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Foreword

THOUGHT LEADERSHIP
Nationally, we produce a respected
Manufacturing & Engineering Survey Report
which has become a barometer of how the
sector is faring and how it thinks it will do
in the future. Look out for the next survey
which is being launched in September 2018
and download a copy of the latest report
here:

Chris Coopey,
Head of the MHA
Manufacturing Group
Welcome to the first edition of The Engine, MHA’s
Manufacturing & Engineering Newsletter.
At MHA, we’re passionate about UK manufacturing
and engineering. MHA members act for thousands of
businesses across the country, including OEMs, those
in the supply chain, as well as engineering companies
and tech businesses.
As we head towards the post Brexit world, we think
it’s more important than ever to champion our UK
sector, which is why we look to share best practice
right across our client base. As well as delivering
accounts, audit and tax solutions, we also support
skills initiatives, run forums and hold seminars, all
aimed at helping our clients in the sector to do
better.
Along with others such as Lloyds Bank, Innovate
UK, the High Value Manufacturing Catapult and
Autodesk, we’re a member of the Future of British
Manufacturing Initiative (FOBMI).
FOBMI is a collaboration between leading UK
industry organisations focused on increasing
the competitive advantage of UK Design and
Manufacturing companies, by removing the barriers
to true productivity and innovation.
We hope you enjoy this first edition. Do get in touch
if you think we can help your business in any way.

http://mha-uk.co.uk/annual-mhamanufacturing-engineeringreport-201718/

The Manufacturing
Employer of Choice

A common complaint amongst
business owners revolves
around recruiting and
retaining younger people
Recent research by the EEF suggests remarkably optimistic growth
predictions amongst our manufacturers for the year ahead. These
forecasts were also mirrored in our 2017/18 Manufacturing and
Engineering survey, with 78% of respondents expecting growth.
The optimism is marred however by growing concern over
increased production costs and a mounting skills shortage. There
is a rejuvenated and increasing trend towards re-shoring in a bid
to control costs and improve processes. Wage costs are generally
going in one direction and to control these can seem impossible,
but perhaps the key is to get more out of your workforce by
managing retention and recruitment – in essence to establish
yourself as an “employer of choice”.
A common complaint amongst business owners revolves around
recruiting, and retaining, younger people. Industry stigmas and
attitudes to work have their part to play, but a well prepared
employer can attract the talent needed to take the company
forward and respond appropriately to changes in the market.
In the same way that many manufacturing processes have
moved with the times, so too have employee perceptions and
expectations.
Engagement may sound like a buzzword, but it is not something to
be overlooked. Understanding your business needs and having a
plan is key. For example, do you know what the cost of recruiting
or replacing one individual is to your company? Multiplied by the
number of starters/leavers, this can have a significant impact
on your finances and productivity levels. Do you understand
the demographics of your workforce and what is important to
them? Do your employees have a voice, and is it listened to? As
a local manufacturer, are you engaging with the educational
establishments within your vicinity and demonstrating the
opportunities available?
Taking the time to mull over these questions and recognising the
cost to your business of getting it wrong, can lead to a focussed
strategy to retain and attract talented staff. There are many things
that can help an organisation become an “employer of choice”,
such as the human resources process, the company values, the
remuneration and benefits packages and additional perks that are
offered to employees.

Retainment Strategies
Consider flexible working options. The constraints of production
line timings might impinge upon the possibility of flexible working
hours, but there are other options that could be considered. It
is recommended that employers review the way in which they
currently provide remuneration to their employees. There are
a number of ways in which remuneration can be paid in a more
tax-efficient manner, including salary sacrifice schemes, making
subsistence payments in line with HMRCs scale-rates, reimbursing
employees for genuine, receipted business expenses and changing
the way in which bonuses are awarded.
Under a salary sacrifice scheme, employees can swap an element
of their pay in return for childcare vouchers, partake in a cycle to
work scheme, or make additional pension contributions. Operating
such schemes are not only beneficial to staff, but can also be tax
efficient for the employer. It is also worth remembering that,
whilst cold hard cash is what’s needed to pay the bills, additional,
non-monetary rewards and recognition can be just as well
received. An improved quality of work life can lead to increased
efficiency and effectiveness, at little or sometimes no extra
financial cost to the business.
Employers should also review the benefits packages being offered
to employees on a regular basis. Tax rules change every year and
something which was considered a tax efficient perk a few years
ago may now be much more expensive for both the employer and
employee (e.g. company cars).

