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Foreword

What’s Inside:

THOUGHT LEADERSHIP

•
•

Nationally, we produce an annual 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. The 2018/19 survey closes
5 October 2018. Complete it now to have your say!

•

VAT & Customs - What if it’s a No Deal?
An Industrial Strategy or an Idealistic
Solution?
Manufacturing the Future: How can
Manufacturers Survive and Thrive?

Welcome to the second 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.

https://www.surveymonkey.
co.uk/r/mha-manufacturingsurvey-2018-19
The report will be launched in February 2019. View last
year’s report for a flavour of what to expect:

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

Apprentice of the Year Award
In support and celebration of manufacturing and
engineering companies in the south of England, our member
firm MHA MacIntyre Hudson, along with The Business
Magazine, Lloyds Bank, JLT and Taylor Made are sponsoring
the 2018 Apprentice of the Year Award.
The award seeks to acknowledge and pay tribute to the
exceptional contribution of an apprentice in their workplace
and is open to all engineering and manufacturing companies
in the Thames Valley and Solent & South-Central region.
The panel of expert judges and sponsors nominated four
finalists in September 2018, seeking exemplar apprentices
who effectively showcased the difference the applicant
made to the organisation they work in. The winner will be
announced 31 October 2018.

VAT & Customs –
What if it’s No Deal?

Customs duty is not just
about the rate of duty or
tariffs
As you will be well aware, the UK is scheduled to depart the EU
on 29 March 2019 and whilst we hope for a good deal between
the EU and the UK, there has been considerable confusion and
speculation around the final outcomes, specifically around what
form the deal will take or whether there will be a deal at all.
With this in mind, Andrew Fitton and Nigel Smith from our
member firm Tait Walker discuss what should be key matters
of concern for business owners, drawing on Customs and VAT
developments.

Customs
On 23 August 2018, the government published its first detailed
guidance on preparation for a “no deal”. It contains useful customs
pointers for all businesses that intend to exploit new non EU
markets after Brexit. It also contains useful pointers for businesses
who expect some form of customs control, to apply in the short to
medium term on their trade with the EU after 29 March 2019.
Customs duty is not just about the rate of duty or tariffs. It is the
mechanism that enables authorities to identify what is coming
into or going out of their jurisdiction, who has sent it and who is
receiving it. The process of monitoring, operating and ensuring
compliance with customs systems is vital to authorities, whether
they are the UK, EU or any other jurisdiction. Businesses should be
aware of new customs obligations and the systems they need to
operate, as well as any tariffs they may become liable for.
After 29 March 2019, businesses will likely need an Economic
Operator Registration and Identification Number (EORI) for
importing or exporting to the EU. It may only take a matter of days
to obtain an EORI, unless there are problems in the application
or systems are overwhelmed. Businesses without an EORI should
consider what is needed to obtain one.
Government guidance also highlights the need for businesses to
ensure they can identify the customs classifications for goods.
Incorrect classifications can incur substantial penalties and severe
delays in the delivery of goods and products.

Importers and exporters should be satisfied that they know who
is legally responsible for customs clearance and duty payments.
Businesses should be satisfied that their International Terms and
Conditions of Business (INCOTERMS) are consistent with customs
obligations and should review and clarify any ambiguities in the
International Terms and Conditions of Service.
Some of the mechanisms designed to make customs smoother,
regardless of the presence of the EU, are also highlighted.
Businesses that rely heavily on imports or exports may consider
Authorised Economic Operator (AEO) status. Procedures such as
Authorised Use, Customs Warehousing and Temporary Admission
may be helpful to businesses that use imports for a specific
purpose or those that require goods to pass only through the
UK. We are increasingly advising on these processes as Brexit day
draws near.

VAT
The government has stated that its aim is to keep the VAT system
as close as possible to where we are now, which will be difficult,
if not impossible, if we leave without a deal. It will introduce
postponed accounting for import VAT on goods brought into the
UK, and although this will assist cash flow, it won’t dispense with
the need to make Customs declarations and other duty payments.
If your business is involved in cross-border transactions, you
should be considering the impact on your business of a no deal
scenario, by asking yourself the following questions:
•
•
•

•
•

What do my supply chains look like?
How dependent am I on EU partners?
What do my contracts and International Terms and Conditions
of Services look like? Have I increased my risk and costs by
not updating them and should I now be considering different
terms for new contracts?
What are my options if there are delays at the borders?
Consider warehousing and a case for an EU subsidiary.
Can I do anything to speed up the process or give myself a
competitive edge? AEO is an option.

