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A
EXECUTIVE SUMMARY
This report presents the findings of a Review of six Project Support Products (PSPs) offered by SE to client businesses through four Intervention Frameworks. The Review was commissioned to assess the usage patterns of each Product and provide recommendations and suggested actions to improve the effectiveness and efficiency of the application of the Products. The six PSPs reviewed, and their respective Intervention Frameworks, are identified in Table A
	Table A: Project Support  Products and Intervention Frameworks

	Project Support Product 
	Intervention  Framework

	Business Efficiency Project Support
	Business Improvement 

	ICT Project Support
	

	Management Development Project Support
	Organisational Development

	Organisational Development Project Support
	

	Market Development Project Support
	Market Development 

	Strategy Development Project Support
	Strategy Development


The PSPs are all similar in that they provide for flexibility in meeting the requirements of client businesses and are to be used when no other Product within the Framework can address an issue constraining the survival and development of a business.

The Review process consisted of inception and review meetings with executives in the SE Products Team and desk research and analysis using the Product Approval Papers, Product User Guides and performance monitoring data for the PSPs and their Frameworks.

The results of the analysis are reported separately for each Product within six self contained Sections of the report.  Summary analysis and comparative analysis across the Frameworks is also presented in the final Section of the report. 

Based on the information provided to the Consultants, the Review has concluded that:

· In general, all of the PSPs appear to have been used in accordance with their Product User Guides.
· There were instances of the application of each of the PSPs to businesses of scale, where there are likely to be lower levels of additionality.

· There have been instances of Products being used to provide, develop or support core business infrastructure.  In particular the ICTPS Product was used extensively to create or develop public access web-sites, which are becoming essential to the establishment and growth of every business.  Low levels of additionality would be anticipated for such interventions where, in the absence of support, the business would need to invest in the infrastructure to sustain its business.

· The SDPS is being applied across a wide range of scenarios.  Some of these are not strategic to the business being assisted, but aimed at informing specific decision making or operational activity which is tagged as “strategy”.

· There is a high degree of focus of assistance on businesses within SE key sectors across four of the six PSPs, with potential for further focus within the ODPS and ICTPS.
· The ICTPS accounts for a very significant proportion of the total expenditure under the Business Improvement Framework.  This is inconsistent with the concept of the PSPs – which are to be used as an intervention of last resort when no other pre-existing Product is considered suitable.

· The intervention rates recorded for the Products are broadly in line with those recorded in the last Review of flexible Products conducted in 2008.  It might be anticipated that these rates would reduce over time, through market adjustment. 

· There are significant numbers of low-value applications of the PSPs across all Frameworks. This has implications for the application of proportionate resources to the administration and appraisal of Product applications.  There are also issues over the attribution of economic benefits to these low value applications.
Based on these conclusions we have made the following suggestions for action:

· The specification of the ICTPS Product is re-visited and amended where necessary to avoid its use in the provision of core business ICT infrastructure – including, for example,  the establishment and development of public access websites.
· The specification of the Strategy Development PS Product is re-visited and focused on strategic interventions to direct and drive the sustainable growth of businesses.  Use of the Product to inform operational decisions (such as the use of assets) should be discouraged.

· Decisions to provide support through the Products should be based on an assessment of Net economic impact – requiring an appraisal process which considers the potential for deadweight and displacement given:

· the nature of the intervention and level of support being provided;

· the other resources available to the business; and

· the market position of the business, including the location of competitors and the proportion of sales projected outside Scotland.

· The Focus on both SE priority sectors and growth businesses should be maintained and sharpened, where necessary, in order to maximise net economic impacts.

· Consideration should be given to the high proportions of low-value assistance currently being provided through the PSPs.  There are both efficiency and effectiveness issues to consider here, and potentially low levels of additionality where low value Product applications are the only form of assistance being provided to the businesses.

· The rationale for the provision of support through the PSPs to Businesses of Scale is re-visited.  Businesses with significant turnover and resource bases are less likely to encounter the market failures identified as underpinning these Products.  As a consequence, levels of additionality are likely to be low in such cases, unless the PSPs are being used in support of other economic development objectives, for example attraction or retention of FDI.

1 INTRODUCTION
This report records the conduct and findings of a Review of a series of six Project Support Products (PSPs).delivered to relationship managed and other growth companies within the Intervention Frameworks:

The six Products reviewed, and their respective Intervention Frameworks, are identified in Table 1.
	Table 1: Project Support  Products and Intervention Frameworks

	Project Support Product 
	Intervention  Framework

	Business Efficiency Project Support
	Business Improvement 

	ICT Project Support
	

	Management Development Project Support
	Organisational Development

	Organisational Development Project Support
	

	Market Development Project Support
	Market Development 

	Strategy Development Project Support
	Strategy Development


The Review was conducted by MWC (the Consultants) in accordance with SE guidance on the management and development of Products and was designed to:
· Validate the delivery of the Product against specification; and

· Identify potential for improvement of service and effectiveness of the Product.

The objective of this Product Review is to assess the Product’s implementation by considering:
· The market failure being addressed and its continued relevance;

· The strategic rationale for the product and its continued relevance, in particular the fit with the Government Economic Strategy, Scottish Enterprise’s Business Plan and emerging Scottish Enterprise policies in such areas as Commercialisation as appropriate;

· Product performance/usage;

· Performance against objectives;

· Use by key sectors;

· An assessment of  delivery against the specification contained in the User Guide;

The Review process consisted of:
· An initial briefing meeting between the Consultants and a senior manager in the SE Products team;
· A review of relevant information consisting of:

· The Product User Guides for each of the six Products. 

· The Approval Papers for the Products.
· Data on the drawdown of the Product over the period 2009-2011
· Data on overall expenditure for each Product’s Framework over the period 2009-2011;
· Analysis and interpretation of the information reviewed in the context of overall expenditure in their Product Frameworks;
· Consultation with the Products Managers to review the findings from the analysis; and
· Preparation of this report.

It should be noted that the analysis of Product application by type of intervention, sector and application is based on information for a sample of applications of each Product.  These samples were selected by the Product Managers as being broadly representative of the population of Product applications.

Analysis of the levels of expenditure on the Products and their respective Intervention Frameworks is based on financial information for all applications of the Products.
All figures and tables indicate where analysis is based on either the sample or population data.

The Remainder of this Report is structured as follows:
Sections 2 – 7 address each of the FFPs in turn, considering:

· The original rationale for and description of the Product;
· The take up of the Product in the period 2008-2011 in the context of other Products in the Framework;

· The range of applications of the Product;

· The trends in Product usage; and

Section 8 synthesises our analysis of each Product to provide recommendations and actions for the future use of FFPs within the Frameworks.
2 Business Efficiency Project Support
2.1 BACKGROUND
The Business Efficiency Project Support (BEPS) Product was proposed for approval in 2009 in a Gate 3 Paper covering amendments and improvements to the Business Improvement Intervention Framework.  The BEPS Product, one of four new Products proposed and subsequently approved, was designed to replace the previous Flexible Financial Product.  BEPS (titled in the Gate 3 Paper as the Business Efficiency Project Implementation Support Product) was described in the Paper as:
“A new one-to-one product aimed at non-Manufacturing DRM companies. This product will provide practical One-to-One, short term, external support, reviewing options and attempting to reduce the high risk of failure at the project implementation stage. Designed to improve the realisation of business benefits following feasibility studies and project implementation.”
2.2 RATIONALE

The rationale for the BEPS product, and the three other Products introduced to the Framework, was collectively founded in Market Failure in the form of demand and supply side information failures – with businesses unaware of:

· the benefits of investing in business improvement; and 

· the sources and availability of advice and assistance for business improvement projects. 

Together with path dependency (businesses locked into familiar and routine business methods) these were considered to generate risk aversion and consequent failure to invest in business process improvement.

This risk aversion was to be addressed by provision of one-to-one support through the Products (including BEPS) to:

· introduce external perspective on business processes; and 

· provide impetus for implementation of necessary changes.

2.3 BEPS PRODUCT OBJECTIVES & DESCRIPTION

The BEPS Product Objectives are specified in the Product User Guide as being:

· To reduce the risk of a business improvement related project failing at the implementation stage.

· To provide bespoke business improvement project support as specific project needs dictate.

· To provide more extensive, in-depth support when a customer commences project implementation.

· To improve the growth performance of Account Managed companies.