Becoming an “employer
of choice” starts with
recognising and rewarding
your existing staff members
There are many inexpensive benefits that could be provided
under a tax exemption. Examples include employer pension
contributions, employer-provided mobile phones, trivial benefits
and awards provided in association with employee suggestion
schemes.
Employers could also simply raise employee awareness of tax
reliefs that may be available to them. This helps to show that the
employer is thinking about the employees’ best interests. For
example, if an employer pays an employee for using their own car
for business at less than HMRCs AMAP rates, then the employee
could claim tax relief from HMRC on the difference. An employee
that has been reimbursed at 15p per mile and travelled 5,000
business miles in a tax year could receive a tax repayment of £300
if they are a 20% taxpayer or £600 if they’re a 40% taxpayer.
Employees may also be able to claim tax relief from HMRC in
respect of expenses they incur whilst doing their jobs. Relief can
be obtained for things such as repairing or replacing small tools
required for an employee to do their job or for cleaning, repairing
or replacing specialist clothing.
Employee share schemes are a great way of incentivising
employees. The benefits are two-fold; the employee feels valued
as they receive a chance to participate in the company’s share
capital and the company benefits as the employee share scheme
can be structured so that it is directly related to employee
performance and business growth. Share schemes improve
employee engagement and help to align an employee’s goals with
the overall business strategy.

We are seeing some organisations offering greater holiday
entitlement (or even unlimited holiday in extreme cases) or being
increasingly creative about the facilities which the company
offer onsite, such as parking, recreation facilities, well-furnished
kitchens and break out areas, along with some favourites such as
pool tables!
As an employer you need to understand that people talk about
their work, both the good and the bad. Your staff are you best
marketing tool – treat them well and they will shout about it,
do the opposite and they’ll shout even louder. Becoming an
“employer of choice” evolves over time, but starts with recognising
and rewarding your existing staff members. Listen to them – often
the best ideas come from the shop floor, are easy to implement
and have the greatest impact. Investing some time in developing
the right culture now should make it easier in the long term to
attract and retain the right staff for your business. Benchmarking
against competitors and being able to offer tax-efficient flexible
options across your workforce are key to achieving “employer of
choice” status.

GET IN TOUCH
If you have any questions or if you would like to discuss
your recruitment and retention with us in more detail,
please get in contact with us on 0207 429 4147.

Research & Development
Tax Incentives

UK manufacturing R&D
spending totalled £14.6bn in
2015

Examples of R&D in Manufacturing
Include:
Process
Appreciably improving manufacturing processes that deliver
substantial productivity, quality or environmental benefits, as well
as the development of new processes, including new materials,
coatings, methods, and practices associated with these processes.

The net benefit of research and development (R&D) tax relief
ranges from 9% to 33% of eligible expenditure, depending on the
size of the company and whether a profit or loss has been made.

Machine

Although the production and distribution of goods and services
are excluded from being R&D for tax purposes, it is important
not to dismiss potential R&D within processes and machinery
development. In fact, large numbers of UK manufacturers have
successfully claimed R&D tax relief and the manufacturing industry
was found to be one of the sectors with the greatest volume of
claims. According to HMRC statistics on R&D tax incentives, the
total benefit claimed by the industry in 2015/2016 exceeded
£900 million. During that year, manufacturing was making up a
total of 32% of the total amount claimed, placing it in the top 3
benefitting industries.

