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Newswire: GM Nameplate 
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product; Omak plywood 
mill closes again; Interfor 
sells former Tacoma lum-
ber mill site; CMC Biolog-
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Forge gets new owner; 
Blue Marble Biomaterials 
signs development deal 
with Welch’s; plus other 
news items. Page 4 

 
Our Next Issue: 

Jan. 16 

BY BILL VIRGIN 
Editor/Publisher 
     Don’t like uncertainty in your business? 
     Tough. In 2017, It’s coming at you by the truckload. 
     Whether it’s Boeing, China, energy prices, housing, industrial demand and pro-
duction, the economy, trade policy, interest rates, wage increases, the dollar’s ex-
change rates, tax-law changes or the new administration in Washington, uncertainty 
seems to be the one constant in forecasts. 
     The new year is starting off right, as least locally, says Eric Sprink, president of 
Everett-based Coastal Community Bank. “Things are as strong as they have been in 
a long time.” Customers, including manufacturers, are investing in equipment and 
new and expanded production facilities. “We see that trend continuing through ‘17,” 
or at least the first half of the year, he says. 
     That upbeat outlook is echoed by several local manufacturers. Some companies 
are anticipating good years. “Irish Foundry is looking at 2017 with very optimistic 
eyes,” says Charles Irish, owner of the Seattle-based company. “We are already 
speaking with three new accounts that require some complexity, that makes ‘Made 
in the USA’ even more advantageous.” 
     Adds Paul Clark, vice president and co-owner of Granite Falls-based Cobalt En-
terprises, “During 2016, we merged three other companies and integrated their cus-
tomers, employees, suppliers and systems into Cobalt. Cobalt is expecting a better 

(Continued on page 2) 

Outlook 2017 
How Many Questions Can One Year Generate? 

     Gov. Jay Inslee’s budget proposal is, depending on 
who’s describing it, a call for “bold action now,” a “starting 
point” for discussions or “dead on arrival.” 
      Since that last viewpoint reflects the sentiments of 
many in the Senate’s Majority Coalition Caucus, it looks to 
be a long, contentious session, what with split political con-
trol of the Legislature. 
      Given the amount of time to be spent on such budget– 
related issues as taxes, education funding, an overhaul of 
the state’s mental-health system and pay raises for state 
employees, manufacturers aren’t likely to see much out of 
the session on their issues. 
     Manufacturing does figure prominently in one of the 
governor’s proposals. Inslee is making another run at a 
carbon tax, which would apparently be in addition to the 
Ecology Department’s recently enacted air-emissions rule. 
The tax proposal ($25 a ton, increasing 3.5 percent plus 
inflation each year) would be imposed on “any company 
that generates or imports electricity, natural gas or petrole-
um,” according to the governor’s office.  
     The governor is also calling for increased business & 

occupation taxes on professional services including ac-
countants, lawyers and real-estate agents, as well as a 
capital-gains tax on stocks and bonds. 
     Inslee proposed just five relatively small changes to tax 
breaks and incentives, including repeal of a sales-tax 
break on bottled water, and an exemption for fuel when 
used in the same process, such as at oil refineries. Wood 
byproducts like hog fuel would still be exempt. 
     The operating budget calls for ending a state contract 
with the Northwest Agriculture Business Center, which 
helps farms and food businesses, while the capital budget 
proposes a $20 million building for the Center for Ad-
vanced Materials and Clean Energy Technology at the 
University of Washington. 
     The Association of Washington Business lists among 
its legislative priorities protecting “the predictability of the 
tax code and structural tax incentives, such as those for 
aerospace, agriculture, manufacturing, and small busi-
nesses, from any attempt to add requirements or barriers.” 
     The Legislature convenes Jan. 9 and is scheduled to 
end its session April 23. 

Legislature 2017: Impasse, Dealmaking, And Maybe A Lot Of Both 
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INTRODUCTION
Welcome to 2019 and the third edition of the 
BP Pulse!  We’re heading into 2019 with some 
incredible insights into what manufacturing 
and distribution companies are facing this year.  
In our third year of the survey we received 
quality feedback from all participants. For that 
I heartily thank you!  The data and insights 
contained in this document are for the benefit of 
everyone, specifically closely-held, mid-market 
businesses within the Puget Sound Region.  
This is your document as much as it is ours.

In this year’s BP Pulse we tackle some of 
the current hot topics, including tax reform 
and tariffs. The responses from participants, 
as well as the expert commentary in both of 
these arenas, is very interesting!  We also look 
at the trends in areas that have been covered 
in previous years, including workforce and 
revenue growth. Additionally, we dive into 
topics whose answers change annually, such 
as current challenges, opportunities and 
technology.  From the responses I can see that 
people are excited about the year to come. Most 
companies are forecasting growth, although the 
lack of skilled workers and concerns about labor 
costs continue to be pain points for respondents.