Evaluating your business during this uncertain time is vital in
future-proofing your business.

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

An Industrial Strategy or
an Idealistic Solution?

R&D tax relief can provide
innovative businesses with a
cash tax refund to keep their
projects viable, with £1.3bn
currently being claimed by UK
SMEs
Guy Hodgkinson, Director at our member firm MHA MacIntyre
Hudson examines the Industrial Strategy against the findings
from our annual manufacturing and engineering survey and asks
whether enough is being done at Central Government level to
re-instil confidence into the UK’s manufacturing marketplace.
Much has been made of the Government’s Industrial Strategy
and its intention to increase the earning power of people
throughout the UK while boosting productivity, but with fears that
manufacturing in the country is declining, is the plan enough to
rebuild confidence and performance within the sector?
The Strategy is at the forefront of many businesses minds as
leaders seek to develop their teams and has been such a hot topic
in recent months that Atul Kariya, manufacturing specialist at
MHA, was a keynote speaker at the Cranfield University National
Manufacturing Debate 2018 – the subject of which was, as we’re
all wondering, Will the published Industrial Strategy help rebuild
manufacturing?
The question is a reasonable one: the strategy itself focuses on
productivity within the UK, which has fallen by 9% in a decade.
Clearly, there is some way to go to improve productivity if we want
to remain competitive with our key manufacturing competitors,
and the Strategy identifies five foundations to build on to improve
productivity in order to do just that: our ideas – positioning the
UK as the world’s most innovative economy, our people - creating
good jobs and greater earning power for all, our infrastructure which requires a major upgrade, our business environment - which
will see the country become the best place to start and grow a
business, and the places the UK has to offer - honing in on the
most prosperous communities in the country.

Over the past six years, MHA has surveyed a total of around 2,500
UK manufacturers to get real-time feedback from businesses
across the UK into the sector as a whole. Our goal has been to
glean a true insight into the trends, and fears, for the sector as a
whole and the economy to which it makes such a vital contribution.
With the results in, we’ve been able to cross reference the
responses to the survey with the Government’s key focus, to see
if those objectives correspond with the needs of our clients and
contacts.
With ideas and people being the two factors our respondents
could play a role in, we chose to focus on those two facets,
to see how the Industrial Strategy’s policies compared with
manufacturers’ mindsets.
The Strategy’s key policies relating to ideas within the sector
are raising research and development (R&D) investment from its
current 1.7% to 2.4% of the GDP by 2027 and increasing R&D tax
credit from 11% to 12% as of January this year.
At a glance, the figures look promising: R&D tax relief can provide
innovative businesses with a cash tax refund to keep their projects
viable, with £1.3bn currently being claimed by UK SMEs. HMRC
estimates that the manufacturing sector accounts for 28% of R&D
claims, with a total tax relief value of over £900m. In addition, loss
making companies can obtain cash tax refunds of an effective rate
of 33% of the R&D spend, while tax-paying companies can claim
£19 back for every £100 invested in R&D through corporation tax,
as well as a further £24 through R&D tax credit system.

At 19%, the UK’s corporation
tax rate is the lowest in Europe
- a figure that will further
reduce to 17% in 2020

This ongoing difficulty has resulted in companies investing their
money elsewhere: a huge 82% of our respondents stated that they
are now looking to technology and AI to increase productivity,
with more than half (53%) admitting that they would rather
invest in technology than people – not what those responsible for
drawing up the Strategy will want to hear.
So, back to the Big Question. Is enough being done at Central
Government level to rebuild the nation’s manufacturing
reputation?

The UK’s track record in comparison to its competitors is good,
with its R&D relief to SMEs being an effective tax rate of 25-33%
compared to 50% in France, and the French equivalent being more
specific and onerous for the applicant.

Ultimately, the answer is no: The overwhelming feeling from
respondents is that the Government has not done enough to make
the ‘people’ policies it outlined in the Industrial Strategy work for
the manufacturing sector specifically.

Add to that the fact that at 19%, the UK’s corporation tax rate is
the lowest in Europe - a figure that will further reduce to 17% in
2020 – compared to 28%-33% in France. This provides the UK with
a strategic advantage in attracting inward investment. Indeed, the
UK is the second largest recipient of inward investment, with the
USA being the biggest.