Systems

The Government reported in 2017 that manufacturing dominates
UK R&D spending, which in 2015 totalled £14.6bn. According to
those numbers, only 6% of UK R&D costs in manufacturing are
currently claimed for through R&D tax relief.
R&D in manufacturing can be found in areas of innovating
technologies, which are aimed at increasing the competitive
capability of the industry. This would encompass not only the
development of new processes, machines or systems, but also
improvements of existing ones.
In general, manufacturing is the business of producing developed
goods in larger numbers, however many companies also engage
in product development. The development of new products or
appreciable improvement of existing products would be perhaps
the most obvious area to look at for R&D.

Creating or appreciably improving manufacturing equipment that
create increased capability (such as accuracy or repeatability),
increased capacity (through productivity improvements or cost
reduction), or increased environmental efficiency (safety, energy
efficiency, environmental impact etc.).

1.

2.

3.

Advances in controls, sensors, networks, and other
information technologies that improve the quality and
productivity of manufacturing cells, lines, systems, and
facilities.
Advances in extended enterprise functions critical
to manufacturing, such as quality systems, resource
management, supply chain integration, and distribution,
scheduling and tracking.
Technologies that enable integrated and collaborative
product and process development, including computeraided and expert systems for design, tolerancing, process
and materials selection, life-cycle cost estimation, rapid
prototyping, and tooling.

The drive behind the development varies and can include saving
energy, water, space or production time, minimising waste,
pollution and costs, improvement of work conditions, introduction
of new elements or automation of the process and upscaling.
If your engineers or technologists encounter failures or technical
challenges and issues in the course of their work, or the
completion of a project takes longer than projected, this could
indicate the presence of qualifying activities.

1/3 of all R&D tax relief claims
were from the manufacturing
industry in 2015/2016
If your technical team spent time improving processes or
developing solutions to technical problems, performing feasibility
assessments or trying to find solutions through an iterative
process of trial and error, this is very likely to qualify.
R&D Tax Relief is a government-backed corporation tax incentive,
aimed at stimulating innovation and development in UK industries.
Investing in innovation is good not only for UK manufacturing, but
also for the UK economy as a whole.

Unfortunately, there are some common misconceptions that
stop companies from claiming, and therefore it is important to
remember a few key points:
•
•
•
•
•

The tax incentives available are generous, but the R&D must be
thoroughly assessed and claims carefully calculated to ensure they
meet HMRC requirements. The requirements are increasing and
each claim is carefully reviewed by HMRC, therefore it is important
to work with experienced advisers to ensure your claim meets the
necessary criteria.

Although almost a third of all R&D tax relief claims were from
the manufacturing industry in 2015/2016, significant numbers
of potentially eligible UK businesses are currently not taking
advantage of the opportunity.

2017

Collective
Savings to
Clients

£21.23m
2017

Collective
Eligible R&D
Expenditure

£79.7m

The R&D does not necessarily need to be ground breaking.
If someone else has already achieved a result, your work to
get to the same stage can still qualify.
Loss making companies without a tax liability can still benefit.
It is not a requirement to own any patents or other IP.
Work done in other countries or work that has been
subcontracted out can still qualify.

GET IN TOUCH
If you have any questions or if you would like to speak to
us about a R&D tax relief claim, please get in contact with
us on 0207 429 4147.

Succession Issues for
Family Owned Businesses

Over 40% of business owners
don’t have a succession plan in
place
One trend that many members of our team across the country are
reporting is an ever increasing level of business owners who are
looking at their succession plans. A recent study identified that the
average age of an owner of a SME in the UK is 55, with over a third
being aged over 60. A further study by the FSB also highlighted
that 25% of business owners plan to rely on their companies when
retiring, but at the same time another study notes that over 40%
of business owners don’t have a succession plan in place.
These factors highlight the need for SME business owners to start
their succession planning sooner rather than later.
First you should consider what the options are. Will it be a trade
sale to a third party? Are there family members who might want
to take on the business? Or would the existing management team
want to take over? Each of these is quite different in terms of their
pros and cons, not all of which are financially driven.
For example, a third party will usually provide a cleaner exit with
a greater cash sum up front. However, they may want to make
radical changes to the company which many owners may find hard
to accept, especially with a company they have raised from its
infancy.
On the flip side, management or family members may understand
the history, but may lack some of the skills that are needed and
have less ability to raise capital.
Once the preferred option or options are identified, the next
stage is to make sure the company is ready to be sold. If you were
selling a house, you would make sure it was in the best state
possible to attract a buyer at the best price, and selling a company
is no different.
One of the key elements of succession planning that owner
managers often overlook is the skills gap they will create by
leaving. This means taking stock of what they do on a day to day
basis, reviewing current management or family member skills and
identifying those gaps that will be left. Once done, actions can
be put in place to recruit new people to fill the gaps or to provide
training to those already employed.