We worked hard to obtain responses directly 
from manufacturers and distributors. In 
fact, over 90% of the responses are from 
manufacturers (67%) and distributors (25%), 
with over 60% of the responses coming from 
the top of the company – owners, presidents and 
C-suite executives.  This means we’re reaching 
the right people who can provide appropriate 
insight into the challenges and opportunities, as 
well as the risks and rewards that businesses are 
facing in the current environment.

These companies operate in a diverse range 
of industries, with aerospace topping the list, 
followed closely by industrial products and 
food and beverage.  This is representative of 
activity within the State of Washington, which 
means that we’ve reached the right cross-section 
of participants. Additionally, the majority 
of respondents have employee headcount 
between 26 and 50 employees, with revenues 
ranging from $10-$100 million. Overall, survey 
responses are representative of the clients that 
Berntson Porter professionals work with on a 
daily basis.

I invite you to take the time to dive into this 
report and meet the team of Berntson Porter 

EXECUTIVE 
SUMMARY

BP Specialist:  
Nicole Wright, CPA, 

Senior Manager, 
Assurance Services 

Nicole can be reached 
at 425.289.7626 or 

nwright@bpcpa.com 

CAMPS INVOLVEMENT
Berntson Porter is honored to continue our 
partnership with CAMPS (Center for Advanced 
Manufacturing Puget Sound) to reach a broader 
audience of manufacturers and distributors in 
the area.  CAMPS is the premier non-profit 
membership organization in the Puget Sound 
region that represents small and medium sized 
manufacturing businesses, supply chain partners, 
business advisors and strategic partners, all 
working together to drive innovation and find 
21st century workforce solutions.

professionals. We’ve also partnered with 
some of the best experts that we know to 
provide additional commentary in their areas 
of expertise.  With this collaboration, we’re 
offering an in-depth look into these industries 
which mean so much to our local economy.

As always, I’m here for you.  Let’s take some 
time this year to sit down over coffee or lunch to 
discuss how Berntson Porter can be of service 
to you and help your company reach its goals.

Thank you for your contributions and interest in 
this initiative!

Nicole Wright, CPA 
Senior Manager, Assurance Services and 
Distribution and Manufacturing Practice  
Group Leader 

PROFILE OF PARTICIPANTS

report annual revenues of $5 
Million + per year64%
of respondents are distributors 
and manufacturers90%

of respondents indicate 
they are Owner, President 
or CEO52%

O V E R

Aerospace

Industrial 
Manufacturing

Wholesale 
Distribution

Medical Device 
Manufacturing

INDUSTRIES 
REPRESENTED
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Continued...

CHALLENGES 
AND 

OPPORTUNITIES

BP Specialist:  
Austin Mohler,  

Advanced Tax Staff 

Austin can be reached at 
425.709.3444 or  

amohler@bpcpa.com

FINDINGS
Nearly one-half (49%) of the survey respondents 
agreed that a lack of skilled workers is one 
of their main challenges, which was an 
increase from 32% in our 2018 survey. Other 
challenges respondents cited include growing 
their market share (41%) and increasing labor 
costs (34%). In our open ended question, 
responses were overwhelmingly focused on 
growth opportunities via expanding their space, 
obtaining government contracts and through 
technology and innovation. Unsurprisingly, 
manufacturers see development of labor force 
and technological advances as having the 
biggest impact in their industry for the near 
future. 

With recent tax reform, volatile 
tariffs, and other changes in 
the economic environment, 

manufacturers are increasingly worrying 
about their workforce. It seems now may 
be the time to invest in more training for 
current employees, more apprenticeship 
offerings for future employees and a focus 
on employee retention.  

Regarding opportunities, technology seems 
to be growing faster than ever and, perhaps 
as a way to combat a lack of skilled workers, 
companies want to dive into AI and other 
ways to facilitate lean manufacturing. For 
companies that are investing in research 
and development activities, we see later in 
the survey that manufacturers have little 
knowledge of the R&D credit which can 
provide a substantial tax break.

BP INSIGHT FROM AUSTIN

WHAT DO THE EXPERTS SAY?
“It will come as no surprise to anyone who 
monitors manufacturing in this region that 
workforce issues were decisive winners when 
survey respondents were asked about the top 
challenges they’re facing now and expect to 
confront in the years ahead,” states Bill Virgin, 
Publisher of the Washington Manufacturing 
Alert. “No topic has dominated the conversation 
for so long among manufacturers as has the 
matter of finding trained or trainable workers.