· To achieve efficiency/productivity benefits by successfully implementing a business improvement project.

The BEPS product is described in the Product User Guide as:

“A one-to-one intervention, offering financial support to companies undertaking feasibility studies and business case preparation, prior to investment in business improvement (efficiency/productivity gains) project. The purpose of the product is to substantially reduce the risk of failure when a business is implementing a business efficiency project. With the exception of employing temporary technical/specialist staff, SE offers up to 50% consultancy contribution.”
The BEPS Product is only to be used where the support being proposed could not be delivered using any other existing SE Product.

Eligible activity, as specified in the Product Guide, consists of:

· Provision of consultancy support (Consultant employed by company and SE contribution up to 50% of cost).
· Employment of a temporary specialist (Employed by company; SE contribution limited to 30% of a specialist salary of no more than £40,000 p.a.).
· Implementation of a business improvement project.
· Development of the specification for a business improvement project.
· Procurement of the implementation of a business improvement project.
· Support for the project management of a business improvement project.
The Product is eligible for use by:

· Non-manufacturing DRM businesses.
· Non-relationship Managed companies completing a standard SE application and approval process.
· Existing businesses undertaking project focused on improving a business process, where other SE Products, applied individually or with others, have been considered and shown not able to deliver the support required.
BEPS Product outcomes are specified for the short and long term.  Short term outcomes are to be specified in the contract with the business and identify milestones in the form of benchmarked measures of turnover, productivity, resource utilisation and waste reduction.  Longer term outcomes are sustained efficiency improvements and embedded knowledge and capacity within the business to overcome risk aversion to future change.

2.4 BEPS PRODUCT APPLICATION ANALYSIS
It should be noted that the analysis of Product application by type of intervention, sector and application is based on information for a sample of applications of each Product.  These samples were selected by the Product Managers as being broadly representative of the population of Product applications using data for the 18 month period between July 2009 and January 2011.  
Analysis of the levels of expenditure on the Products and their respective Intervention Frameworks is based on financial information for all applications of the Products.
All figures and tables indicate where analysis is based on either the sample or population data.
2.5 SECTORAL ANALYSIS
We have prepared an analysis of the application by sector of the BEPS Product, using data provided by the Product Manager for the 18 month period between July 2009 and January 2011.  Our analysis is based on the number and value of Purchase Orders raised by date for implementation of the Product.  Whilst this provides a clear indication of the client demand for, and SE commitment to the delivery of, the Product, we recognise that not all POs may lead to expenditure.  

This analysis is illustrated in Figure 2.1:
[image: image1.emf]Figure 2.1: Sectoral Share of BEPS POs Raised
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* Based on sample of Product Applications.

This analysis shows that approximately one third of the POs raised were within Food and Drink sector, with Energy, Textiles and Construction each accounting for between 10% and 15% by value of the POs raised.  The more knowledge intensive sectors of Life Sciences, Financial Services and DMET had relatively small shares, by value, of the POs raised.  The dominance of the Food and Drink sector is, perhaps, surprising at the BEPS Product was to be focused on non-manufacturing businesses. Unfortunately we were unable to secure directly comparable data on POs raised for all of the Products in the Business Improvement Framework to provide for a comparative assessment of sectoral demand.
2.6 PROPORTION OF FRAMEWORK SPEND

We were provided with data on actual spend in the Business Improvement Framework to allow comparative analysis with the demand for the BEPS Product.  

The analysis of BEPS spend in the context of Framework spend is illustrated in Figure 2.2.  
[image: image2.emf]Figure 2.2: BEPS and BI Framework Expenditure 
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* Based on Actual Spend for the Population of Product Applications.

This analysis covers the period from October 2009, when first expenditure is recorded for BEPS, to February 2011.  Over this period the BEPS Product accounted for 15% of Business Improvement Framework spend and ranged from a 0.4% share in October 2009 to 39% in December 2010.

2.7 APPLICATION OF THE BEPS PRODUCT
Information on the individual application of the BEPS Product is available from two entry fields in the database provided to us for analysis.  The relevant fields are the “Project Description” field and an additional field containing a one line summary of the project activity extracted from the appraisal form.  There is some variation in the breadth and depth of the information provided in these fields, and in the terminology used, due in part to their population by a range of Product users.
Full appreciation of the actual application of the Product is probably not possible without consideration of individual cases, which has not been practicable within the scope of this Review.  We have therefore focused our analysis on:

· Categorising applications of the Product based on the summary descriptions in the database; and

· Providing observations on specific applications of the Product, which, from the summary information in the database, appear significant or are potentially inconsistent with the Product rationale, objectives and description as presented above.

2.8 CATEGORISATION OF ASSISTANCE
Our analysis has considered the method of delivery of the assistance provided to businesses, where this is specified.
[image: image3.emf]Figure 2.3: BEPS Assistance by Type
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* Based on sample of Product Applications.

Almost half of the projects delivering assistance have been delivered through consultancy.  If the instances where the type of assistance is not specified are excluded from the analysis the proportion delivered through consultancy rises to 64%.

[image: image4.emf]Figure 2.4: BEPS Recipient Business Categories
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 * Based on sample of Product Applications.

The Product is clearly focused on Account Managed Growth Companies which represent over 70% of Product applications.  However we noted that Product applications to businesses in the “important to the economy” category represented 22.4% by value of the total POs raised for the BEPS Product.
Based on the summary descriptions of activity provided in the database we devised a series of descriptive categories for the assistance provided through the Product.  These categories attempt to cover the range of activities supported through the Product, and whilst we have endeavoured to correctly assign Product applications, there remains some potential for mis-categorisation based on the limited information provided in the database.
The categories used are:

· Environmental Management System (EMS) Establishment

· Financial Management Improvement

· Management Process Improvement (improving the management of the business, including sales and CRM activity)

· Production Process Improvement (improving the process of producing goods and services)

· Industry Standards Accreditation (including ISO Accreditation)

· Waste Management

Figure 2.5 provides an analysis of Product Application using these categories.  Where it was not possible to assign a Product to a category due to missing or incomplete descriptions they have been categorised as “N/A”.
[image: image5.emf]Figure 2.5: Categorisation of BEPS Assistance 
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* Based on sample of Product Applications.

From this analysis it is clear that applications to implement Production Process Improvements are predominant, accounting for over 40% of usage of the Product.

Together EMS and Waste Management account for 10% of Product use, whilst business and financial management improvement account for just under a quarter of applications of the Product.

Overall the application of the Product appears to be broadly consistent with its objectives and eligibility criteria.

Without detailed information on individual applications it is not possible to draw conclusions on whether other SE or Partner Products might have fulfilled requirements for some of these applications, although the application and subsequent appraisal are designed to confirm this as a Product of last resort.

2.9 OBSERVATIONS ON PRODUCT APPLICATION

Based on our foregoing analysis of the summary data made available to us, we would make the following observations on the application of this Product.

· The Product appears to have been largely applied for the purposes identified in the Approval paper and PUG.

· The Product has, on average, accounted for 15% of Framework expenditure over the period of analysis, with average monthly expenditure of just under £50,000

· The Product demonstrates a variable pattern of demand and a peak monthly expenditure of £154,000 in December 2010.

· Almost one third of planned expenditure (based on PO values) is in the Food and Drink sector – which appears at odds with the presumption in the PUG against manufacturing DRM businesses.
· We note from the database several applications of the Product to large non- SMEs where it is not apparent, from analysis of the data we have, that the market failures identified in the Product approval paper would exist.  We would anticipate low levels of additionality from such applications of the Product - as businesses of this scale would be expected to have the knowledge, expertise and financial resources to implement Business Efficiency projects without assistance.

3 ict Project Support

3.1 BACKGROUND
The ICT Project Support (ICTPS) Product was proposed for approval in 2009 in a Gate 3 Paper covering amendments and improvements to the Business Improvement Intervention Framework.  The ICTPS Product was one of four new Products proposed and subsequently approved, and based on the review of client business requirements and the outcomes of SE research into the application of the FFPs and the evaluation of SE Account Management activity.  The ICTPS Product (titled in the Gate 3 Paper as the ICT Project Implementation Support Product) is described in the Gate 3 Paper as:

“A new one-to-one product aimed at DRM companies. This product will provide practical One-to-One, short term, external support, reviewing options and attempting to reduce the high risk of failure at the project implementation stage. Designed to improve the realisation of business benefits following feasibility studies and project implementation”.
3.2 RATIONALE

The rationale for the ICTPS product, and the three other Products introduced to the Framework, was collectively founded in Market Failure in the form of demand and supply side information failures – with businesses unaware of:

· the benefits of investing in business improvement; and 

· the sources and availability of advice and assistance for business improvement projects. 