The next step is to review the company itself. Many companies
evolve over the years, almost by accident, taking advantage of
opportunities as they arise. This can often lead to situations that
are perfectly fine for trading on a day to day basis, but may make
succession harder. Property is often one such case, particularly
when it is bundled up with a trading company, and separating this
out is often a good idea.
However, the most important factor is to act early. Family
members need to be consulted whichever route is chosen, and
often their views can come as a surprise. This is even more
important when there is a split between those who work in the
business and those who don’t. Similarly, the process of identifying
key roles and the succession plans is not a quick one, particularly if
new hires or internal promotions are required to fill gaps.

GET IN TOUCH
It is important to get the right advice. For many business
owners, this will be the first time they have had to deal
with these issues, and with a lack of retirement plans,
maximising value is vital. If you have any questions or if
you would like to discuss your succession with us in more
detail, please get in contact with us on 0207 429 4147.

Would HMRC Class Your Commercial
Vehicle as a Company Car?

If a vehicle is available for an
employee’s private use then
a company car benefit charge
could arise
One of the many perks a business can provide is access to a
company car. However, whether or not HMRC recognises the car as
a commercial/ business vehicle is another question.
Recently, a car and car fuel benefit charge of over £40k was
demanded (before interest and penalties) when HMRC undertook
an employer compliance review of a business. The charge was
based on a company car being “made available for the private use”
of the individual between October 2013 and April 2016. The car
under query was a 4×4 vehicle which was used on factory sites.
The company believed it was a commercial/ business only vehicle
for the following reasons:
•
•
•
•
•

•
•
•
•
•

•

The company vehicle was primarily a site vehicle;
The individual and their spouse always had their own private
cars;
The individual used their own vehicle outside of work;
The business was run from premises very close to the
individual’s home;
The business premises are very remote, therefore the car was
normally kept at the individual’s home overnight for security
purposes;
The business involved the individual undertaking a lot of
business travel between different sites;
The individual’s own car wasn’t equipped for being driven on
or around the sites;
A company vehicle was acquired as it was suitable for travel
around the sites and primarily used for business;
The company provided all fuel for the car;
The only personal use of the vehicle was the journey between
the individual’s home and the main site, which was less than
50 miles per week;
The individual took the vehicle home for security and was
required to be “on call” 24 hours a day.

HMRC’s Review
As the vehicle was “available” for the private use of the individual,
HMRC would not accept that this should not be treated as a
company car for benefit in kind purposes and also applied the
accompanying fuel benefit charge.
The car benefit for the tax years 2013/14 to 2015/16 was
calculated at £58k and the fuel benefit was £18k. The employer
had to therefore settle underpaid income tax (which would
ordinarily be due from the individual) of £30k and underpaid Class
1A NIC of over £10k on these benefits in kind.

Double-Cab Pick-Ups
Whilst not relevant in the case of the business above, there is an
additional complication to be aware of where the commercial
vehicle, made available to the employee for private use is a
double-cab pick-up truck.
In Coca Cola v HMRC, the first-tier tax tribunal ruled that some
double-cab pick-up trucks fall within the company car tax rules
(VW Kombi), whereas others fall within the company van tax rules
(Vauxhall Vivaro). This is contrary to HMRC’s published guidance
on the matter, therefore caution should be exercised before
following HMRC’s guidance. The company car tax charges are
usually significantly higher than the company van tax charges, so
it is important that employers consider the potential implications
when vehicles are provided to employees.
In summary, if a vehicle is “available” for an employee’s private use
then a company car/van benefit charge (and potential fuel charge)
could arise. Furthermore, if fuel cards are provided to company
vehicle users, there may also be a Class 1 NIC charge due via the
payroll.

