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INTRODUCTION
The UK Manufacturing sector is a significant part of the UK
economy – it represents c.17.6% of UK Gross Domestic Product
(£530bn, Dec 19) and employs 2.7m people (c. 7.5% of UK
workforce).
COVID-19 has had a significant impact on many manufacturing
businesses during 2020. Orders books of many businesses have
been significantly reduced, which in turn has led to a reduction in
profit and a significant drain on cash flow.
Many businesses have taken short term actions to shore up their
cash position. As the recovery to pre COVID-19 volumes is likely to
take 2 – 3 years, manufacturing businesses are now commencing
medium to long term actions.
In our previous article, we identified some of the short term actions
businesses have taken, as well as highlighting some of the more
medium to long term actions we are supporting businesses to
implement, such as more structural, permanent changes to their
operating models. However, it was unclear how widespread these
actions were and which actions were the most popular.
To further explore manufacturing businesses response to
COVID-19, the BDO manufacturing team carried out a survey of
manufacturing businesses representing a cross section of subsectors and business sizes to explore:
X How UK manufacturing businesses have been impacted by
COVID-19
X What actions have been/are being taken to recover for survival
and future success
X How concerned manufacturing businesses were about running
out of cash by December 2021.
In this document we provide a summary of the survey findings and
where appropriate, we have broken down the responses by subsector and business size (headcount).

Despite short term
actions to reduce costs
and preserve cash
levels, 27% of SME
manufacturing businesses
fear they will run out of
cash by the end of 2021.
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IMPACT OF COVID-19
We asked manufacturers if they had been materially
impacted by the pandemic during the key months of
the UK lockdown between April and June 2020. We
defined ‘material’ as a revenue reduction during this
period of 20% or greater versus budget.
Unsurprisingly, over 70% of businesses in the survey responded
that they were adversely impacted by COVID-19. From talking
to our clients this was due to a significant reduction in orders
resulting from reduced demand or factories being physically
closed. Supply chain issues, including the availability of raw
materials, also impacted some businesses’ ability to operate.

QUESTION ONE: HAS YOUR BUSINESS BEEN MATERIALLY
IMPACTED BY THE PANDEMIC VS. BUDGET
80%

60%

73%

26%

0%

Yes

At the other end of the scale, Food and Drink manufacturers
appear least impacted in terms of loss of revenue (50%).
However, many of these businesses have faced significant
challenges keeping staff safe due to the close proximity of many
operational roles and changing product mix from B2B products to
B2C. The other sub-sectors fall in the middle of the 50% –
80% range.
Size of business is assessed by headcount groupings and is
presented in five categories.

40%
20%

Over 80% of transport
businesses, which
includes civil aviation
and automotive subsectors, have been
materially impacted.

There appears to a
marked difference in how
COVID-19 has impacted
different manufacturing
sub-sectors. Transport,
which includes the Civil
Aviation and Automotive
sub-sectors, have been
particularly badly hit
during the lockdown with
over 80% of businesses
responding that they had
been materially impacted.

No

1%
Don’t know / not
applicable

Medium to large sized businesses (101-250 employees) were
most impacted at 84%, whilst medium sized businesses (51-100)
were least impacted at 55%.

Impact by sub-sector breakdown
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Impact by company size (headcount)
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COST REDUCTION

ADDITIONAL DEBT

Our second question asked whether the business
had undertaken any short term actions in response
to COVID-19.

In our third question we wanted to understand
whether the business had taken on more debt or had
a shareholder equity injection to boost cash reserves.

The responses showed that 89% of companies had. This
includes all of the companies who had suffered a material
reduction in turnover plus 40% of other companies who had
not been impacted.

Factors that businesses are likely to consider include the level
of government support received, the impact of short term cost
reduction measures and the time taken for the manufacturing
sector to recover to pre pandemic levels.

Short term measures to reduce costs and preserve cash
included furloughing staff, taking advantage of government
tax deferral schemes, mothballing assets and cutting
discretionary spending.

