 
Jennifer Clemente: gotta really rethink logistics strategy, especially if we're gonna be [00:32:10] pulling apart assembly shipping components and then looking at assembly closer to markets. So just as we were talking about earlier and building models for dynamic inputs and [00:32:20] dynamic pricing outputs, we've gotta do the same for thinking about the cost benefit and modeling has never been more important in this environment right now.
Yeah. [00:32:30] 'cause as these tariff numbers change. So will the business case crossing borders of where we put these assembly centers closer to market. So we need [00:32:40] several different models in this environment, especially as we work through bucket two, re-imagining our current footprint in bucket three, building a new one.
Mike Payne: Yeah. You said that's the first phone call you get, [00:32:50] right? Yeah. I mean, I assume that's because again, maybe out of lack of knowledge of all these other levers, that's where our heads go. It's like, okay, well we need to make. This whole thing [00:33:00] here. Right? Or we need to make this whole thing there, or whatever that is.
Is that why that conversation starts there usually? 
Jennifer Clemente: Yeah. No doubt. And I think a lot of OEMs are [00:33:10] putting pressure backward into their supply chain to do that. Okay. 'cause they don't wanna take a price increase now. So that's why bucket one, we can't overlook 'cause we need to buy a [00:33:20] little bit of time.
Right. 
Speaker 5: Right. 
Jennifer Clemente: And so that, that, that's why we recommend, you know, working through the hygiene steps in parallel with. Two and three, depending [00:33:30] on the urgency of the business case that needs to get Bill. 
Mike Payne: And that makes a lot of sense. 'cause I know, you know, I've heard a lot of the, the, the conversation around the tariff.
So, you know, I don't know anybody in this industry that's [00:33:40] not for bringing more manufacturing back to the United States. Right. But that'd be amazing for all of us. But I know, like, let's use the metal, the, the steels and the aluminum tariffs that we've [00:33:50] talked about. You know, America can't currently supply enough of that because we've shuttered so many steel mills and stuff, you know, so forth.
Over [00:34:00] the last, gosh, however long, you know, 30, 40, 50 years, we can get back to that, but it's not today. I mean, it's billions of dollars of investment over the next [00:34:10] several years to be able to, to fill that supply chain. But these other levers, your bucket ones and your bucket twos. Can provide that interim relief until we get to bucket [00:34:20] three.
Right. And we do reimagine, 
Speaker 6: yep. 
Mike Payne: What our supply chain footprint looks like and our manufacturing footprint. Is that a pretty fair way to put it? 
Jennifer Clemente: Absolutely. [00:34:30] And thank you for reminding me though, this is probably a good topic to close on, is we're often asked about a relief process. Yeah. And is it even possible and [00:34:40] what are the odds if we apply we we can get an exemption.
If we use history as our guide and look at what happened between 18 and 20, there were roughly [00:34:50] 55, 50 7,000 exclusions filed with the government. About 13% of those were approved. Okay. And we just saw a recent example of that, right? [00:35:00] With certain electronics, laptops, cell phones, and so on. 'cause I think famous case of, yeah, it's gonna cost 3,500 bucks to make a cell phone here, not gonna happen.
We're not gonna [00:35:10] build, you know, a, a. Multi-billion dollar contract manufacturing facility overnight to do that. It's gonna take time. And, and of those 13,000 that were approved, a [00:35:20] good portion of those were in the mid-market of companies coming together and, you know, filing an application as a, as a team.
Right. Okay. So industry [00:35:30] associations got involved. And once you get approved, the, the HTS exclusion applies to everybody in that HDS good category. 
Speaker 5: Okay. 
Jennifer Clemente: So it's [00:35:40] not impossible, but it does take time and money. 
Speaker 5: Sure. 
Jennifer Clemente: And the average application approval process takes about a year. 
Speaker 5: Okay. 
Jennifer Clemente: So same thing, we gotta go back [00:35:50] to Buckham, we gonna buy a little time.
Right? Right. And make sure that we're, we're ready. If we're gonna fight that fight, we're, we're lawyered up appropriately. We're, we've got, we're resource up, we've got [00:36:00] the economic wherewithal to fight a fight, and in the meantime, we still have to mine the profitability and the top line and the bottom line of the business.
Mike Payne: So, like [00:36:10] I said in the beginning, I, I didn't realize how ignorant I was to the big picture. And, and this is all so valuable, but you guys have a. Webinar series starting [00:36:20] soon. That's gonna dive into this a lot deeper, right? So, mm-hmm. Let's talk about that for a second. 
Leslie: Yeah, absolutely. So again, breaking [00:36:30] it down into these different categories, that was really our goal.
So starting April 30th, we're going to be taking people through a lot of these different categories, bringing in a [00:36:40] lot of different subject matter experts on these topics. So the first one's really going to go into. A lot of controlling what you can control with the [00:36:50] cost aspects of things, whether that's the cost accounting or the transfer pricing.