Together with path dependency (businesses locked into familiar and routine business methods) these were considered to generate risk aversion and consequent failure to invest in business process improvement.

This risk aversion was to be addressed by provision of one-to-one support through the Products to:

· introduce external perspective on business processes; and 

· provide impetus for implementation of necessary changes.

Particular information failures identified in relation to ICT support included:

· Failure to absorb and interpret ICT application to a business and the relevant costs and benefits;

· Lack of understanding of the risks of ICT project implementation; and

· Inability to accurately define and specify the ICT requirements of the business.

3.3 ICTPS PRODUCT OBJECTIVES & DESCRIPTION

The ICTPS Product Objectives are specified in the Product User Guide as being:

· To reduce the risk of failure of an ICT project implementation.

· To provide bespoke ICT project support as specific project needs dictate.

· To provide more extensive, in-depth support to customer ICT project implementations.

· To improve the growth performance of Account Managed companies.

· To help ensure the project moves beyond planning and strategy and is implemented.

The ICTPS product is described in the Product User Guide as:

“‘one-to-one’ discretionary financial support towards the eligible expenditure costs of implementing an ICT project. The purpose of the product is to substantially reduce the risk of failure when the business is implementing an ICT project.

Predominantly aimed at DRM companies, however Non-Relationship Managed companies are also eligible, subject to satisfactory appraisal as per the guidance in the User Manual for Company Growth.”

The ICTPS Product is only to be used to support a specific and defined project and  where the support being proposed could not be delivered using any other existing SE or Partner Product.

Eligible activity, as specified in the Product Guide, consists of:

· Provision of consultancy support (Consultant employed by company and SE contribution up to 50% of cost).

· Employment of a temporary specialist (Employed by company - SE contribution limited to 30% of a specialist salary of no more than £40,000 p.a.)

· Other costs associated with implementation which have been established through SE appraisal and are State Aid compliant, subject to a 50% maximum contribution form SE.

The Product is eligible for use by:

· Non-manufacturing DRM businesses

· Non-relationship Managed companies completing a standard SE application and approval process

· All industries – unless excluded by legislation.

ICTPS Product outcomes are specified for the short and long term.  Short term outcomes should be for the assisted business to complete the ICT project implementation or reach a significant milestone in completing implementation.  Longer term outcomes are suggested to include quantifiable business benefits from implementation of the Project and retained/embedded knowledge within the business to enable future ICT Project implementation without assistance
3.4 ICT  PRODUCT APPLICATION ANALYSIS
It should be noted that the analysis of Product application by type of intervention, sector and application is based on information for a sample of applications of each Product.  These samples were selected by the Product Managers as being broadly representative of the population of Product applications using data for the 18 month period between July 2009 and January 2011.  
Analysis of the levels of expenditure on the Products and their respective Intervention Frameworks is based on financial information for all applications of the Products.
All figures and tables indicate where analysis is based on either the sample or population data.

3.5 SECTORAL ANALYSIS

We have prepared an analysis of the application by sector of the ICT Product, using data provided by the Product Manager for the 18 month period between July 2009 and January 2011.  Our analysis is based on the number and value of Purchase Orders raised by date for implementation of the Product.  Whilst this provides a clear indication of the client demand for, and SE commitment to the delivery of, the Product, we recognise that not all POs may lead to expenditure.  

This analysis is illustrated in Figure 3.1:
[image: image6.emf]Figure 3.1: Sectoral Share of ICTPS POs Raised
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* Based on sample of Product Applications.

This analysis shows that approximately one third of the POs raised were within Food and Drink sector, with DEMT and Energy together representing a further 25% of POs raised. Significantly more than a quarter of POs raised were not assigned to an SE sector and there was no representation of the aerospace, chemicals or life sciences sectors.
3.6 PROPORTION OF FRAMEWORK SPEND

We were provided with data on actual spend in the Business Improvement Framework to allow comparative analysis with the demand for the ICTS Product.  

The analysis of ICTPS spend in the context of Framework spend is illustrated in Figure 3.2.  

[image: image7.emf]Figure 3.2: ICTPS and BI Framework Expenditure
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* Based on Actual Spend for the Population of Product Applications.

This analysis covers the period from April 2009 to February 2011.  Over this period the ICTPS Product accounted for 53% of Business Improvement Framework spend and ranged from a 24% share in June 2009 to 88% in May 2010.

3.7 APPLICATION OF THE ICTPS PRODUCT

Information on the individual application of the ICTPS Product is available from two entry fields in the database provided to us for analysis.  The relevant fields are the “Project Description” field and an additional field containing a one line summary of the project activity extracted from the appraisal form.  There is some variation in the breadth and depth of the information provided in these fields, and in the terminology used, due in part to their population by a range of Product users.

Full appreciation of the actual application of the Product is probably not possible without consideration of individual cases, which has not been practicable within the scope of this Review.  We have therefore focused our analysis on:

· Categorising applications of the Product based on the summary descriptions in the database; and

· Providing observations on specific applications of the Product, which, from the summary information in the database, appear significant or are potentially inconsistent with the Product rationale, objectives and description as presented above.

3.8 CATEGORISATION OF ASSISTANCE

Our analysis has considered the method of delivery of the assistance provided to businesses, where this is specified.
[image: image8.emf]Figure 3.3: ICTPS Assistance by Type
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Two-thirds of the applications of the Product support consultancy commissioned by the assisted business.  This is perhaps not unexpected given the nature of ICT projects, but the term can cover a wide range of applications.  We are unable to provide any further insight on this and the categorisation in the database of the remaining third of activity as “Other” prevents any further in-depth analysis.
[image: image9.emf]Figure 3.4: ICTPS Recipient Business Categories
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* Based on sample of Product Applications.

The Product is predominantly delivered to business categorised as AM Growth with a small proportion of Product applications within businesses classed as “Important to the Economy”.

Based on the summary descriptions of activity provided in the database we devised a series of descriptive categories for the assistance provided through the Product.  These categories attempt to cover the range of activities supported through the Product, and whilst we have endeavoured to correctly assign Product applications, there remains some potential for mis-categorisation based on the limited information provided in the database.

The categories used are:

· Computer Aided Design (CAD)
· E-Commerce

· E-Learning

· Enhancing ICT Skills

· Establishing/Updating Websites

· ICT System Integration

· ICT System Migration/Development

· New ICT System

Figure 3.5 provides an analysis of Product Application using these categories.  In the few cases where it was not possible to assign a Product to a category, due to missing or incomplete descriptions, they have been categorised as “N/A”.

[image: image10.emf]Figure 3.5:Categorisation of ICTS Assistance
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* Based on sample of Product Applications.

Just under a quarter of the product applications are for the establishment or updating of a website. A similar proportion is for assistance in specifying, procuring, or implementing a new ICT system.  The processes of migrating, developing and integrating existing ICT systems together represent a further 28% of Product applications.   Niche applications such as CAD, E-commerce and E-Learning together account for the remaining assistance with one instance recorded of use of the Product to enhance Core IT skills within the business.
3.9 OBSERVATIONS ON PRODUCT APPLICATION

Based on our foregoing analysis of the summary data made available to us, we would make the following observations on the application of this Product.

· The Product appears to have been largely applied for the purposes identified in the Approval paper and PUG.  We have not seen any direct reference to the employment of a temporary specialist through this Product – although this may not be separately tagged in the database provided.
· The Product has, on average, accounted for 53% of Framework expenditure over the period of analysis, with average monthly expenditure of just under £190,000.  Clearly this represents a high level of expenditure and a significant proportion of total expenditure within the Framework.  This could be interpreted as being inconsistent with a Product which is designed to be used as an intervention of last resort when no other Product within the Framework is suitable.
· The Product demonstrates a variable pattern of demand and a peak monthly expenditure of £496,000 in March 2010. In this month this coincided with a similar peak in BI framework expenditure. 
· Almost one third of planned expenditure (based on PO values) is in the Food and Drink sector.  This is in line with the share of POs issued for this Sector for the BEPS Product.  It is not clear whether this reflects a decision to actively target the sector or particular market failure issues within businesses in the sector.
· A significant proportion of Product applications relate to the establishment or updating of web-sites.  It is worth considering whether the hosting of an up to date web site with e-commerce capability might now be considered a pre-requisite for a growth business and essential to commercial survival.  In this case the market failures relating to risk and identification of suppliers ought to be diminishing as these are subsumed into the normal commercial risks for businesses (equivalent to those relating to employing staff, owning and occupying premises, generating sales and securing finance).
· We note one case of provision of the Product to an insurance business to facilitate the provision of on-line quotes to the consumer market.  We would suggest that the design and funding of such a system is central to the capacity of the business to operate in the sector and would question the additionality of SE support in this case.