Overall, the survey showed that just under half the businesses
(44%) had undertaken one of these options. However, businesses
were far more likely to have undertaken a refinancing via debt
(35% of survey responses) as opposed to additional equity (9%).

QUESTION TWO: HAS YOUR TAKEN ANY SHORT-TERM
ACTIONS TO REDUCE COSTS?

QUESTION THREE: HAS YOUR BUSINESS BORROWED
ADDITIONAL BANK DEBT?
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Have your shareholders put more funds into the business?
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ADDITIONAL DEBT
There is a significant variation by sub-sector of taking on
additional debt. Of the companies that responded to the survey,
60% of those in the transport sub-sector had taken on
additional debt.
This correlates well with economic forecasts that various
transport sub-sectors are likely to take up to three years to
recover to pre-COVID-19 levels.

There is an inverse correlation between taking on additional debt
and size of business.
Small and medium sized business with up to 250 employees have
taken on more debt than larger businesses.
This is potentially due to the SME’s having lower reserves
and more limited ability to cut costs compared to their larger
counterparts.

Other sub-sectors where more than a third of companies had
taken on additional debt include Mechanical Equipment and
Metal Products manufacturers.
It is likely that a significant reduction in capital spending and
investment has affected many companies in these sub-sectors as
many tend to supply one off goods and assemblies.

Additional debt by company size (headcount)

Additional debt by sub-sector breakdown
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MEDIUM TO LONG TERM ACTIONS
Our fourth question explored what actions companies
were undertaking in the medium to long term to
adjust their operating model and strategy to account
for the change in product mix and / or reduced
volumes. A number of options were presented to
the businesses:
REASSESSING BUSINESS STRATEGY
The most popular responses, which occurred in 81% of cases,
were companies reassessing business strategy and assessing
whether current products and services were still core. Many
businesses have realised the downturn in their sector is going to
be prolonged and it could take several years to recover volumes.
As such they are being forced to assess their markets, their
predicted volumes, investment decisions for new assets and
research and development / new product introduction plans.
Companies are having to assess whether demand for products has
permanently been reduced or whether the change is temporary.
This has been more challenging in some sub-sectors for tier 2 and
3 component and raw materials suppliers as sales and operations
planning agreements, which specify how much customers can
alter future orders, have been torn up as future demand has
become almost impossible to predict.
IMPROVING COMPETITIVENESS
70% of businesses have assessed how they can shift the focus on
to more profitable / resilient products with 69% looking to invest
in technology and new assets to improve productivity
and competitiveness.

QUESTION FOUR: WHAT MEDIUM / LONG TERM ACTIONS ARE BEING TAKEN?
Reviewed the new procedures witin the Corporate Insolvency and Governance
Bill and understood how it could be used to support the business

16%
57%

Identified additional opportunities to competitive advantage caused by COVID-19

60%

Adjusted operating model to deliver products and services to clients
Plan to invest in technology / new assets to
improve productivity and competitiveness

69%
70%

Assessed how to shift focus on to more profitable / resilient products

79%

Considered whether products and services will remain core in the future

81%

Reassessed business strategy in line with the changes caused by COVID-19
0%

Through discussions with our clients we have come across many
examples of how they are adapting their businesses. These
include reconfiguring production lines to manufacture products
for more resilient sectors and the changing volume / variety mix
and relocating products to alternative factories to maximise
productivity.
ADJUSTING BUSINESS OPERATING MODELS
A slightly smaller percentage of responders (60%) are adjusting
their business operating model. This includes more structural
changes to businesses to permanently remove significant levels of
cost. Example actions include closing facilities where businesses
have multiple factories and restructuring the management teams
or delayering management levels.
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40%

50%
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80%

90%

USING LEGISLATIVE CHANGE AS A SUPPORT
The lowest response, at 16%, was that responders had reviewed
and understood how the new Corporate Insolvency and
Governance Bill could be used to support their business if it ran
out of cash. One of the key aspects of this legislation is the move
to a US style system where management are in control of an
administration process rather than third party administrators. This
change provides the incumbent management team a chance to
restructure the business and preserve shareholder wealth.
A possible reason for the low response is that the vast majority of
businesses at the time of the survey, were not imminently running
out of cash.
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MEDIUM-TERM VIABILITY
Our final question asked simply if the responders were
concerned about the medium term viability of their
business. We defined this as the company running out
of cash by the end of 2021. Overall just over 1 in 5
responders expressed this concern.
On a positive note, it would appear that nearly 80% of the
responders were not concerned about failing by the end of next
year. This indicates a significant amount of resilience of a large
number of manufacturers.

