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I N T R O  T O  T R I V I S T A

• The leading operations advisor to PE

• We work predominantly with private equity-backed 
companies, increasing Enterprise Value and preserving 
capital through operations improvement

• Founded 2006 

• 1500+ mid market PE engagements  

• 150+ PE clients

• Wrote the playbook on “Quality of Operations®”

Scott Sparks
Senior Managing Director

(949) 218-4830

Scott.Sparks@trivista.com

mailto:Scott.Sparks@trivista.com
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W E B I N A R  A G E N D A

• Tariffs – magnitude and scope

• Volatility in other sourcing costs

• Financial and operational impact

• Strategies to address these headwinds 

• Key takeaways for investors and executives
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T A R I F F S  – S c o p e  T o  D a t e
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By almost any measure, the magnitude and impact of the recently imposed tariffs are substantial
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T A R I F F S  – S c o p e  T o  D a t e  ( c o n t i n u e d )
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Affected imports and tariff rates are not a mystery
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T A R I F F S  – L o o k i n g  A h e a d
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The unpredictable timing and scope of the next wave of tariffs (or rollback of the current tariffs) 
is what makes the current environment particularly dangerous

Tariffs in Place

$50B

25% Tariffs

Tariffs From 

September 24, 2018

$50B

25% Tariffs

$200B

10% Tariffs

Tariffs From 

January 1, 2019

Tariffs on Further Amount 

(Threatened Over 

Uncertain Horizon)

$267B

25% Tariffs*

Source: Bloomberg Economics

* Assumed tariff level by Bloomberg Economics

$250B

25% Tariffs

$250B

25% Tariffs

U.S. Tariffs Imposed on Imports from China
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T A R I F F S  – L o o k i n g  A h e a d  ( c o n t i n u e d )
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U.S. Worldwide Total Trade 
2017:  $3.9 Trillion

• Imports: $2.3 Trillion

• Exports: $1.5 Trillion

• Deficit: $796 Billion

Import – Export (U.S. Trade Imbalance, 2017)
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T A R I F F S  – F i n a n c i a l  I m p a c t
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• The tariff impact can be game-
changing in certain industries

• For an example mfg client, a new 
tariff impacting 30% of RM caused

− GM decline from 30% to 26%

− EBITDA decline from 11% to 7.3%

− EV reduced by 38%

The ability to move out of tactical reaction mode, and develop strategies to take advantage of the 
market discontinuities created by new tariffs, will separate winners from losers in many industries

Source: TriVista client experience
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Gross Margin and EBITDA % vs. % of Raw Materials Subject to Tariff1

Gross Margin %

EBITDA %

Note: 1) Representative manufacturing client with 30% gross margin, 11% EBITDA margin pre tariff; 25% tariff rate
2) $100M revenue; 11% WACC; 25% tax rate; assume EV change = PV of change in free cash flow from operations
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L A B O R

O T H E R  L E A D I N G  C O S T  F A C T O R S  – E v e n  G r e a t e r  I m p a c t ,  C o u r t e s y  

O f  T h e  S a m e  G l o b a l  D y n a m i c s  T h a t  B r o u g h t  Y o u  T h e  U S  T a r i f f s

E X C H A N G E  R A T E S O T H E R  F A C T O R  C O S T S

R A W  M A T E R I A L S

• e

• Government / Regulatory Pressures

• Environmental concerns

• Consumer preference shifts

• Rapid change in distribution models 
(omnichannel and overnight / 2 day “Prime 
effect”)

USD to CNY Exchange Rate (5 years)

Copper – USD per Metric Ton
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R E - T H I N K I N G  T H E  A L L - I N  C H I N A  S T R A T E G Y  – A  T C O  P e r s p e c t i v e

1 0

• The no-brainer decision to double 
down on an all-China sourcing 
strategy that made perfect sense 5 
years ago may now be a losing 
approach

• With Chinese manufacturing labor 
costs now on par with Mexico, many 
of the drawback of a Chinese 
sourcing strategy that could be 
overlooked in the past are now very 
important

• Taking a TCO perspective on the 
benefits and risks associated with 
your sourcing strategy is critical