· We note provision of support to eight businesses with a turnover in excess of £50m.  We would anticipate low levels of additionality from such applications of the Product - as businesses of this scale would be expected to have the knowledge, expertise and financial resources to implement ICT projects without assistance.

4 MANAGEMENT DEVELOPMENT PROJECT Support

4.1 BACKGROUND
The Management Development Project Support (MGTDPS) Product was proposed for approval in August 2009 in a Gate 3 Paper covering amendments and improvements to the Organisational Development Intervention Framework.  The MGTDPS Product was one of two new Products proposed and subsequently approved, (the other being the Organisational Development Project reviewed in Section 5 below).  Both products were based on the review of client business requirements and the outcomes of SE research into the application of the FFPs and the evaluation of SE Account Management activity.  The MGTDPS Product (titled in the Gate 3 Paper as the Management Development Support Product) is described in the Gate 3 Paper as:

“A one to one grant based product put in place to respond to the market failures of information deficiency and externalities.  Targeted at DRM companies, a contribution up to 50% can be made to the external costs associated with addressing skill gaps related to the technical management of the organisation and specifically change management.  This should be applied within the context of a wider company development project (such as market development; innovation and/or business efficiency).”
4.2 RATIONALE

The rationale for the MGTDPS product, and the other Product introduced to the Framework, was collectively founded in Market Failure in the form of three specific information failures:

· Absolute information deficit – with businesses unaware of the potential benefits from organisational development in generating business growth.
· Information imperfections – where businesses under-value benefits to the business against the costs of training and development.
· Information asymmetries with businesses under-valuing the potential benefits of training and development allied to a lack of trust/understanding of potential suppliers.

Potential public good benefits were also identified from the up-skilling of the workforce in general.
Together these information failures were considered to generate risk aversion and consequent unwillingness to invest in organisational development generally and training in particular.
4.3 MGTDPS PRODUCT OBJECTIVES & DESCRIPTION

The MGTDS Product Objectives are specified in the Product User Guide as being to:

· identify/clarify specific management skills gaps within the company

· present options/methodology for addressing the skills gaps i.e. training course, coaching

· support the costs of implementation
The MGTDPS product is described in the Product User Guide as follows:

“The Management Development Support Product focuses on managing change and the organisation.  It is a one to one grant based product aimed at building the capacity and capability of managers within growing companies in order to deliver against agreed business objectives and development projects such as market expansion; product diversification and business efficiency.  It will support generic management development/training and coaching up to 50%. Predominantly aimed at DRM companies, however Non-Relationship Managed companies are also eligible, subject to satisfactory appraisal as per the guidance in the User Manual for Company Growth.”

Eligible activity, as specified in the Product Guide, consists of:

· Assessment of managers’ skill gaps and preferred learning styles.  Only where the skill gaps are unclear and it forms part of the agreement with the contractor/provider implementing the management development programme.  

· Implementation of management development via:

· Private sector management consultants and/or training providers

· Programmes run by industry lead bodies (including sector skills councils; trade     associations)

· Bespoke/commercial course run by Further and Higher Education

· Implementation may be in the form of coaching or group based learning/training.

The Product is eligible for use by:

· DRM businesses

· Non-relationship Managed companies subject to local SE management discretion and completion of a robust SE application and approval process

Managers are defined in the Product Guide as “those performing at supervisory; team leader; business unit; senior management or Director level as appropriate to the business”. 
MGTDPS Product outcomes are specified for the short and long term.  Short term outcomes are specified as including:
· improved technical skills and knowledge.

· improved planning; management and deployment of resources

· improved communication

· improved team performance

· improved customer feedback/reduction in complaints

· effective management of change

Longer term outcomes are specified as business growth from development projects to include market expansion, product innovation and business process innovation.  It is suggested this should be quantifiable in the form of increased turnover over a period of 3 years.
4.4 MGTDPS  PRODUCT APPLICATION ANALYSIS
It should be noted that the analysis of Product application by type of intervention, sector and application is based on information for a sample of applications of each Product.  These samples were selected by the Product Managers as being broadly representative of the population of Product applications using data for the 18 month period between July 2009 and January 2011.  
Analysis of the levels of expenditure on the Products and their respective Intervention Frameworks is based on financial information for all applications of the Products.
All figures and tables indicate where analysis is based on either the sample or population data.

4.5 SECTORAL ANALYSIS

We have prepared an analysis of the application by sector of the MGTDPS Product, using data provided by the Product Manager for the 18 month period between July 2009 and January 2011.
This analysis is illustrated in Figure 4.1:
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* Based on sample of Product Applications.

This analysis shows that almost one quarter of the POs raised were within the Aerospace, Marine and Defence sector, with Energy, and Food and Drink together accounting for over a third of the POs raised.  This analysis was skewed by a single application of the Product with a non SME in the shipbuilding sector at a value of  almost £85,000.  The more knowledge-intensive sectors of Life Sciences, Financial Services and DMET had relatively small shares, by value, of the POs raised.  Unfortunately we were unable to secure directly comparable data on POs raised for all of the Products in the Organisational Development Framework to provide for a comparative assessment of sectoral demand.

4.6 PROPORTION OF FRAMEWORK SPEND

We were provided with data on actual spend in the Organisational Development Framework to allow comparative analysis with the demand for the MGTDPS Product.  

The analysis of MGTDPS spend in the context of Framework spend is illustrated in Figure 4.2.
.  [image: image12.emf]Figure 4.2: Management Development Project Support and OD Framework 
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* Based on Actual Spend for the Population of Product Applications.

This analysis covers the period from December 2009 to February 2011.  Over this period the MGTDPS Product accounted for 7% of Organisational Development Framework spend and ranged from a 1% share in February 2010 to 17% in January 2011.

4.7 APPLICATION OF THE MGTDPS PRODUCT

Information on the individual application of the MGTDS Product is available from two entry fields in the database provided to us for analysis.  The relevant fields are the “Project Description” field and an additional field containing a one line summary of the project activity extracted from the appraisal form.  There is some variation in the breadth and depth of the information provided in these fields, and in the terminology used, due in part to their population by a range of Product users.

Full appreciation of the actual application of the Product is probably not possible without consideration of individual cases, which has not been practicable within the scope of this Review.  We have therefore focused our analysis on:

· Categorising applications of the Product based on the summary descriptions in the database; and

· Providing observations on specific applications of the Product, which, from the summary information in the database, appear significant or are potentially inconsistent with the Product rationale, objectives and description as presented above.

4.8 CATEGORISATION OF ASSISTANCE

Our analysis has considered the method of delivery of the assistance provided to businesses, where this is specified.
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* Based on sample of Product Applications.

A very large proportion of the assistance through the Product is delivered in the form of training, with consultancy representing less than 5% of provision.
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* Based on sample of Product Applications.

Two-thirds of assisted businesses are categorised as AM Growth with just over a quarter described as Important to the Economy.  There is just under 10% of recipients categorised as Business Base, perhaps reflecting the developmental nature of the Product.

Based on the summary descriptions of activity provided in the database we devised a series of descriptive categories for the assistance provided through the Product.  These categories attempt to cover the range of activities supported through the Product, and whilst we have endeavoured to correctly assign Product applications, there remains some potential for mis-categorisation based on the limited information provided in the database.

The categories used are:

· Change Management

· Leadership Development

· General Management Training (GMT)
· Sales & Marketing

· Senior Management Training (SMT)
· Trainer Development

· Workforce Development (WD)
Figure 4.5 provides an analysis of Product Application using these categories.  In the few cases where it was not possible to assign a Product to a category, due to missing or incomplete descriptions, they have been categorised as “N/A”.
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* Based on sample of Product Applications.