It’s not just the technical skills, or lack thereof, in 
the available workforce that has manufacturers 
worried. It’s also the “soft skills”: showing up 
for work in a fit mental and physical condition 
and being able to follow directions. In a tight 
labor market, the competition for workers with 
those traits gets ever more expensive.

The problem is only going to get worse. Note 
that in response to the question of pressing issues 
for U.S. manufacturers over the next five years, 
more than a quarter cited the retirement of Baby 
Boomers. As the silver tsunami of retirements 
accelerates, manufacturers will see a lot of 

experience, expertise, money invested in training 
and institutional knowledge walk out the door. 
How will that be replaced? Can it be replaced?

It’s not an unknown or ignored problem for 
the industry, but effective answers are tough to 
come by. One approach is to beef up vocational 
and technical training, both in high schools and 
community colleges. That includes revamping 
the structure of such training, and moving 
to more flexible programs that are faster to 
complete, with students building credentials and 
certificates instead of waiting for a full degree.

But moving the educational bureaucracy takes 
time and money. Increasingly, manufacturers 
are realizing that if they want the job done, 
they’ll have to do a lot of it themselves. Thus 
they’re building up their own internal training 
programs. They’re tapping pools of promising 
candidates such as military veterans. And 
they’re getting involved with schools through 
internships, tours and presentations to get 
students thinking about manufacturing careers 
long before graduation.”

TOP CHALLENGES YOUR 
ORGANIZATION IS FACING

41%Sales/Growing  
market share

34%Labor costs

49%Lack of skilled workers

17%Taxes/Tax  
legislation

27%Healthcare costs

22%Gov’t. and/or  
Env. regulation

Multiple responses allowed
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INTERNATIONAL 
LANDSCAPE

BP Specialist:  
Jake Berg, CPA, CFE,  

Advanced Staff,  
Assurance Services 

Jake can be reached at 
425.289.7697 or  

jberg@bpcpa.com

FINDINGS
Foreign trade and competition are grabbing 
headlines as the Executive Office of the 
President has focused its attention on creating 
hurdles for foreign business affairs – deterring 
many businesses from creating or expanding 
their foreign operations.

Forty percent (40%) of respondents currently 
report having international operations. Of 
those without international operations, over 
60% reported they do not plan to expand 
internationally in the next five years. Among 
the 40% currently operating internationally, 
three-quarters (75%) reported their activity as 
customer shipments only, with the balance citing 
international facilities, sales representatives, 
or outsourced operations. This demonstrates 
that close to 90% of respondents have limited 
to no international operations. International 
operations have become increasingly costly 
and risky as foreign trade policy continues to 
evolve. Many of the policy changes have taken 
the form of import tariffs on raw materials that 
distributors and manufacturers in the Pacific 
Northwest rely upon. 

Over 60% of respondents indicated that US 
imposed tariffs are affecting their business 
negatively. The effects are being felt in increased 
input prices, inability to source input materials, 
changing suppliers, highly volatile pricing of 
foreign goods, decreasing margins, and loss 
of customers due to an increase in pricing to 
counteract the cost of the tariffs. Respondents 
are reporting these effects as a tariff on inputs 
will constrict supply causing an inward shift 
of the supply curve in a competitive market. 
This will increase prices and decrease output as 

While the tariffs have affected 
manufacturers and distributors 
of finished goods adversely, 
respondents have indicated 
that tariffs have been an 

overall positive to US manufacturers and 
distributors of materials. Foreign supply of 
materials has declined as the cost to supply 
to US manufacturing firms has increased for 
foreign material suppliers. This has allowed 
US based material suppliers to increase 
their prices due to reduced competition. 

Overall, this will most likely end up 
being a net negative as the market cap for 
finished goods manufacturers and suppliers 
is greater than the market cap for material 
manufacturers and suppliers.

Many countries are taking action against 
the US imposed tariffs by enacting tariffs 
on US imported goods. Over 30% of 
respondents are being adversely impacted 
by tariffs imposed by non-US countries, 
which may explain why so few in our survey 

BP INSIGHT FROM JAKE

suppliers are less willing to produce the same 
quantities without an increase in price as their 
costs have increased. Additionally, the market 
will demand less of the product as the price has 
increases, likely decreasing the market size. 
Depending on the price elasticity of the market, 
the additional cost of inputs could be borne 
more by the consumers or the suppliers. 

51%

46% 40%

CUSTOMER BASE

49%

Continued...

34%Foreign competition

WHICH OF THE FOLLOWING 
WILL ADVERSELY IMPACT YOUR 
BUSINESS IN 2019?