Quantifiable Category China Mexico % Delta

Labor Cost  $          1.55  $          0.79 -49%

Freight Cost  $          1.50  $          2.50 67%

Inventory Holding Cost 

(In-Transit)
 $          0.12  $          0.01 -88%

Inventory Holding Cost 

(Warehouse - Cycle Stock)
 $          0.30  $          0.04 -88%

Customs and Duties  $          1.29  $               -   N/A

Material Cost  $          2.22  $          2.33 5%

Total Cost of Ownership  $          6.98  $          5.66 -19%

Total Cost of Ownership
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W H A T  S T E P S  C A N  Y O U  T A K E  T O D A Y  T O  R E A C T  T O  T H E  N E W  R E A L I T Y  

O F  T A R I F F S  A N D  O T H E R  S U P P L Y  M A R K E T  D I S C O N T I N U I T I E S ?

1) Assess the impact today

2) Act now – reaction speed is important 

3) Think ahead

1 1

Think defensively to minimize financial and operational impact
Think offensively – market disruptions create opportunity for nimble organizations  
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A S S E S S  T H E  I M P A C T

• Map products to HTS

• Use HTS schedule to look up

• Extend out math

• Use analysis to drive decision making 

1 2
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R E A C T I O N  S P E E D  – A  K e y  S u c c e s s  I n g r e d i e n t

1 3

• China manufacturing output is 
500% greater than adjacent low-
cost manufacturing countries 
combined

• Small % flight from China 
quickly swamps adjacent 
country capacity.2

• 1% movement of China output 
consumes 20% of excess 
capacity in all 5 adjacent 
countries combined

Source: 1) World Bank; UN Conference on Trade and Development, 2017
2) ~80% average manufacturing capacity utilization across adjacent low-cost manufacturing countries;

Tradingeconomics.com, mier.org | Malaysia data

1
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T H I N K  A H E A D  – G a i n  V i s i b i l i t y  A n d  T r a c k  T h e  I m p a c t
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• The ability to react 
starts with visibility

• Monitor changes in 
global supply factor 
costs and assess the 
impact on your supply 
chain

• Rethink your supply 
strategy – the right 
strategy can serve as a 
strategic weapon,  
turning discontinuity 
and volatility into an 
advantage
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T H I N K  A H E A D  – D e v e l o p  A  S t r a t e g y  T o  W i n  I n  Y o u r  M a r k e t
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• HTS Code Classification Review

• Postponement and reconfiguration of global product flows

• Supply chain diversification through sourcing from other low-cost Asian countries

• Onshore to North America

• Tighter cost-price linkage and quicker price adjustments

• Hold for now

Hold the 
Course Maintain Margin Through Supply 

Chain Responsiveness

Growth Through Pricing and 
Supply Chain Flexibility
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Options vary by industry/end market
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K E Y  C O N S I D E R A T I O N S  F O R  I N V E S T O R S  A N D  E X E C U T I V E S

INVESTORS EXECUTIVES
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• Has the impact of recently enacted tariffs filtered 
through to the financials provided by the seller?

• Has the magnitude and probability of additional 
tariffs on Chinese imports been included in the 
valuation?

• Can the management team articulate a solid 
supply chain strategy that includes mitigation of 
tariff and other factor cost volatility?

• What is the financial impact of alternative sourcing 
strategies (GM, EBITDA, EV impact)?

• What other competitive advantage can be gained 
through alternative sourcing strategies (e.g., 
shorter lead time, reduced inventory investment 
and capital cost, improved OTD, reduced cost of 
quality, reduced cost of expediting and air freight)?

• How tightly is the company pricing strategy tied to 
supply cost increase? How frequently is supply 
market insight passed to the pricing team?

• Has the management team already acted to 
mitigate current tariffs or are they behind the 
curve?

• Do we have clarity on the mapping from 
purchased parts to HTS codes?

• Do we understand the financial impact of current 
Tariffs at the SKU level?

• Can we quantify the impact of alternative 
sourcing strategies/countries that would change 
our competitiveness in the market?

• Have we developed an effective sourcing 
strategy; and

• are we executing against it in advance of the next 
wave of tariffs, price increase from our supply 
base, or offensive move from a competitor?

• Have we started a sourcing exercise to identify 
alternative suppliers in advance of the next wave 
of tariffs?

• Have we increased price as frequently as possible 
in the current inflationary supply market?

Scott Sparks

scott.sparks@trivista.com