The Strategy pledges a boost to the government R&D budget
that will total £4.7 billion over four years, yet the investment in
people highlighted in the report is £407m – not enough to provide
the training necessary to allow widespread recruitment at the
necessary skill-level.

However, our survey found that while an encouraging 88% of
respondents are investing in R&D, 43% were not claiming relief on
their costs, citing a lack of awareness and understanding, and the
time and effort involved as their reasons for failing to do so.

Meanwhile, the Government’s apprenticeship levy initiative,
introduced to help employers recruit, train and manage
apprentices to create skilled roles in-situ, has not worked due to
the level of administration required and the complexity of the
rules. As a result, the levy is largely viewed as an additional cost to
businesses, clearly illustrated in the fall of apprenticeship take up.

It will take, it seems, just a little more guidance and information
to reassure and encourage manufacturers to capitalise on the
refunds available to them in reward for their investment into the
sector.

So, what would it take to restore and maintain confidence in UK
manufacturing beyond the current policies?

A business is only as good as its people – entrepreneurs from
Marissa Mayer to Steve Jobs have testified to that, and it seems
the Government wholeheartedly agrees. The policies revolving
around the people pillar of its strategy include investing an
additional £406m into STEM skills, making £64m available for
re-skilling into digital and construction training, and establishing a
technical education system to rival the best in the world.
Everyone wants the right people, but the challenge, according
to the survey results, is recruiting at the right skill level. Three
quarters (75%) of respondents reported issues with recruiting
and disappointingly, almost half (46%) admitted to having skilled
vacancies within their business.

While the general consensus is that our clients are pleased the
Government has created a vision to help restore faith in the
sector, 60% of respondents don’t feel the plan goes far enough to
address the key issues affecting the sector.
Perhaps it’s a case of trying to do too much too soon, when in
reality, a simplified system to encourage key behaviors within the
sector would, in turn, help to implement a results-based strategy
that can be monitored, reported and ultimately evaluated and
improved.

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

Manufacturing the Future: How can
UK Manufacturers Survive and Thrive?

Despite the impacts of myriad
global economic and political
uncertainties, the sector has
outperformed expectations
over the past 5 years

On the government’s industrial strategy, Kariya observed, “The
UK’s industrial strategy is focused on productivity. Productivity per
person, per hour (pp/hr) is $24.10 in the UK; this has fallen 9% in
the last 10 years. In comparison, the US figures are $32.3 (pp/hr),
showing growth of 25% in the last 10 years. The UK places fourth
against its seven main manufacturing competitor countries, behind
the USA, Germany and France.”

Technology and AI
Halo Financial, attended the 9th Cranfield National Manufacturing
Debate on 23 May 2018, sponsored by MHA and jointly hosted
a panel session on the future of UK manufacturing earlier this
year. Following these key industry discussions, Tony Piggott, Halo
Financial’s Head of Corporate Development, identifies some of the
major themes discussed and suggested approaches for businesses
to secure a strong future in uncertain times.
The over-riding message from all recent discussions is that the
overall outlook for the UK manufacturing sector is positive.
Despite the impacts of myriad global economic and political
uncertainties, the sector has outperformed expectations over
the past five years. Nonetheless, there are significant challenges
ahead, and firms need to be adequately prepared, equipped and
resourced to survive and thrive.

What are the key Challenges Faced by
UK Manufacturers?
Professor Rajkumar Roy spoke about the Four Grand Challenges
for the UK’s manufacturing sector:
•
•
•
•

Artificial Intelligence (AI) and the data economy
Mobility
Clean growth
An ageing society

The Productivity Puzzle
Setting the scene at the debate, Lord Broers said that we
understand there is a productivity problem in UK manufacturing,
however, there are great examples of innovation.
MHA Partner, Atul Kariya, gave a keynote address at the debate,
focusing on the current R&D landscape and exploring client
responses to MHA’s annual Manufacturing & Engineering Survey
regarding the challenges and opportunities for the industry.