There is a clear emphasis on the provision of Senior Management Training, which, combined with Leadership development accounts for 41% of Product applications.  More broadly-based Workforce Development is the next most recorded application of the Product and specific management development in the field of Sales and Marketing accounts for 15% of Product use.

4.9 OBSERVATIONS ON PRODUCT APPLICATION

Based on our foregoing analysis of the summary data made available to us, we would make the following observations on the application of this Product.

· The Product appears to have been largely applied for the purposes identified in the Approval paper and PUG.  

· The Product has, on average, accounted for a modest 7% of Framework expenditure over the period of analysis, with average monthly expenditure of just over £23,000. 
· The Product demonstrates a stable pattern of demand and a peak monthly expenditure of £49,000 in November 2010. In this month this coincided with a similar peak in OD framework expenditure. 

· Application of the Product is well distributed across the SE sectors, when the distorting effect of a single, high value application within the Aerospace, Marine and Defence sector is excluded from the analysis.
· We note one case of provision of the Product for Leadership Development in a non SME with turnover in excess of £100m.  This was also the largest value application of the Product at a 35% intervention rate. We would anticipate low levels of additionality from such applications of the Product - as businesses of this scale would be expected to have the knowledge, expertise and financial resources to invest in management development projects without assistance.

· We note provision of support to nine businesses with a turnover in excess of £50m.  We would anticipate low levels of additionality from such applications of the Product - as businesses of this scale would be expected to have the knowledge, expertise and financial resources to implement Management Development projects without assistance.

5 ORGANISATIONAL DEVELOPMENT PROJECT Support

5.1 BACKGROUND

The Organisational Development Project Support (ODPS) Product was proposed for approval in August 2009 in a Gate 3 Paper covering amendments and improvements to the Organisational Development Intervention Framework.  The ODPS Product was one of two new Products proposed and subsequently approved, (the other being the Management Development Project Support Product reviewed in Section 4 above).  Both products were based on the review of client business requirements and the outcomes of SE research into the application of the FFPs and the evaluation of SE Account Management activity.  The ODPS Product (titled in the Gate 3 Paper as the Organisational Development Support Product) is described in the Gate 3 Paper as:

“A one to one grant based product builds on the original FFP, providing a financial contribution towards the implementation of bespoke organisational development projects”.

5.2 RATIONALE

The rationale for the ODPS product, and the other Product introduced to the Framework, was collectively founded in Market Failure in the form of three specific information failures:

· Absolute information deficit – with businesses unaware of the potential benefits from organisational development in generating business growth

· Information imperfections – where businesses under-value benefits to the business against the costs of training and development

· Information asymmetries with businesses under-valuing the potential benefits of training and development allied to a lack of trust/understanding of potential suppliers.

Potential public good benefits were also identified from the up-skilling of the workforce in general.

Together these information failures were considered to generate risk aversion and consequent unwillingness to invest in organisational development generally and training in particular.

5.3 ODPS PRODUCT OBJECTIVES & DESCRIPTION

The ODPS Product Objective is specified in the Product User Guide as being to:

· Link Organisational Development Support directly to business objectives and specifically development projects.  

This objective is illustrated through linkage to Scottish Government Economic and Skills Strategies to include actions which:

· improve links between skills and the other drivers of productivity, such as investment in technology and infrastructure

· encourage ambitious business strategies to raise demand for higher level skills

· help employers articulate their current and future skills needs, and

· facilitate the connection between employers and the providers of skills solutions 
The ODPS product is described in the Product User Guide as follows:

“A one to one grant based product aimed at improving the productivity of growing companies.  It shall only be used where there is documented evidence that:

· OD barriers are affecting the implementation of a specific business development project identified within the company’s Account Development Plan;  

· re-skilling/upskilling of employees will result in an immediate and direct impact on product/process innovation; business efficiency and/or market development;

· public:private sector leverage has been negotiated below the maximum provision;

· no other SE product is deemed to be suitable; and

· there is no overlap with the role of Skills Development Scotland (i.e. upskilling for public good) and available employer led funding streams (e.g. Modern Apprenticeships)”
The Product Guide is intentionally non-prescriptive on eligible activity reflecting the bespoke nature of the intervention.

 The Product is eligible for use by:

· DRM businesses and individuals with specific skills gaps hindering business growth
· Non-relationship Managed companies subject to local SE management discretion and completion of a robust SE application and approval process

Assistance through the Product is provided in the form of:
· Provision of consultancy support (Consultant employed by company and SE contribution up to 50% of cost).

· Employment of a temporary specialist (Employed by company - SE contribution limited to 30% of a specialist salary of no more than £40,000 p.a.)

· Specific Training (SE contribution up to 25% of costs)

· General Training (SE contribution up to 50% of costs)

ODPS Product outcomes are specified for the short and long term.  Short term outcomes are specified as including:

· identify OD issue(s) and baseline the current effect on company performance

· improve the utilisation of existing skills

· identify and implement HR management good practice

· improve culture; communication and employee productivity
Longer term outcomes are specified as enhancing business productivity, competitiveness and sustainability by improving the effective utilisation of skills.
5.4 ODPS  PRODUCT APPLICATION ANALYSIS
It should be noted that the analysis of Product application by type of intervention, sector and application is based on information for a sample of applications of each Product.  These samples were selected by the Product Managers as being broadly representative of the population of Product applications using data for the 18 month period between July 2009 and January 2011.  
Analysis of the levels of expenditure on the Products and their respective Intervention Frameworks is based on financial information for all applications of the Products.
All figures and tables indicate where analysis is based on either the sample or population data.

5.5 SECTORAL ANALYSIS

We have prepared an analysis of the application by sector of the ODPS Product, using data provided by the Product Manager for the 18 month period between July 2009 and January 2011.

This analysis is illustrated in Figure 5.1.
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* Based on sample of Product Applications.

This analysis shows that approximately one third of the POs raised were within Food and Drink sector, with Energy the only other significant sector.  Again, almost 40% of POs raised were not assigned to businesses in the SE Priority sectors, although the Product was used by a wider range of sectors than other FFPs.
5.6 PROPORTION OF FRAMEWORK SPEND

We were provided with data on actual spend in the Organisational Development Framework to allow comparative analysis with the demand for the ODPS Product.  

The analysis of ODPS spend in the context of Framework spend is illustrated in Figure 5.2.
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* Based on Actual Spend for the Population of Product Applications.

This analysis covers the period from November 2009 to February 2011.  Over this period the ODPS Product accounted for 15% of Organisational Development Framework spend and ranged from a 3% share in December 2009 to 42% in September 2010.

5.7 APPLICATION OF THE ODPS PRODUCT

Information on the individual application of the ODPS Product is available from two entry fields in the database provided to us for analysis.  The relevant fields are the “Project Description” field and an additional field containing a one line summary of the project activity extracted from the appraisal form.  There is some variation in the breadth and depth of the information provided in these fields, and in the terminology used, due in part to their population by a range of Product users.

Full appreciation of the actual application of the Product is probably not possible without consideration of individual cases, which has not been practicable within the scope of this Review.  We have therefore focused our analysis on:

· Categorising applications of the Product based on the summary descriptions in the database; and

· Providing observations on specific applications of the Product, which, from the summary information in the database, appear significant or are potentially inconsistent with the Product rationale, objectives and description as presented above.

5.8 CATEGORISATION OF ASSISTANCE

Our analysis has considered the method of delivery of the assistance provided to businesses, where this is specified.
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* Based on sample of Product Applications.

Just over half of the Product was applied to the delivery of training within businesses,  Consultancy was less intensively used, accounting for a quarter of applications of the Product, with a low utilisation of specialist placements within assisted businesses.
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* Based on sample of Product Applications.

AM Growth businesses are again the predominant recipients of assistance through the Product with 10% of recipients described as “Important to the Economy”.  

Based on the summary descriptions of activity provided in the database we devised a series of descriptive categories for the assistance provided through the Product.  These categories attempt to cover the range of activities supported through the Product, and whilst we have endeavoured to correctly assign Product applications, there remains some potential for mis-categorisation based on the limited information provided in the database.

The categories used are:

· Leadership 

· Management Development

· Sales & Marketing

· Training for New Process

· Workforce Development (WD)

Figure 5.5 provides an analysis of Product Application using these categories.  In the few cases where it was not possible to assign a Product to a category, due to missing or incomplete descriptions, they have been categorised as “N/A”.
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* Based on sample of Product Applications.

