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Scottish Weaving Centre

Assessment of Impact

Introduction

1.1 In November 1999, SQW was commissioned by the tourism manager for Lothian and Edinburgh Enterprise Limited (LEEL) to undertake an assessment of the economic impact of the Scottish Weaving Centre at Castlehill in Edinburgh.  In undertaking the assessment the consultants have benefited from discussions with LEEL’s tourism manager, and Billy Duncan and Lynzi Duncan who currently own and manage the centre through their company GL Attractions Limited (GLA).

Background

1.2 The original plan was to develop a new visitor attraction based on the history of the Scottish weaving industry in a prime site at the top of the Royal Mile.  The creation of the Scottish Weaving Centre involved the redevelopment of a building that had previously been used as a reservoir.  

1.3 The project was presented to LEEL in 1995 by two parties who were to form a company called G&L Enterprises Ltd:

 Geoffrey and Lorna Nicholsby who own and operate Geoffrey (Tailor) Highland Crafts Ltd which, at the time of LEEL’s appraisal of the project, had a turnover of £2 million per annum

 Billy Duncan (snr) and Duncan Orr who were the main shareholders of United Central Bakeries which at that time had an annual turnover of £10 million.

1.4 LEEL received background papers on the project including a business appraisal produced by The Grant Leisure Group and a business plan prepared by KPMG.  LEEL then commissioned RGA Leisure and Tourism Consultants and Price Waterhouse chartered accountants to undertake an independent review of the concept, business plan and the trading projections.

1.5 On the basis of the information provided to LEEL it was agreed to provide a total of £400,000 in loan finance to the developers.  Of the total sum provided by LEEL, £200,000 was in the form of a contribution repayable with interest.  Repayments were due to begin as soon as the physical development was completed.  The second tranche of £200,000 is due to become repayable during years 3-7 of the centre’s operation.  It was agreed that repayment of the second tranche would only fall due if G&L Enterprises achieved certain performance targets.

Project description

1.6 As discussed above the project was to create a visitor attraction that told the story of the Scottish weaving industry.  The project was closely linked to the business of Geoffrey and Lorna Nicholsby as it involved relocating their industrial weaving production plant from the Peffermill Industrial Estate to the ground floor of the building.  This was fundamental to the attraction and would add significantly to the experience, allowing visitors to view the working mill from above.

1.7 At the time the project was approved the building was an empty shell because of its former use as a reservoir until the 1980s.  In order to create the attraction the building was to be split into five floors.  Street level would be at the ‘third floor’ as the majority of building is below street level, being built on a steeply sloping site.  The table below describes the project design as proposed in the original plans and the LEEL board paper.

	Floor
	Planned Usage

	Fourth
	Restaurant which is capable of hosting banquets and functions

	Third (and street level)
	Retail outlet and entrance way

	Second
	Scottish crafts display area and some speciality retailing

	First
	Interpretative exhibition that depicts the history of the Scottish weaving industry

	Ground
	Industrial weaving production plant which can be viewed from every floor of the building


Operation of the Centre

1.8 The attraction opened in October 1997. The building is very similar to the original plans but there are a number of changes:

 the entrance area at street level contains a Kodak retail booth and a foreign exchange booth in addition to the main retail outlet

 the second floor is different from the plans in that it contains a café area as well as four retail concessions.  Currently two of the retail concessions are empty and the other two are occupied by Edinburgh Crystal and the Cashmere Store

 the first floor was altered after the building opened. Initially visitors were charged admission to go onto the first floor; now the visitor is free to wander around and, if they are interested in learning more, they can enter a separate exhibition area on the same floor for a charge.  The first floor also contains a small retail outlet

 the ground floor and the fourth floor are unchanged from the original proposal.

1.9 The entire building is open 364 days a year (closed on Christmas day) and is open from 9am till 6.30pm in the summer, and until 5.30pm in the winter.

1.10 The first year of trading for the centre was a difficult one caused primarily by overstaffing and overspending.  At the end of the first year the company was in difficulty and the bank intervened in an effort to stop the attraction going into receivership.  SQW understands that the bank encouraged and backed a proposal by Mr Duncan (snr) to buy the building and manage its operation.  Up until that point Mr Duncan had been a silent partner in the business but, in November 1998, he became the sole proprietor of the building and firm known as GL Attractions Limited.