32%
19%

62%US imposed tariffs

Tariffs imposed by  
other countries

None 

Multiple responses allowed
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INTERNATIONAL 
LANDSCAPE

CONTINUED

WHAT DO THE EXPERTS SAY?
“Import competition can arrive suddenly and 
many companies don’t see it coming,” warns 
David Holbert of the Northwest Trade 
Adjustment Assistance Center (NWTAAC). 
“The span of industries and products that are 
affected is surprising – import impact is not 
confined to predictable sectors. When faced 
with a sudden challenge, for example a 50% 
price disadvantage, the companies that tend 
to succeed recognize that something must 
change in their business. They can’t win by just 
trying harder. Often this change entails moving 
toward customization, more responsive service, 
verifiable quality, or rapid delivery – all areas 
in which domestic companies have natural 
advantages. Such changes are often introduced 

are planning to expand internationally in 
the next five years. Many countries are 
responding to the US imposed tariffs with 
their own tariffs and the cost of doing 
international business has risen. Many 
businesses simply do not forecast profitable 
foreign operations. 

Another effect of tariffs is the rise in 
interest prices. As the tariffs increase prices, 
inflation will also rise. In order to combat 
inflation, the Federal Reserve increases 
interest rates to reduce the amount of 
cash in circulation. These increases will 
further affect businesses negatively as their 
borrowing rates will increase. During 2018, 
the prime rate as published by the Wall 
Street Journal increased 0.75%.  

Tariffs can create a shock to many businesses 
that are already operating at competitive 
prices and set margins. The cost of tariffs 

can often erode the already thin margins 
of many businesses and can even cause 
unavoidable losses in the short-run when 
businesses are unable to maneuver their 
capital constraints and pricing practices. 
Rarely are manufacturers able to pass the 
cost of the tariff fully onto the customer 
as the customer may find a comparable, 
cheaper good – either because they lack 
income to support the entire price increase, 
or are simply unwilling to buy the product 
at the increased price. It is currently a 
volatile time in the international landscape 
and manufacturing firms must stay alert to 
changes in foreign policy and competition to 
best maneuver their operations and remain 
profitable in the wake of constantly shifting 
competition and pricing. Recognizing 
changes and planning accordingly will 
be imperative to the success of local 
manufacturing and distributing firms. 

or facilitated by outside expertise in myriad 
areas. To demonstrate – between 2005 and 2017 
NWTAAC tracked 200 companies averaging 
$15M in sales. They all had had declines in 
sales and employment - often steep. They all 
fought back in the manner described above. 
Aggregate results for those companies showing 
an 8.9% per annum sales increase for the several 
years following the introduction of a plan for 
change focused on outside expertise.  This is a 
strong endorsement of the idea that with better 
knowledge, targeting, and tools, domestic 
companies can overcome the significant 
challenges of import competition.”

INSIGHT Continued
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75%Online job postings  
and/or social media

FINDINGS
Over 83% of survey responders expect revenue 
to grow slightly or significantly over the next 
year. As a result of company growth, there is 
a corresponding increase in demand for skilled 
labor. Nearly 80% of survey responders expect 
their workforce to grow slightly or significantly 
in 2019, a 26% increase from the responses last 
year. While there is high demand for a skilled 
workforce, as previously noted, over 50% of 
survey responders indicated that one of the 
biggest challenges in the industry is the lack of 
skilled labor. 

In order to keep up with 
increased sales and customer 
demand, distribution and 

manufacturing companies will need to 
re-evaluate their hiring and marketing 
strategies to attract top talent. Consistent 
with last year’s results, online job listings 
was the most common method of attracting 
workforce talent followed by word of 
mouth recruiting. With the retirement of 
baby boomers, a new tech-savvy generation 
is entering the workplace. Social media 
and online recruiting allows companies to 
increase their visibility and reach a broader 

and larger group of people. Although this 
may increase the volume of interested 
laborers, it does not guarantee that they will 
already have relevant skills or experience. 
In order to get the most out of this recruiting 
strategy, it would be in the best interest of 
companies to consider investing in training 
programs and apprenticeships. Surprisingly, 
only 40% of responders currently take 
advantage of apprenticeships or in house 
training programs. In order to meet the 
rapidly increasing demand for skilled labor, 
companies will have to reconsider how they 
hire and start to develop talent internally.

BP INSIGHT FROM KATIE 

WORKFORCE 
AND REVENUE 

GROWTH

BP Specialist:  
Katie Myers, CPA 

Tax Senior

Katie can be reached 
at 425.289.7683 or 

kmyers@bpcpa.com 

WORKFORCE GROWTH

78% 2% 20%
SAME

WHAT ACTIONS ARE YOU 
CURRENTLY TAKING TO ATTRACT 
WORKFORCE TALENT?

39%Apprenticeships /  
In-house training

59%Word of mouth  
recruiting

44%Third-party recruiters  
and/or staffing agencies

12%Hosted   
events

32%Partnerships w/  
schools / trade assoc.