Given the Product’s emphasis on Organisational development there is significant application to Workforce development, which represents almost half of the Product Use.  Other applications, including use to support training in implementing new processes and in generating sales are also broadly consistent with developing the organisation.
5.9 OBSERVATIONS ON PRODUCT APPLICATION

Based on our foregoing analysis of the summary data made available to us, we would make the following observations on the application of this Product.

· The Product appears to have been largely applied for the purposes identified in the Approval paper and PUG, reflected in the significant proportions of assistance applied to employees across the client businesses.

· The Product has, on average, accounted for 15% of OD Framework expenditure over the period of analysis, with average monthly expenditure of just under £50,000.  .

· The Product demonstrates a variable pattern of demand and a peak monthly expenditure of £120,000 in September 2010 and February 2011. In September 2010 this represented 42% of OD Framework expenditure.
· Whilst application of the Product is well distributed across the SE sectors, a significant proportion (40%) of applications of the Product was not assigned to SE sectors.
· We note one case of use of the Product to support customer care training in a multi-national consumer focused business.  This was a modest value application of the Product at a 30% intervention rate. We would anticipate low levels of additionality from such applications of the Product - as businesses of this scale would be expected to have the knowledge, expertise and financial resources to invest in organisational development activity which is core to their service provision.

· We note provision of support to eleven businesses with a turnover in excess of £50m.  We would anticipate low levels of additionality from such applications of the Product - as businesses of this scale would be expected to have the knowledge, expertise and financial resources to implement Organisational Development projects without assistance.

6 MARKET DEVELOPMENT Support

6.1 BACKGROUND

The Market Development Project Support (MKTDPS) Product was proposed for approval in August 2009 in a Gate 3 Paper covering amendments and improvements to the Market Development Intervention Framework.  The subsequently approved MKTDPS Product was a new Product based on the review of client business requirements and the outcomes of SE research into the application of the FFPs and the evaluation of SE Account Management activity.  The MKTDPS Product (titled in the Gate 3 Paper as the Domestic Market Development Product) is described in the Gate 3 Paper as:

“A focussed grant product which will assist companies to enter and exploit growing or new domestic markets”.  
6.2 RATIONALE

The rationale for the MKTDPS product was founded in Market Failure in the form of demand and supply side information failures – with businesses unaware of:

· the scale and potential of markets they currently operate in, or the potential of markets new to them; and 

· how to identify and effectively procure expertise to assist in market development

Together with scale factors (businesses lacking the scale to support the fixed costs of staff with market development expertise) these were considered to generate risk aversion and consequent failure to undertake market development activity. 
6.3 MKTDPS PRODUCT OBJECTIVES & DESCRIPTION

The MKTDPS Product is specified in the Product User Guide as being to deliver one or more of the following objectives::

· A clearly defined and costed plan for entry to new or developing markets

· A detailed market assessment report

· Embedded sales management processes documented and implemented

The MKTDPS product is described in the Product User Guide as follows:

“The Domestic Market Development Support Product is grant based product aimed at supporting external consultants working on a one to one basis with individual companies who are undertaking market entry, market development activity, in a new or growing domestic (i.e. UK) market.  It can also be used to put in place robust sales management processes.

The product can also support the recruitment of a marketing or sales specialist for up to 12 months, where the purpose of such a post is to gather and analyse market information to inform market strategy and or to support the company by putting in place robust sales management processes”.  
Eligible activity, as specified in the Product Guide, consists of:

· Provision of consultancy support (Consultant employed by company and SE contribution up to 50% of cost).

· Employment of a temporary specialist (Employed by company - SE contribution limited to 30% of a specialist salary of no more than £40,000 p.a.)

Assistance to SMEs is subject to normal State Aid rules and assistance to non-SMEs is subject to the de-minimis provisions of State Aid.

The Product is eligible for use by:

· DRM businesses

· Non-relationship Managed companies subject to local SE management discretion and completion of a robust SE application and approval process

MKTDPS Product outcomes are specified in general terms, with the appraisal of each case being required to:

· demonstrate how intervention through the Product will contribute towards SE Performance Measures;

· provide clear specification of the return on investment to the assisted business in the form of turnover, efficiency and employment. 
The application of the Product is also seen as contributing to a longer term objective of entering overseas markets.

6.4 MKTDPS  PRODUCT APPLICATION ANALYSIS
It should be noted that the analysis of Product application by type of intervention, sector and application is based on information for a sample of applications of each Product.  These samples were selected by the Product Managers as being broadly representative of the population of Product applications using data for the 18 month period between July 2009 and January 2011.  
Analysis of the levels of expenditure on the Products and their respective Intervention Frameworks is based on financial information for all applications of the Products.
All figures and tables indicate where analysis is based on either the sample or population data.

6.5 SECTORAL ANALYSIS

We have prepared an analysis of the application by sector of the MKTDPS Product, using data provided by the Product Manager for the 18 month period between July 2009 and January 2011.

This analysis is illustrated in Figure 6.1.
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* Based on sample of Product Applications.

This analysis shows that approximately one third of the POs raised were within the DMET sector, with Food and Drink and Energy, together accounting for a further 30% by value of the POs raised.  In contrast to many of the other FFPs there was a relatively small proportion of POs raised for businesses not in the SE sectors. Unfortunately we were unable to secure directly comparable data on POs raised for all of the Products in the Market Development Framework to provide for a comparative assessment of sectoral demand.
6.6 PROPORTION OF FRAMEWORK SPEND

We were provided with data on actual spend in the Market Development Framework to allow comparative analysis with the demand for the MKTDPS Product.  

The analysis of MKTDPS spend in the context of Framework spend is illustrated in Figure 6.2.
[image: image22.emf]Figure 6.2: Market Development Project Support and Market Development 
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* Based on Actual Spend for the Population of Product Applications.

This analysis covers the period from November 2009 to February 2011.  Over this period the MKTDPS Product accounted for 13% of Market Development Framework spend and ranged from a 3% share in December 2009 to 30% in October 2010.
6.7 APPLICATION OF THE MKTDPS PRODUCT
Our analysis has considered the method of delivery of the assistance provided to businesses, where this is specified.
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* Based on sample of Product Applications.

Whilst this Product is delivered in over 50% of cases through Consultancy, it makes greater use than most others of the placement of specialist staff for limited contract periods.  The Product also has a specific implementation method through support to businesses to attend exhibitions which accounts for 16% of use of the Product.
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* Based on sample of Product Applications.

Once again AM Growth businesses are the predominant users of the Product, representing 90% of applications of the Product.

6.8 CATEGORISATION OF ASSISTANCE

Based on the summary descriptions of activity provided in the database we devised a series of descriptive categories for the assistance provided through the Product.  These categories attempt to cover the range of activities supported through the Product, and whilst we have endeavoured to correctly assign Product applications, there remains some potential for mis-categorisation based on the limited information provided in the database.

The categories used are:

· Brand Development

· Exhibitions

· Market Development

· Market Research

· Marketing

· Product Development

· Product Launch

Figure 6.5 provides an analysis of Product Application using these categories.  In the few cases where it was not possible to assign a Product to a category, due to missing or incomplete descriptions, they have been categorised as “N/A”.
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* Based on sample of Product Applications.

This analysis illustrates the well distributed range of applications for the Product. Market Research represents the most frequent use of the Product, with over a quarter of applications.  Exhibitions and general marketing activity account for a further quarter of Product usage.  Application to assist in the development and launch of specific products are less frequent – together representing 12% of the use of the MKTDPS Product.
6.9 OBSERVATIONS ON PRODUCT APPLICATION

Based on our foregoing analysis of the summary data made available to us, we would make the following observations on the application of this Product.

· The Product appears to have been largely applied for the purposes identified in the Approval paper and PUG, with significant proportions of applications being used to support market research, development and entry activity.

· The Product has, on average, accounted for 13% of MD Framework expenditure over the period of analysis, with average monthly expenditure of just over £100,000. 
· The Product demonstrates a variable pattern of demand and a peak monthly expenditure of £227,000 in December 2010 when it represented 26% of Framework expenditure.