Then we're going to get into some of the more advanced topics with [00:37:00] logistics and things like bonded warehouses, and then we'll close with some of the most advanced topics there. So it's really going to take people through [00:37:10] not what we're seeing with. The specifics with the rates. We'll touch on that at the first topic, but really taking you through some of these strategies and how do you take action on [00:37:20] these particular items.
Mike Payne: So, and, and, and like most of the stuff you're doing. So you're, so this webinar starts on April 30th, so a three part series, is that right? Is that kind of aligned with the three [00:37:30] buckets? Essentially 
Jennifer Clemente: you'll get a gourmet taste of all three. 
Mike Payne: Okay. 
Jennifer Clemente: Across all three. 
Speaker 5: Okay. 
Jennifer Clemente: And, you know, the, the final one is Leslie mentioned will be some more the [00:37:40] advanced topics that we talked about out of bucket one.
Yeah. 
Speaker 5: Okay. So 
Jennifer Clemente: duty drawback and so on. One of our guest speakers will be a trade attorney versed in those areas. We'll be able to take a deep dive [00:37:50] 
Mike Payne: and, uh, where will people find that? 
Jennifer Clemente: So, glad you asked in the information attached to the documents for this, this chat today, [00:38:00] Mike. 
Speaker 5: Yep. 
Jennifer Clemente: We'll share a, a mini deck.
With an overview of what we talked about today, and at the back of that mini deck is a QR code, and it'll take you out [00:38:10] to information. You can sign up for one, two, or all three. 
Mike Payne: Perfect. And then if, if someone can't make the webinar, will they be, will there be some sort of, uh, recording or something that they'll be able to [00:38:20] get to afterwards?
Jennifer Clemente: Yep. As long as they've registered, they'll get a link to the recording and the materials after. Yep. 
Mike Payne: Okay, perfect. Yeah, so I mean, with that, I mean, why wouldn't you register? Right? And that way [00:38:30] you're get that delivered to your inbox. So you can reference it when you do need it, if you can't make the thing.
Well, thank you so much for this. I, it's, it's such a huge [00:38:40] topic and I mean, obviously it's in the news every day, all day right now. And I feel like I understand it a ton better from our conversation the other day and, and [00:38:50] then the recap today and certainly has me thinking of some actionable things I can do right away, um, and, and, or at least questions [00:39:00] asked.
So again, in my case. A lot of this is gonna be maybe more relevant for some of my vendors, but it, it gives me something to ask them and it also gives me [00:39:10] the ammunition I need. I feel like I need to, to go back to those customers that are asking me what impact do I see tariffs having on the, the, [00:39:20] the products that I'm providing them.
So this is incredibly helpful to me and I think our listeners will feel the same way. So thank you guys very much for doing this. 
Jennifer Clemente: Thank you for having us. [00:39:30] Yeah, thanks for hosting, Mike. Much appreciated. 
Mike Payne: Why don't you tell the listeners real quick just how to connect with you guys directly if they have any questions or comments, concerns.[00:39:40] 
Jennifer Clemente: Quickest way to find us is on our website, c connect.com, and, um, you'll, you'll find both Leslie and my bio out there and you know, if you'd like [00:39:50] to ask more questions, hear about any of these items in more depth or. More than happy to connect with you 
Mike Payne: and, and I know you're both, uh, super active on LinkedIn as well, so you [00:40:00] know, 
Leslie: absolutely.
You can absolutely find us there as well. 
Mike Payne: And if you can't do either one of those things, reach out to me and I'll connect you. So yeah, with that, I hope you enjoyed this episode. I hope you learned something about tariffs. I hope [00:40:10] you, I. Go learn more about tariffs on the, the webinars that, that they're gonna be providing.
And, uh, yeah, just reach out if you have any questions. 
Jennifer Clemente: Thank you. Thanks, [00:40:20] Mike. 
Mike Payne: Thanks for listening. Hey, metal Working Nation. I don't think it's any secret that I like numbers. Started a whole podcast called Buy the Numbers to [00:40:30] talk about numbers. That's why I'm telling you if you want to know how your shop really stacks up.
You need to take the Modern Machine Shop Top Shop survey. It's your chance to get a customized [00:40:40] benchmarking report that shows exactly where your shop stands and where you can improve. I've done this for seven years now. It's a crucial part of my business [00:40:50] cycle. Tells me where I'm at, where I can improve.
Where the industry is going next. Plus, you could earn top shops recognition. Proving your shop's [00:41:00] one of the best in the business. Don't guess. Let the numbers tell the story. Take the survey today@mmsonline.com. That's Modern Machine Shops website that [00:41:10] mms [00:41:20] online.com.