51%Employee referral  
programs / Bonuses

Multiple responses allowed

WHAT DO THE EXPERTS SAY? 
“The survey confirms that the region’s businesses 
are growing and competing against each in their 
efforts to enlarge their respective workforces,” 
says Joseph Marth, PhD., Vice President, 
Workforce Innovation for Archbright.   
“Northwest human resources professionals 
continue to struggle to source and fill in this very 
tight labor market. So, we advise organizations 
to market price key positions to assure that they 
are competitive in regards to compensation and 
benefits.  Also, don’t forget that candidates need 
to be sold on the intrinsic benefits of working 

for an organization – its mission, values, culture, 
and flexibility in working. Recent studies show 
that flexible working options is a top attractor/
detractor for joining or leaving an organization. 
The bottom line: Organizations must utilize 
multiple strategies to attract talent in this very 
competitive labor market.  The most effective 
means for sourcing talent continues to be online 
postings, social media, word of mouth, and 
referrals from current employees. LinkedIn is 
the top social media platform for job seekers.”
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28% We are collecting exemption 
documents as required.

WAYFAIR 
AND STATE 

CONFORMITY

BP Specialist:  
Rachel Roberson, CPA, 

Tax Senior Manager 

Rachel can be reached 
at 425-289-7664 or 

rroberson@bpcpa.com 

FINDINGS
When asked how their businesses are 
responding to the Wayfair decision regarding 
sales tax nexus, nearly two-thirds of respondents 
indicated complete lack of awareness (44.8%) 
or uncertainty about how to address it (20.7%). 
When the remaining respondents were asked to 
specify the systems they have in place to address 
Wayfair, most cited an in-house solution and 
maintenance, with some indicating they had 
performed some analysis, but didn’t feel like the 
decision was relevant to their business.

The responses to the questions 
regarding sales tax nexus 
changes from the Wayfair 

decision suggest many companies have 
not adequately addressed this issue and 
could be taking unnecessary risks with their 
business. 

With this change, it is easier for states 
outside a business’ home state to require 
a business to register, collect and remit 
their sales taxes.   While sales tax should 
be a consumer cost, if a business never 
collects it they can be on the hook to pay 
it if audited.   These unaddressed liabilities 
can also reduce the sale price when owners 
decide to sell their business. 

There were two misconceptions we saw in 
the responses.  First, these changes apply 

to any business making sales to customers 
outside their home state, including catalog 
or phone sales; not just online retailers.  
Secondly, it does impact wholesalers – if 
your business is not collecting the applicable 
resale or exemption documentation in the 
states where you make sales, how will you 
prove they are exempt from tax?

Interestingly the question relating to 
what systems businesses have in place 
to address these changes got the lowest 
response rate in the survey.  There are 
options available for businesses to comply 
with the additional registration, collection 
and filing responsibilities.  For businesses 
that choose to address these in-house, be 
sure to periodically review the applicable 
state’s sales tax rates and taxability of your 
products as these do change over time. 

BP INSIGHT FROM RACHEL 

WHAT DO THE EXPERTS SAY?
“2018 was a big year for tax policy,” says Krysta 
Smith, CPA, Tax Senior Manager at Berntson 
Porter.  “Along with the Wayfair decision, the 
federal government passed comprehensive tax 
reform.  Changes to the internal revenue code 
often affect the states as well.  Over the course 
of this past year, states have slowly responded 
to the changes, including whether or not they 
will conform to aspects of the new law.  

HOW IS YOUR BUSINESS 
RESPONDING TO THE WAYFAIR 
DECISION REGARDING SALES 
TAX NEXUS? 

21% I’m aware of Wayfair, but not 
sure how to address it.

17% We have analyzed our sales nexus 
to identify necessary adjustments.

7 % We have updated our accounting system 
to collect the information we need. 

0% We have implemented a Client Service 
Provider (CSP) to assist us.

I’m not familiar 
with the Wayfair 
decision.45%

During the next tax filing season, business 
owners should keep in mind the impact state 
conformity can have on their bottom line.  Poor 
tax planning can lead to large state addbacks due 
to non-conformity, resulting in unexpected state 
income tax bills.  A nexus analysis performed 
by state and local tax professionals can help you 
make the most out of the new tax law.”

Multiple responses allowed
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REVENUE 
RECOGNITION 

AND LEASE 
ACCOUNTING

BP Specialist:  
Briana Wickens, CPA, 

Senior Staff,  
Assurance Services 

Briana can be reached 
at 425.289.7660 or 

bwickens@bpcpa.com

REVENUE RECOGNITION FINDINGS
Many distributors and manufacturers in our 
survey are preparing for the upcoming revenue 
recognition standard; one-third (33%) reported 
they are fully prepared and 36% indicated that 
are somewhat prepared for the standard, which 
goes into effect this year. This new standard will 
have an impact on all companies regardless of 
their business. The goal of this new standard is to 
eliminate inconsistencies between recognition 
across industries, remove industry specific 
guidance and improve financial statement 
disclosures. 