QUESTION FIVE: ARE YOU CONCERNED ABOUT THE MEDIUM
TERM VIABILITY OF YOUR BUSINESS?
80%

76%

60%

Viability by sub-sector breakdown
0%

Mechanical Equipment

10%

Unsurprisingly the size of business is a key factor as to whether
the business might run out of cash by the end of 2021. The
analysis shows that small and medium size businesses (SMEs)
are significantly more worried about their medium term future
versus and medium-large and large businesses. No very large
organisation who responded were concerned about running out
of money.
If this number (27%) of SME manufacturing businesses folded
in 2021 it would represent a catastrophic loss of jobs and would
have significant impact on the wider economy.

Viability by company size (headcount)
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There is some correlation of this data with the business subsectors that are mostly likely to take longer to recover to pre
COVID-19 levels, but ultimately the factors that contribute most
to running out of cash are the strength of the company reserves,
the reliance on consumers, how diversified the business is and
position in the supply chain (raw material provider, tier one
component maker, tier two, original equipment
manufacturers etc).

Basic Metals

70%

20%

There is a significant variation by sub-sector of companies that
could fail. Of the companies that responded to the survey, 30%
of those in the basic metals sub-sector were concerned about
running out of cash. This reduces to zero for the food and drink
companies that responded to the survey.
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IMPACT, ACTIONS FOR RECOVERY AND CASH MANAGEMENT
The analysis reveals that many businesses have
reacted with agility and creativity in response to
COVID-19, and taken a number of key actions to
protect their position.
However, the uncertain progression of the pandemic means that
businesses will continue to face hard choices to ensure their future
sustainability. Two key factors in particular will mean that for
many businesses, the actions they have taken to date may not
be enough:
X The sheer scale of downturn and the size of the fixed cost
base will make it difficult to eliminate sufficient costs to
return the business to profitability. Often when resetting
future forecasts, volume reductions are often not low enough
and cost reduction / restructuring actions are based on a too
optimistic picture.
X Many management teams have significant experience running
companies in a steady state. However, having to define
and implement change while trying to juggle business as
usual activities and preparing for a potential ‘no deal’ Brexit
presents a major challenge. This risks poor decision-making if
management teams have insufficient time to understand all
of the options available.

In the medium to longer
term, over 80% of
businesses are reassessing
their strategy and
considering whether their
businesses and services
are core. More than 70%
are considering permanent
structural changes to right
size their businesses.

70% of businesses who
responded to the survey
have been materially
impacted by COVID-19 and
in response, over 90% of
businesses had taken short
term actions to preserve
cash levels and 35%
had taken on additional
amounts of debt.
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The table below provides a high level overview of some of the
areas of support that we are providing our manufacturing clients.
Working with advisers on key aspects of cash management
will help focus efforts, unify the management team and key
stakeholders in a single direction and guide you through the tough
business decisions ahead.
AREAS OF SUPPORT AND IMPLEMENTING CHANGE
Assessing and advising on the strategic options for a company /
business unit
Assessing the IP in the company / business unit , determining
value and potential buyers and managing the sale process
Supporting cash flow modelling and liaising with lenders and
shareholders regarding funding options
Challenging the cost base, operating model and status quo to
support the definition of a performance improvement / cost
reduction programme
Supporting the planning and implementing of an operational
transformation programme
Improving working capital
Advising on pension scheme issues
Assessing and de-risking the supply chain

The research of 219 manufacturing companies
was carried out as part of the Q3 Make UK
Manufacturing Outlook survey in August 2020.
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