1.11 The change in ownership has resulted in one key change in the operation of the visitor attraction.  Geoffrey Nicholsby, rather than being a partner in the business, is now a tenant and rents 49% of the total building for his business Geoffrey (Tailor) Highland Crafts.  His business occupies the ground floor that contains the factory, the first floor which houses the exhibition and a small retail outlet and the retail unit on the third floor (entrance level).  The retail unit on the third floor has always been under a tenancy agreement and separate to the operation of the rest of the attraction.

1.12 Mr Duncan (now deceased) passed the operation of GLA to his son and daughter who manage the Centre on a day-to-day basis. GLA operates the catering and function facilities and the Kodak retail booth.  They are currently reviewing an option to either rent the empty retail units to tenants or to manage them internally.  The remainder of the building is let to four tenants: 

 Geoffrey (Tailor) Highland Crafts Ltd

 Edinburgh Crystal

 The Cashmere Store

 and the Bureau de Change.

1.13 This assessment is not concerned with reviewing the financial viability of the project or the trading position of GLA.  However, due to the changes made to the ownership structure, the trading projections for GLA as presented in the original KPMG business plan and the LEEL board paper will not accurately reflect the current position.  This is because its role as operator has reduced while the role as landlord has increased.  Therefore GLA benefits from less direct turnover than originally foreseen but receives rental income from the tenants. As a result of these changes it is difficult to obtain all of the information that would normally be required for an assessment of this type.  SQW understands that LEEL was made aware of these changes when they occurred.

1.14 Geoffrey (Tailor) Highland Crafts operates the paid exhibition space and we could not obtain accurate information on visitor numbers.  The best estimate available suggests that there were approximately 15,000-20,000 visitors that paid to enter the exhibition space in 1999 and approximately 200,000 people entered the building.  The prime motivation for the majority of people to enter the building appears to be the retail outlet at street level.  

1.15 The foregoing estimate of total visitors to the building suggests that, in relation to visitor numbers, the building as a whole has exceeded the expected 100,000 visitors per annum although many are only visiting the retail outlet as distinct from entering a visitor attraction.  GLA are reviewing options which could encourage a higher percentage of visitors to explore the building further.

Economic Impact

1.16 SQW discussed the operation and manner of trading of the whole building with GLA.  The changes made to the ownership structure have made it very difficult to obtain trading information for the building as a whole as we have no authority to seek information on turnover from the individual tenants. Although financial information could not be obtained, anecdotal comments indicate that the retail units are very successful, even in comparison to other outlets in the Royal Mile.  Information on employment within the building was, however, available therefore the economic impact assessment presented here is based upon employment rather than turnover
.  

1.17 GLA was able to provide information that indicates the entire centre supports 47.5 full-time equivalent jobs, although only a percentage of these are employees of GLA itself.  This is similar to the 50 jobs predicted to be created by the original project in the business plan. 

1.18 The LEEL board paper provided an initial estimate that the facilities created in the building would support between 10 and 20 indirect jobs.  The slight reduction, from estimated to actual, of 2.5 FTE jobs in the centre reduces the induced/indirect jobs predicted in the LEEL board paper by between 0.5 and 2 jobs.  It is assumed that the number of construction jobs (4 at the local level) generated is no different from the board paper as there were no major physical changes to the nature of the project.

1.19 The key difference between the calculations in the LEEL board paper and our assessment of economic impact occurs in the calculation of displacement.  According to the board paper displacement was estimated to be ‘medium’ at between 40% and 60%.  SQW does not consider this to be an accurate reflection of displacement given the extent of retail operations within the centre, it is our view that displacement is likely to be in the high range – between 70% and 90%.  

1.20 The reason for attributing a higher figure for displacement is that it is unlikely that the centre is the sole or main purpose of a visit to the city.  The vast majority of visitors to the Weaving Centre appear to have come following a visit to the Castle or the Castle Esplanade and it is highly likely that most visitors to the Centre would have been in Edinburgh anyway.  Therefore, the building as a whole, especially the retail businesses, is likely to achieve the majority of its turnover at the expense of other attractions and retail outlets in Edinburgh, particularly businesses in the Royal Mile.