· Whilst application of the Product is well distributed across the SE sectors, a third of applications of the Product were within the DMET Sector.
· We note provision of support to only one business with a turnover in excess of £50m.  This is in stark contrast to other Products.
7 STRATEGY DEVELOPMENT PROJECT Support 
7.1 BACKGROUND

The Strategy Development Project Support (SDPS) Product was proposed for approval in August 2009 in a Gate 3 Paper covering amendments and improvements to the Strategy Development Intervention Framework.  The subsequently approved SDPS Product was one of two new Products based on the review of client business requirements and the outcomes of SE research into the application of the FFPs and the evaluation of SE Account Management activity.  The SDPS Product (titled in the Gate 3 Paper as the Strategy Support Product) is described in the Gate 3 Paper as:

“grant aid direct to companies as a contribution to the provision of one to one advisory support to facilitate the creation of strategy specifically relating to identifying and exploiting business opportunities prior to implementation”.
7.2 RATIONALE

The rationale for the SDPS product was founded in Market Failure in the form of demand and supply side information failures – with businesses unaware of:

· the importance of a strategic approach in facilitating growth and entering new markets; and 

· the requirements of investors and others when considering the case for supporting the future development of the business
Together with scale factors (businesses lacking the scale to support the fixed costs of staff with strategy development expertise) and path dependencies (businesses locked into familiar and routine business methods) these failures were considered to generate risk aversion and consequent failure to undertake strategy development activity. 

7.3 SDPS PRODUCT OBJECTIVES & DESCRIPTION

The SDPS Product Objectives are specified in the Product User Guide, from an SE perspective, as being to allow the Account Manager/SE Project Owner on completion to:

· assess the company’s current position in relation to the Strategy Theme 

· inform the development of the ADP

· underpin Strategy Development Projects

· Outputs from delivery of the product could inform the development of implementation Development Projects under other Themes

The SDPS product is described in the Product User Guide as follows:

“The product is essentially SE provision of a financial contribution of up to a maximum of 50% eligible costs (30% for temporary staff placements) to a facilitated evaluation and planning process delivered on a one-to-one face to face basis to an eligible company. Delivery of the product is facilitated by:

· a consultant  working with relevant members of the management team

· the appointment of temporary specialist ‘technical’ expertise or

· the appointment of temporary Non-Executive Directors either on a consultative basis or temporary contracts (nb use of the Business Mentoring product must be considered before using this type of support)

.

It is designed to assist companies to:

· develop their capability to produce high quality functional strategic plans 

· assess and evaluate business opportunities, 

· produce associated business cases and action plans to inform major business decisions prior to implementation in all major operational areas of the company.”
Eligible activity, as specified in the Product Guide, consists of:

· Provision of consultancy support (Consultant employed by company and SE contribution up to 50% of cost).

· Employment of a temporary specialist (Employed by company - SE contribution limited to 30% of a specialist salary of no more than £40,000 p.a.)

Assistance to SMEs is subject to normal State Aid rules and assistance to non-SMEs is subject to the de-minimis provisions of State Aid.

There is, intentionally, no prescribed form of activity for the Product, reflecting its bespoke nature.  The Product Guide does however illustrate potential applications as including:

· Revised or new business functional strategy or corporate governance development

· Market identification and assessment of potential new opportunities i.e. analysis of whether there is a profitable market 

· Technical or Financial feasibility studies

· Technical or Financial Business Case development

· Feasibility studies on diversification, mergers and acquisitions

The Product is eligible for use by:

· DRM businesses

· Non-relationship Managed companies subject to local SE management discretion and completion of a robust SE application and approval process

SDPS Product outcomes are specified in general terms, reflecting the bespoke nature of the Product, with a requirement for quantification in terms relevant to the activity. Delivery of the Product is verified through completion of the activity and examples of verifiable outputs included in the PUG are:
· Revised or new functional strategy approved or submitted for approval to company decision makers

· Business case for investment decision submitted or approved

· Opportunity Evaluation report

· Feasibility Study submitted for approval

· Adoption of new corporate decision making process

7.4 SDPS  PRODUCT APPLICATION ANALYSIS
It should be noted that the analysis of Product application by type of intervention, sector and application is based on information for a sample of applications of each Product.  These samples were selected by the Product Managers as being broadly representative of the population of Product applications using data for the 18 month period between July 2009 and January 2011.  
Analysis of the levels of expenditure on the Products and their respective Intervention Frameworks is based on financial information for all applications of the Products.
All figures and tables indicate where analysis is based on either the sample or population data.

7.5 SECTORAL ANALYSIS

We have prepared an analysis of the application by sector of the SDPS Product, using data provided by the Product Manager for the 18 month period between July 2009 and January 2011.

This analysis is illustrated in Figure 7.1.
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* Based on sample of Product Applications.

This analysis shows the largest share of activity in the energy sector with other significant activity levels recorded within the Food and Drink and DMET sectors.  There is a wide range of sectors supported and only 16% of activity was not conducted within the SE sectors.
7.6 PROPORTION OF FRAMEWORK SPEND

We were provided with data on actual spend in the Strategy Development Framework to allow comparative analysis with the demand for the SDPS Product.  

The analysis of SDPS spend in the context of Framework spend is illustrated in Figure 7.2.
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* Based on Actual Spend for the Population of Product Applications.

This analysis covers the period from October 2009 to February 2011.  Over this period the SDPS Product accounted for 19% of Strategy Framework spend and ranged from a 2% share in November 2009 to 48% in February 2011.

7.7 APPLICATION OF THE SDPS SPEND
Our analysis has considered the method of delivery of the assistance provided to businesses, where this is specified.

[image: image28.emf]Figure 7.3: SDPS Assistance by Type
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Over 85% of the applications of the Product support consultancy commissioned by the assisted business.  This is perhaps not unexpected given the nature of Strategy Development and the requirement for external skills, experience and perspective on the business.  However the term “strategy development” can cover a wide range of applications which became apparent when we attempted to categorise the type of assistance delivered through the SDPS.
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Once again AM Growth businesses are the predominant users of the Product, representing 90% of applications of the Product.

7.8 CATEGORISATION OF ASSISTANCE

We attempted to undertake a categorisation of the SDPS Product on the same basis used for the other 5 Products.  This proved not to be possible given the very wide ranging application of the Product to the often very specific requirements of individual businesses.  Often there was reference in the description to the use of an external consultant to devise a strategy to deliver a specific outcome - examples of which included:

· to raise funding, 

· to complete an RSA application, 

· to review current systems and processes

· to explore merger or acquisition opportunities

· to carry out an economic analysis of relocation
· to employ a sales consultant for one year

· to understand and apply costing methodologies

· to improve the quality of MIS

7.9 OBSERVATIONS ON PRODUCT APPLICATION

Based on our foregoing analysis of the summary data made available to us, we would make the following observations on the application of this Product.

· The Product appears to have been largely applied for the purposes identified in the Approval paper and PUG.  

· The Product has, on average, accounted for 19% of SD Framework expenditure over the period of analysis, with average monthly expenditure of just over £32,000. .

· The Product demonstrates a variable pattern of demand and a peak monthly expenditure of £80,000 in March 2010 representing 18% of SD Framework expenditure that month.

· Application of the Product is well distributed across the SE sectors, a significant proportion (40%) of applications of the Product was not assigned to SE sectors.

· The Product has been applied to a wide range of activities to assist decision making and to support specific actions.  There is less evidence of Product application to the development of whole business reviews and strategy evolution.  As noted above this is not inconsistent with the PUG, but does serve to illustrate the flexibility of the Product.  This flexibility could, however, be open to abuse, leading to the use of the Product as a default choice when no other Product under any Framework is considered suitable.

· We note provision of support to two businesses with a turnover in excess of £50m.  We would anticipate low levels of additionality from such applications of the Product - as businesses of this scale would be expected to have the knowledge, expertise and financial resources to implement strategy development projects without assistance.

8 SUMMARY ANALYSIS AND CONCLUSIONS
8.1 INTRODUCTION
In this section of the Report we first conduct further analysis of the number and value of support products delivered under each Framework. We then present a summary analysis of the Review findings and provide our conclusions and suggested actions for the ongoing use of the Project Support Products.
8.2 COMPARATIVE ANALYSIS OF FRAMEWORK ACTIVITY
Table 8.1 (overleaf) presents an analysis, by number and Purchase Order value, of the application of the Project Support Products in each Framework.
Further analysis, illustrated in Table 8.2 (below) demonstrates the high proportions of low value POs within each of the Frameworks. 