The new standard uses a 5-step model to guide 
companies to recognize revenue as they fulfill 
their promises to provide a good or service. The 
five steps include:

1. Identify the contract – In order 
to be a contract it must include 
approval and commitment of 
parties, identification of the 
rights, and identification of 

payment terms, commercial substance and 
collectability is probable.
 

2. Identify the performance 
obligations – A performance 
obligation is a promise in a 
contract with a customer to 

transfer an asset (such as a good or service) 
to that customer. Performance obligations in 
a contract must be distinct, meaning they can 
provide benefit on their own and the good or 
service is separately identifiable from other 
promises.   
 

3. Determine the transaction 
price – Transaction price 
is defined as the amount of 
consideration to which an entity 
expects to be entitled to in 

exchange for transferring promised goods or 
services to a customer.
 

4. Allocate the transaction 
price amongst the performance 
obligations – The transaction 
price should be allocated 
proportionally to the different 

performance obligations. Determine the selling 
price using one of the following methods: 
adjusted market assessment approach, expected 
cost plus margin, or residual approach. 
 

5. Recognize revenue – 
Revenue should be recognized 
when the company satisfies the 
performance obligations within 
the contract. This could be at a 

single point in time or over time. 

$

$

$

$

$

WHAT DO THE EXPERTS SAY?
“The new revenue standard is going to impact 
every company differently,” comments Natalia 
Daniels, CPA, and Assurance Services 
Manager at Berntson Porter. “While 
companies may think that the change will be 
minimal, they will still need to go through 
the process to apply the five steps required 
by the new standard to determine the impact. 
Application of the new standard will likely result 
in the same amount of revenue in total, however, 
timing of when revenue can be recognized 
may change. Companies that provide bundled 
goods and services will need to be cognizant of 
the intricacies of step two and the judgement 
involved in determining the performance 
obligations in a contract. Companies that 
offer warranties, loyalty programs, discounted 
renewal options, volume discounts or other 

vouchers or rebates will need to keep in mind 
that the new guidance will likely require a 
change to how they are recognizing revenue 
and that they may need to evaluate their internal 
processes to be able to better track information 
related to these goods and services. Even for 
companies that do not anticipate a significant 
change after applying the new guidance there 
will be expanded financial statement disclosures 
that will require certain financial data that may 
not be readily available under current software. 
The new guidance will require significant 
judgments and could potentially influence 
internal processes, software, tracking, and 
how companies are structuring their contracts 
with customers. The five steps appear simple 
at first glance but have the potential to have an 
extensive impact on many facets of a business.”
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36%

LEASE ACCOUNTING FINDINGS
Within our survey, 27% of participants 
indicated they were somewhat prepared and 
25% indicated they were fully prepared for 
the new lease accounting standards. Effective 
in 2020, companies will be required to begin 
disclosing leases on their balance sheet. 
The goal of this new standard is to increase 
transparency by eliminating off-balance sheet 
leasing transactions. 

This standard also uses a five-step model to 
determine if a lease should be capitalized onto 
the balance sheet.

1. Identify a lease – Under the new standard 
there are three requirements to be considered 
a lease: an identified asset, such as a piece 
of equipment or building, the right to control 
the use of the asset, and the terms for the 
period of time an identifiable asset may be 
used must be defined. 

 2. Determine lease term – The lease term is 
the noncancellable period for which a lessee 
has the right to use the identified asset. 
If the lease has an option to extend and it 
is reasonably certain that the lessee will 
exercise that option then the period should 
be included in the lease term.  

3.	 Determine	lease	classification	– The lessee 
must determine if the lease is a finance lease 
or an operating lease. To be a finance lease it 
must have one of the following criteria:
§	Ownership of the asset transfers to the 

lessee at the end of the term
§	Lease includes a purchase option that the 

lessee is reasonably certain to exercise 
§	Present value of the sum of the lease 

payments equals or exceeds the fair value 
of the underlying asset.

§	The asset is specialized in nature and it 
is expected to have no alternative use to 
the lessor. 

Leases that don’t meet this criteria are 
classified as operating leases.

4. Record right-of-use asset and lease 
liability – For both types of leases, a lease 
obligation and right of use asset are recorded 
on the balance sheet. For finance leases, the 
lease obligation is amortized over the life of 
the lease. Operating leases are expensed on a 
straight-line basis over the lease term. 

5. Subsequent measurement – A lease should 
be revaluated when the lease is modified and 
not accounted for as a separate contract, 
when a variable lease payment becomes a 

fixed payment or if there is a change in the 
lease term. 