1.21 The calculations below show that the total ‘net’ FTE jobs created by the project was between nine and 14 at a local level and 12 and 29 at a Scottish level.  This is lower than the predicted 28-46 FTE jobs at a local level and the 33-56 FTE jobs created at a Scottish level. This is primarily due to the different view we take of displacement.  A secondary cause is the slight reduction in the actual number of FTE jobs generated by the project.

	
	Estimated in LEEL Board Paper
	SQW Assessment 



	Employment

	Direct
	50
	47.5

	Induced/indirect jobs at a local level (multiplier 1.2 – 1.4)
 
	10 – 20 
	9.5 – 19

	Induced/indirect jobs at a Scottish level (multiplier 1.4 – 1.7)2
	20 – 35 
	19 – 33 

	Construction employment at a local level
	4
	4

	Construction employment at a Scottish level
	5
	5

	Displacement

	
	Medium (40-60%)
	High (70-90%) 

	Direct jobs
	20 – 30
	5 – 14

	Induced/indirect jobs at a local level
	4 – 12
	1 – 6  

	Induced/indirect jobs at a Scottish level
	8 – 21
	2 – 10

	Net FTE jobs

	
	Local    level
	Scottish level
	Local    level
	Scottish level

	Direct
	20 – 30 
	20 – 30 
	5 – 14 
	5 – 14 

	Induced/indirect
	4 – 12  
	8 – 21 
	1 – 6 
	2 – 10 

	Construction
	4 – 4 
	5 – 5 
	4 – 4 
	5 – 5 

	Total ‘net’ FTE jobs created
	28 – 46  
	33 – 56 
	9 – 14 
	12 – 29 


1.22 On the basis of our, assumptions, the project supports an estimated 9-14 FTE jobs in the LEEL area and between 12-29 in Scotland.

Repayment of the LEEL contribution

1.23 By the end of 1999 £66,667 of the first tranche of £200,000 has been repaid plus interest leaving a principal balance outstanding of £133,333 that is repayable with interest.  The second £200,000 has not yet fallen due for repayment.  In total therefore 17% of the contribution from LEEL has been repaid to-date.

Net cost per job

1.24 Providing that all of LEEL’s financial contribution is repaid, the net cost per job would be zero.  However, if the full amount is not repaid the calculations below provide estimates for two possible scenarios:

i) no more than the amount already repaid (17%) is received by LEEL

ii) all of the first tranche is repaid but none of the second.

1.25 Scenario one assumes a ‘worst case’ in which LEEL received no more than had been repaid to date.  This would leave a net cost per job at the local level of between £24,000 and £37,000.  This would be considered to be high. 

1.26 The second scenario, that the full amount of the first tranche is repaid but the second tranche is not would provide a net cost per job of between £14,000 and £22,000 at the local level.  If it is all repaid, the net cost per job would be zero.

	Net Cost Per Job

	
	Local level
	Scottish level

	Total ‘net’ FTE jobs created
	9 – 14 
	12 – 29 

	Net cost per job if 17% is repaid
	£24,000 - £37,000
	£11,000 - £28,000

	Net cost per job if 50% is repaid
	£14,000 - £22,000
	£7,000 - £17,000

	Net cost per job if 100% is repaid
	£0
	£0


Key Points

 The physical design of the building has not changed significantly from the original plans.  However, there have been changes to the ownership structure as originally envisaged:

 GL Attractions Limited owns but does not operate the majority of the building

 Geoffrey Nicholsby and therefore Geoffrey (Tailor) Highland Crafts Ltd is now a tenant rather than a co-owner.

 Estimated annual visitor numbers to the building (200,000) are higher than expected, although they do not all pay to visit the exhibition area.

 Displacement is estimated by SQW to be between 70%-90% because of the strong retail orientation of the project and the centre’s high dependence on visitors that are already in Edinburgh.

 If the full £400,000 is repaid to LEEL, net cost per job will be zero.  If £200,000 is repaid the net cost per job at the local level will be between £14,000 and £22,000.

� Our proposal to undertake this work (dated 1 September 1999) envisaged an approach to estimating the economic impact attributable to the Weaving Centre based upon: 


visitor numbers to the centre


visitor type and origin


visitor expenditure. 


 Changes in the nature, ownership and operation of the project and resultant limitations on the information available to us have necessitated a change in our method of work.  We have therefore based our assessment of wider impact on the known employment created within the centre.


� The multipliers we have used are the same as used in the LEEL appraisal of the project.  We regard these as appropriate.
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