The focus within the strategy for both activity and funding is
firmly on tech and developing Artificial Intelligence (AI), rather
than investing in and developing people. The industrial strategy
has committed a boost to the government R&D budget that will
total £4.7 billion over four years, but the investment in people
highlighted in the report is £407 million.
Yet, when UK manufacturers are asked about the biggest
challenges they are facing in growing and securing their business,
the most significant challenge they raise is people: recruiting and
retaining the right people with the right skills and continuing the
flow of workers at all levels.
While the rapid development of technology is also a key challenge
for the sector, this area is inextricably linked to the people within
a business. Will technology be operated by the people within
manufacturing businesses, or replace them within automation
processes? This is also a continuing debate and area for concern, or
looking at it another way, opportunity.
This has also led to a shift in mind-set: identified in the MHA
survey, 82% of respondents are now looking to technology and AI
to increase productivity and 53% stated they would rather invest
in technology than people.
AI is a challenge in itself. “Automation is coming in a big way, in the
shape of Industry 4.0,” says Dorrien Peters, Head of Manufacturing
and Business Legal Services at law firm, Irwin Mitchell. “If you’re a
manufacturing company, there is a journey towards mobility and
increased efficiency.”
The UK is Number 17 on the AI league tables. As a country, we’re
good at the technical innovation; we just haven’t translated this
into commercial gain.
Peters continues, “Moving to more technology-focused roles
to make up the next generation of the workforce is another
challenge for the government, in terms of building this into the
UK’s education system.”

Supporting and growing
the next generation of
manufacturers was highlighted
as a key challenge to address

What can Manufacturers do to
Address Challenges and Capitalise on
Opportunities?
1.

Understand your global business – both opportunities and
threats. Know the key economic and geopolitical drivers,
market movements, and their impact on profitability and your
business’s bottom line.

2.

Build a robust business strategy covering all areas of risk
and identify opportunities – short, medium and longerterm. The general feeling among the expert panellists at
both events was that UK businesses are getting savvier in
protecting against risk and preparing for the various impacts
of geopolitical concerns.

Speed of Change
Being agile and keeping up momentum, including developments
in technology, geopolitical and economic change, is a major
challenge. Key drivers of change in the industry include:
•
•
•
•
•

Currency is a key area to cover within both the company’s
risk management and wider business strategy, protecting
against market movements and their impact on the bottom
line. Firms are now building hedging strategies and setting
processes in place to manage currency and broader economic
risk.

Geopolitical events
Economic uncertainties
Inflation rate
Demand
Sustainability

Building for the Future

3.

Supporting and growing the next generation of manufacturers
was highlighted as a key challenge to address: this can be achieved
by working to encourage, nurture and retain talent through
vocational education options, apprenticeships, and greater
awareness of opportunities in the sector.

Guidance and financial support to explore opportunities in
new territories and funding availability are available from
Department for International Trade (DIT) and UK Export
Finance. Many UK companies are still unaware of this support,
so it’s worth exploring and finding areas relevant to your
manufacturing business.

On the importance of recruitment in the sector, Guy Hodgkinson,
Director at MHA , commented, “Over the past six years, MHA has
surveyed a total of around 2,500 UK manufacturers. Our 2017/18
survey showed that recruiting the right skill level is a significant
challenge for the industry: 75% of respondents said they had
issues recruiting and 46% have active skilled vacancies.” It is
clear that there is a skills gap in the sector, with recruiting skilled
individuals remaining a concern for the industry.

It’s also important to continue to support domestic business
through global opportunities.

Apprenticeships
The overwhelming feeling from the discussions held and recent
research into industry perspectives, is that the government has
not done enough on the people side and that the apprenticeship
levy has not worked. This is due to the level of administration
required and the complexity of the rules, meaning that it is just
seen as another cost in an already heavily cost-pressured industry;
this has been illustrated in the fall of apprenticeship take up.

Remaining competitive needs to be balanced against rising
cost pressures.
4.

Continue to innovate and develop the supply chain. The
Innovate UK-backed Catapult centres for innovation and
research and development (R&D) are appreciated by the
industry, but there is a general lack of awareness that these
facilities are available. Communication, accessibility and
awareness of these services could certainly be improved; the
announcement that five years of funding will be provided for
the Catapult centres going forward may help to improve this
and provide continued support to manufacturing businesses
in developing new strategies and technologies, boosting
innovation and productivity.

5.

Strategic partnerships. Both Anna Keeling, Senior Vice
President, GKN Aerospace, and Andrew Schofield, Head of
Manufacturing and Materials Engineering, BAE Systems,
reinforced the importance of strategic partnerships to
the future of the aerospace sector and for the wider
manufacturing industry.