	Table 8.2: Proportions of POs by Number and Value

	POs
	Business Improvement
	Market Development
	Organisational Development
	Strategic Development

	
	% of Total No.
	% of Total Value
	% of Total No.
	% of Total Value
	% of Total No.
	% of Total Value
	% of Total No.
	% of Total Value

	Up to £3,000
	40.6%
	9.7%
	37.3%
	10.4%
	48.1%
	10.2%
	38.3%
	9.6%

	Up to £5,000
	61.3%
	21.7%
	55.5%
	23.2%
	62.6%
	18.3%
	60.6%
	26.1%

	Up to £10,000
	82.5%
	43.7%
	83.2%
	57.5%
	84.5%
	40.2%
	86.9%
	61.9%


This analysis demonstrates the significant proportion of lower value applications of the Project Support Products. There are no significant variations in the proportions of lower value applications of Products across each of the Frameworks.
Each Framework has more than 35%, by number, of POs with a value of up to £3,000 and more than 50%, by number, of POs with a value of up to £5,000.  The number of applications up to £10,000 averages over 85% across the Frameworks.  This has implications for the application of proportionate resources to the administration and appraisal of applications for Product support.  There are also potential issues over the additionality of lower value interventions, and their ability, in isolation, to generate significant economic impacts – or for those benefits to be attributable to the Product.
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Table 8.1: Comparative Framework Analysis Project Support Product by PO Values Raised - February 2007 -  February 2011
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8.3 PRODUCT DEMAND PROFILE

We have illustrated, in Figure 8.1, the demand profile for each of the Products over time by providing a quarterly analysis of the value of Purchase Orders raised for the population of Products.
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* Based on Value and date of Purchase Orders raised for the Population of Product Applications.

Overall this suggests a variable pattern in take up over the period for each of the Products, with no discernible trends.  There is a dramatic peak in the value of the ODPS Product in Quarter 1 2010 but this is due to a single PO for application of the Product at a value of c£200,000.
8.4 SUMMARY ANALYSIS

Table 8.3 (overleaf) presents a summary of our analysis of the Project Support Products in the context of the Intervention Frameworks.  It is clear from this analysis that the ICT PSP is the most used Product, with an average monthly expenditure almost twice that of the second most used Product.  Moreover the ICT PSP represents a significant proportion of the total Framework expenditure. On average the ICT PSP represents over 50% of the Business Improvement Framework expenditure and peaks at 88% in one month.  In contrast the Management Development and Market Development PSPs absorb relatively low proportions of total Framework expenditure at 7% and 13% respectively.

Also of particular note is the combined share of the Business Improvement Framework represented by the ICT PSP and the Business Efficiency PSP. Together these Products represent 68% of BI Framework expenditure.  This might suggest that the other Products in these Frameworks have not been fully aligned with the specific requirements of the client businesses.
We have also conducted a cross-Product comparison of the intervention rates achieved for the sample of products provided to us.  This analysis uses the aggregate SE and total expenditure figures for the sample of each PSP to arrive at an overall intervention rate for the sample.  It is apparent that there is a strong correlation of intervention rates across five of the six PSPs where rates range from 32% to 36%. This is broadly consistent with the intervention rates identified in a previous review of the Flexible Financial Products completed In 2008.

 However the Business Efficiency Product has a significantly lower intervention rate of 22%, based on the sample of Products provided to us and excluding one high value project with a low intervention rate. This result may reflect the make up of the sample.
Overall our analysis of the sample of PSPs suggests that they are well aligned with AM Growth businesses and businesses in SE Key Sectors. There are two notable exceptions to this – only 62% of the Organisational Development PSP was delivered in Key Sectors and only 65% of the Management Development PSP was delivered to AM Growth businesses.   However, this analysis is again based on a sample of product applications and may not be representative of the pattern of Product Use in all businesses where they are used.

	Table 8.3: Comparative Project Support Product Analysis

	Product
	Average Monthly Expenditure1
	Peak Monthly Expenditure1
	Average Proportion of Framework1
	Peak Proportion of Framework1
	SE Intervention Rate3 (%)
	% in SE Sectors2
	% of Products used by AM Growth2

	BEPS
	 £         50,000 
	 £        154,000 
	15%
	39%
	22%
	90%
	72%

	ICTPS
	 £        190,000 
	 £        496,000 
	53%
	88%
	33%
	74%
	88%

	MGTDPS
	 £          23,000 
	 £          49,000 
	7%
	17%
	35%
	80%
	65%

	ODPS
	 £          50,000 
	 £        120,000 
	15%
	42%
	32%
	62%
	82%

	MKTDPS
	 £        100,000 
	 £        227,000 
	13%
	30%
	34%
	88%
	90%

	SDPS
	 £          32,000 
	 £          80,000 
	19%
	48%
	36%
	84%
	92%



1.Based on Population of Product Applications.

2 Based on Sample of Product Applications.

3 Based on aggregate of SE expenditure and aggregate total cost for the sample of Product Applications.
8.5 CONCLUSIONS
Based on our analysis and observations on each PSP and our cross-framework analysis we have drawn the following conclusions on the application off the PSPs.

· All of the PSPs appear, from our analysis of the information provided to us, to have been used in accordance with their Product User Guides, with the possible exception of the BEPS where there was a significant proportion of Food and Drink company users – despite a presumption in the PUG against use in manufacturing businesses.
· We noted instances of the application of each of the PSPs to businesses of scale – with turnover in excess of £50m. There are likely to be lower levels of additionality with such applications, as businesses of this scale are better placed to address information failures and barriers to entry using their own resources.

· We noted a number of instances of Products being used to provide, develop or support core business infrastructure.  In particular the ICTPS appears to have been used extensively to create or develop public access web-sites, which are becoming essential to the establishment and growth of every business.  Again low levels of additionality would be anticipated for such interventions where, in the absence of support, the business would need to invest in the infrastructure to sustain or expand its business.
· The SDPS appears to be being applied across a wide range of scenarios.  Not all of these might be considered strategic to the business being assisted, but rather are aimed at informing specific decision making or implementation activity which is tagged as “strategy”.
· There is a high degree of focus of assistance on businesses within SE key sectors across four of the six PSPs, with potential  for further focus within the ODPS and ICTPS – although this analysis is based on a sample of applications.
· The ICTPS accounts for a very significant proportion of the total expenditure under the Business Improvement Framework.  We consider this to be inconsistent with the concept of the PSPs – which are to be used as an intervention of last resort when no other pre-existing Product is considered suitable.

· The intervention rates recorded for the Products are broadly in line with those recorded in the last Review of flexible Products conducted in 2008.  It might be anticipated that these rates would reduce through market adjustment, although significantly lower intervention rates (below 15%) might lead to concerns over the additionality of public sector support.
· There are significant numbers of low-value applications of the PSPs across all Frameworks – again consistent with the findings of the 2008 Review.  This has implications for the application of proportionate resources to the administration and appraisal of the application of the Products.  There are also issues over the ability for low value PSPs, used in isolation, to generate significant or attributable economic impacts.  We accept that Products may be used in conjunction with other assistance to deliver more significant interventions, but do not have sufficient information from the Sample data to comment on this.
8.6 SUGGESTED ACTIONS
Based on the foregoing conclusions, we would suggest that the following actions are considered by the Products Team to refine and improve the application of the Project Support Products.

· The specification of the ICTPS Product is re-visited and amended where necessary to avoid its use in the provision of core business ICT infrastructure – including, for example,  the establishment and development of public access websites.
· The specification of the Strategy Development PS Product is re-visited and focused on strategic interventions to direct and drive the sustainable growth of businesses.  Use of the Product to inform operational decisions (such as the use of assets) should be discouraged.

· Decisions to provide support through the Products should be based on an assessment of Net economic impact – requiring an appraisal process which considers the potential for deadweight and displacement given:

· the nature of the intervention and level of support being provided;
· the other resources available to the business; and
· the market position of the business, including the location of competitors and the proportion of sales projected outside Scotland.
· The Focus on both SE priority sectors and growth businesses should be maintained, and sharpened where necessary, in order to maximise net economic impacts.

· Consideration should be given to the high proportions of low-value assistance currently being provided through the Products.  There are both efficiency and effectiveness issues to consider here, and potentially low levels of additionality where low value Product applications are the only form of assistance being provided to the businesses.

· The rationale for the provision of support through the Products to Businesses of Scale is re-visited.  Businesses with significant turnover and resource bases are less likely to encounter the market failures identified as underpinning these Products.  As a consequence, levels of additionality are likely to be low in such cases, unless the Products are being used in support of other economic development objectives, for example attraction or retention of FDI.
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