GET IN TOUCH
If you have any questions or if you would like to speak to
us in more detail about a company or personal car, please
get in contact with us on 0207 429 4147.

Watch out Manufacturers Retailing
Directly to Customers

The continuing VAT
registration requirements has
been estimated at €5,000€8,000 per annum per member
state
For manufacturers that retail directly to customers, a hard Brexit
could lead to more VAT registrations for B2C trade within the
EU. Although the impact of Brexit is still uncertain, the differing
distance sales thresholds between member states (MS) is a key
issue.
The thresholds currently differ between MS, ranging from €25,000
and €100,000. This means that businesses selling to private
customers (B2C) in these countries, using their UK VAT number,
don’t currently have to register for VAT in these countries unless
they surpass the local distance sales thresholds.

What Does This Mean Post Brexit?
If the UK no longer has access to these thresholds, it means that
any business selling B2C in another MS will need to register for
VAT. This will be difficult as many smaller businesses will not have
the means to register in each country. For example, certain MS
require a physical business presence in that country to be able to
register for VAT.
It may also be extremely costly, as the administration of
continuing registration requirements has been estimated at
€5,000-€8,000 per annum per MS. Another additional cost is the
VAT rate itself. In some European countries, the rate is as high as
27%, so businesses will need to take this into account within their
cost of sales.
Brexit will also impact on supplies of electronic services to a B2C
client base. Since 2015, businesses who sell electronic services
to consumers have been able to report all of their EU sales in one
return to HMRC, under the MOSS (Mini One Stop Shop) in the UK.
This means that it is not necessary to declare VAT due separately
to each MS.

Impact of Brexit?
If the UK lose access to MOSS, businesses may no longer be able to
use the UK as the prime registration country for MOSS. They will
either have to register in one of the remaining MS to gain access
to this simplification or register for VAT in each MS in which it
makes supplies.
Digital services supplied to UK consumers from outside the UK can
currently be dealt with via the sellers MOSS return. The UK will
be able to implement any regime post Brexit. This may or may not
make the rules regarding trade more encouraging.

GET IN TOUCH
If you have any questions or if you would like to speak to
us in more detail about the issues raised or the impact of
Brexit in general, please get in contact with us on
0207 429 4147.

About MHA

MHA Member Firms

Services

MHA is a UK wide association of progressive and respected
accountancy and business advisory firms. Each MHA member firm
offers a broad range of services including accountancy, tax and
corporate finance, as well as sector specialisms.

•

We are the UK member of the international network, Baker Tilly
International. Through our membership of Baker Tilly International
we are able to provide premier accounting, assurance, tax and
specialist business advice worldwide, drawing on internationally
recognised industry and service line experts in 147 countries.

•
•
•

National Manufacturing Events
Our member firms regularly host regional manufacturing and
engineering events, to view our current events, please visit:

•

•

•
•

Compliance: audit compliance, accounting and financial
reporting. Our audits reassure stakeholders and identify risk.
Taxation: particularly around international tax, employment
issues, R&D Tax Credits, Patent Box, Capital Allowances and
tax mitigation.
Business planning and support.
Accessing public and private funding.
Maximising the efficiency of your supply chain: reducing costs
and improving margins.
Mergers & Acquisitions: We have advised on many
engineering transactions, including a number of cleantech
investments.
Due diligence ahead of funding and grant applications
Risk management: We advise on both governance issues in
order to best attract investment and on minimising fraud and
corruption risk.

http://mha-uk.co.uk/events-publications/
This page is updated on a weekly basis, so make sure to check back
regularly to ensure you don’t miss any.
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Contact Us
If you require any further information or advice
regarding these topics, then please feel free to
contact your local MHA member firm contact.

0207 429 4147
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