Diversity
Encouraging more women and a younger workforce into the
industry was highlighted as an important development at both
events. Refreshingly, three of the keynotes at the Cranfield
National Manufacturing Debate were given by women leaders
in the manufacturing industry, all engaging speakers and highly
experienced in their specialist fields.
The latest #BridgetheGap STEM Survey 2018 has just launched and
is exploring ways to attract more girls into STEM subjects, after
finding that, “Workforce diversity in the STEM sector is a major
challenge... In fact, just 13% of the entire UK STEM workforce is
female.”

Explore alternative trading opportunities. Exploring
alternative trading relationships in other territories – such
as South America, the Middle East, and Eastern Europe,
helps drive growth and diversify business – these can serve
to balance business areas that have been hit by Brexit
uncertainty in the UK and Europe, for example.

3.

More R&D investment from
both government and industry
is clearly needed

R&D – The Facts and Figures
◊

◊
◊
◊

◊

Research and development tax relief can provide the cash tax
refund to keep projects viable. It’s an area under-utilised by
manufacturers in the 2018 UK marketplace.
Currently, R&D is 1.7% of GDP and government spend in
support of R&D is £2.9 billion – this is up 150% in five years.
£1.3 billion has been claimed by SMEs.
HMRC estimates that the manufacturing sector accounts for
28% of R&D claims, with a total tax relief value of over £900
million.
The MHA survey revealed 88% of respondents are investing
in R&D, yet 43% did not claim any R&D tax relief. Therefore,
a huge 67% of those surveyed did not benefit from the
tax relief. Reasons for this were cited as lack of awareness,
understanding and the perceived time and effort required.

What can the Industry do Collectively
to Secure a Strong Future in Uncertain
Times?
1.

2.

Better communication and collaboration between
government and industry. While the government’s revised
Industrial Strategy has been welcomed by the industry for the
most part, the consensus seems to be that it does not go far
enough to address the key issues for the sector.
More government initiatives. Alongside the government’s
industrial strategy, described as more of a “mission statement
than a strategy”, industry participants are in agreement that
there need to be clear commitments to support and develop
the industry and a specific business plan for the sector.
More R&D investment from both government and industry
is clearly needed. Could the UK’s R&D target be raised
to compete with spend in other countries, for example?
Currently, UK spend lags behind its competitors.

Closer collaboration between business, government and
academia. There needs to be a continuing dialogue between
these key industry stakeholders and more initiatives to drive
action and support.
Education needs to address the need for greater awareness
of the roles and careers available in the manufacturing sector
and offer opportunities for the right training in order to
pursue them.
Another suggestion from the Cranfield debate for greater
cross-industry collaboration was for larger firms to re-invest
in the sector and support SMEs.
Guy Hodgkinson concluded: “Overall, our clients are pleased
the government has created a vision, but 60% don’t feel
it goes far enough to address the sector issues. What we
and our clients would like to see is a simplified system to
encourage key behaviours and a results-based strategy that
can be monitored and reported.”

Next Steps
There are practical steps that manufacturers can take now to help
secure a successful future, and, from speaking with our clients,
there is a positive view of the road ahead, with a genuine sense
of getting on with the matter in hand. However, it is clear that
more needs to be done collectively as an industry; working in
close collaboration with government and educational institutions
to make this a reality. Continued communication, debate and
decisions are vital to support the sector’s success.

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

About MHA

MHA Member Firms
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.

Services
•
•

•
•
•
•

National Manufacturing Events
Our member firms regularly host regional manufacturing and
engineering events, to view our current events, please visit:
http://mha-uk.co.uk/events-publications/

•
•

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.

This page is updated on a weekly basis, so make sure to check back
regularly to ensure you don’t miss any.

Upcoming Events:
5 October - The Future of Manufacturing - Northampton
9 October - METALL Masterclass: Innovation - Worthing
9 October - What’s Really Stopping you from Exporting? Stockton-on-Tees
1 November - METALL #9: Reviewing your supply chain and
contracts before Brexit - Chichester
14 November - METALL Masterclass: Employment - Surrey
6 December - ICAEW Manufacturing Roundtable - London

Collectively we have over
offices across
the UK
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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.
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www.mha-uk.co.uk
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