WHAT DO THE EXPERTS SAY?
“While implementation isn’t until 2020, it’s 
never too early for companies to begin preparing 
for a wide array of effects from this standard,” 
comments Connolly McHugh, CPA, MAcc 
and Assurance Services Senior of Berntson 
Porter. “Preparation could include examining 
leases to determine qualification as finance or 
operating leases and calculating any asset and 
liability resulting from such leases. Additionally, 
companies should adequately disclose all 
leases now, so financial statement users are not 
surprised when those leases are added to the 
balance sheet. The addition of these items to the 
balance sheet will have an impact on company’s 
financial ratios. Specifically, this update could 
result in a deterioration of liquidity and leverage 
ratios, which may affect compliance with bank 
and other covenants. Companies should consider 
the impact to existing and future covenants.”

HOW PREPARED IS YOUR 
COMPANY TO ADDRESS 
THE FOLLOWING?

33%
22%

New accounting standards for revenue 
recognition

Lease accounting changes

9%

25%

36%
27%

12%
Somewhat
prepared

$

$

Not prepared 

$

Fully prepared 

$

Uncertain
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TAX REFORM

BP Specialists:  
David P. Berthon, Jr., 

CPA, MAcc (Tax), 
Tax Principal

David can be reached at 
425.289.7614 or  

dberthon@bpcpa.com

BP INSIGHT FROM DAVID 
Despite the vast majority of 
companies saying they were 
at least somewhat prepared 

for tax reform, only 28% of companies 
said they were fully prepared. This, when 
paired with 25% of respondents that 
indicated uncertainty on the overall impact 
of tax reform to their company, indicates 
companies may need to seek more guidance 
regarding how to take advantage of new 

tax laws. While information regarding the 
largest tax breaks, as stated in the findings 
above, is more widely available, the lesser-
known R&D credit, Opportunity Zones and 
other changes can be a huge opportunity for 
your company. As always, if you would like 
to discuss more about these changes, please 
contact your tax professionals at Berntson 
Porter. 

WHAT DO THE EXPERTS SAY? 
“With 2018 in the rear view mirror, what started 
on December 22, 2017 when the Tax Cuts and 
Jobs Act was passed has forged ahead into a 
new era where many questions still remain,” 
says Chris Julien, CPA, Tax Senior Manager 
at Berntson Porter. “The biggest change to 
the tax code since 1986 was created and passed 

FINDINGS
The majority of respondents, 88%, said they 
were at least somewhat prepared to address 
tax reform, with only 7% saying the overall 
impact will be negative. The biggest benefits 
of the reform as cited by respondents were 
C-corp tax reductions, 199A deductions, and 
depreciation changes, with response rates 26%, 
32%, and 26%, respectively. Finally, only 30% 
of companies said they were very familiar with 
the Research & Development (R&D) tax credit.

in a matter of weeks and because the law was 
put together hastily, significant guidance and 
clarification is still forthcoming and staying on 
top of the changes is of high priority. Most high 
income taxpayers should see significant relief, 
but with a changing landscape, proper planning 
is needed now more than ever.” 

28%
7%

5%

60%

HOW PREPARED IS YOUR 
COMPANY TO ADDRESS 
TAX REFORM?

HOW AWARE / FAMILIAR IS YOUR 
COMPANY WITH THE FEDERAL 
RESEARCH & DEVELOPMENT 
(R&D) TAX CREDIT?

31%Very aware  

33%Somewhat aware 

18%Not at all 
aware 

18%Uncertain

26%Neutral

42%Positive 

25%Uncertain

7%Negative

OVERALL, DO YOU BELIEVE THE 
IMPACT OF TAX REFORM WILL BE
_________?

Somewhat
prepared

$

$

Not prepared 

$

Fully prepared 

$

Uncertain
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BP INSIGHT  
FROM NATALYA 
Technology is one of the 
most essential components 

for businesses in distribution and 
manufacturing. One example of 
technology used in the workplace is an 
online platform used in advertising for 
job openings, relevant for three-quarters  
(75%) of our respondents who utilize 
online job postings. Businesses using 
robots, production lines, and additional 
automation are improving efficiency 
throughout their business processes. 

Although initially costly, there are many 
economic benefits to introducing new 
technology. Benefits can range from 
reducing labor expense, to expediting 
production, to improving customer 
experience. Despite the challenges faced 
in onboarding new technology, many 

TECHNOLOGY

BP Specialist:  
Natalya Haan,  

Assurance Services 
Advanced Staff

Natalya can be reached 
at 425.289.7691 or 
nhaan@bpcpa.com 

WHAT DO THE EXPERTS SAY? 
“Taking into account the number of respondents 
that skipped this question and those who 
indicated interest in existing (not new/
next generation) technology, I find that the 
overwhelming majority (~90%) of respondents 
reported little or no current activities for 
incorporating new/next generation technology,” 
states Doug Creeley of NextLevel, experts in 
enterprise value consulting. “This indicates that 
new technologies have not yet demonstrated 
sufficient value to the manufacturing business 
leaders who participated in the survey.

Small to Medium Business manufacturing 
business leaders and owners will wait until such 

FINDINGS
While companies residing in the Pacific 
Northwest indicated that technology is integral  
to the distribution and manufacturing industries, 
over forty percent (42%) of survey respondents 
have done little to no implementation of new 
technology in their businesses. The remaining 
companies responded that they are attempting 
to or have initiated technology advancements 
to aid their day-to-day operations. Although 
many survey participants are not currently 
incorporating new technology, about 15% of 
respondents indicated they view technology as 
one of their biggest opportunities. Additionally, 
in the next five years about 42% of respondents 
stated that technology will most impact in the 
distribution and manufacturing industries.

value can be demonstrated.  The risk to the SMB 
business leader is that the opportunity to capture 
a reasoned return for investment will very likely 
deteriorate rapidly into a need to implement 
that same technology to survive.  With new 
technologies maturing rapidly, SMB business 
leaders would benefit from a specific and 
reasoned decision to consider new technologies 
as ‘not ready’, ‘likely ready in 18-24 months’, 
or ‘ready now’ for favorable change impact to 
their business.  This can be accomplished with 
a 3-year business initiative planning cycle, and 
will give the SMB business leader confidence in 
investing at the right time in a new technology.”

Blockchain 
Technology

Internet  
of Things  

(IoT)

Automation

WHAT WILL MOST IMPACT THE 
U.S. MANUFACTURING AND 
DISTRIBUTING INDUSTRIES OVER 
THE NEXT FIVE YEARS? 

Technology 
advances42%

Multiple responses allowed

20% International sales and 
globalization 

13 % Reshoring and /  
or Re-domestication 

15% Scarcity / Availability of resources 

34% Customer growth 
and retention 

60%Development of labor 
force / Recruitment 

27% Baby Boomer retirement 

12 % Oil and energy prices

37% Taxes and / 
or Tariffs 

36% Gov. / Env.
regulation

respondents acknowledged the opportunities it 
will present in the future.

Two types of technology were most frequently 
cited by our participants: Internet of Things 
and Blockchain. In addition to these two types 
of technology, many respondents stated they 
are utilizing cloud technology. As technology 
advances, there will be more opportunities for 
businesses to use it to help improve their business.
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TAX & ACCOUNTING 
SERVICES

CORPORATE ADVISORY 
SERVICES

FORENSIC, ECONOMIC  
& VALUATION SERVICES

STATE & LOCAL  
TAX SERVICES

ESTATE & TRANSITION 
PLANNING SERVICES

INTERNATIONAL  
CONSULTANCY GROUP

WEALTH MANAGEMENT 
& INSURANCE SERVICES

BOOKKEEPING 
SERVICES

ABOUT BERNTSON PORTER
Berntson Porter is a premier Certified Public 
Accounting and planning firm that helps clients 
identify, clarify and achieve their goals. In 
addition to providing tax, accounting and a 
wide range of consulting services, we help 
clients manage their wealth and insurance 
needs through our affiliated firms. Through 
our extensive network of partners, we serve 
clients across the globe, helping them expand 
nationally and internationally.

11100 NE 8th St, Suite 400
Bellevue, WA 98004	

www.bpcpa.com	n	(425) 454-7990

This publication 
contains general 
information and 
is not intended to 
be a substitute for 
professional advice 
or services. Any 
accounting, business 
or tax advice contained 
in this communication, 
including attachments 
and enclosures, is not 
intended as a thorough, 
in-depth analysis of 
specific issues, nor 
a substitute for a 
formal opinion, nor is 
it sufficient to avoid 
tax-related penalties. 
If desired, Berntson 
Porter & Company, 
PLLC would be pleased 
to perform the requisite 
research and provide 
you with a detailed 
written analysis. Such 
an engagement may 
be the subject of a 
separate engagement 
letter that would define 
the scope and limits of 
the desired consultation 
services. Berntson 
Porter & Company, 
PLLC, its affiliates and 
related entities are not 
responsible for any 
loss resulting from or 
relating to reliance on 
this publication by any 
person. In accordance 
with the rules of the 
Internal Revenue 
Service (IRS), we are 
informing you that 
this communication 
may be deemed as a 
solicitation to provide 
tax or accounting 
services. This document 
is being sent to parties 
who have subscribed to 
receive it or who have 
expressed an interest in 
the topics addressed.
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