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APPENDIX A: PRACTICE REVIEW
1. EXECUTIVE SUMMARY

Scottish Enterprise Borders (SEB) commissioned Ekos Limited to undertake an economic impact evaluation of property ‘gap funded’ projects that were supported between 1996 and 2002.  In total 84 individual projects were included in the evaluation, representing a direct investment by SEB of £7.5 million.

2. objectives

The overall objective of the study was to undertake an economic impact evaluation of the projects that were awarded ‘Gap Funded’ support in order to:

· establish the validity of the original rationale;

· assess the success of the interventions;

· review the number, size and range of companies supported;

· measure the impact of the interventions;

· consider the views of companies who have been supported;

· review the fit with and relationship to other SEB assistance; and

· assess the approach and whether it remains valid.

3. review of projects

There is no specific formalised Programme covering SEBs approach to gap funded property projects; projects are appraised on a case-by-case basis.  There is an implicit understanding, however, within SEB that companies with property issues should be supported to address market failure.

While there are no collective targets, from the 84 individual approval papers we can summarise that projects were expected to achieve the following:

· create 1,293 new full-time jobs and 4 part-time jobs;

· safeguard 2,355 existing full-time jobs and 35 part-time jobs;

· create over 1 million sq ft of new property; and

· refurbish almost 380,000 sq ft of existing property.

4. consultation programme

Consultations were held with a range of organisations and individuals that had a role in, or remit for, business property assistance in the Borders.  In total 10 individuals across 4 organisations (SEB, Scottish Enterprise, Scottish Borders Council and South of Scotland European Partnership) were consulted.

The conclusion from most partners is that they are generally happy with the ‘Gap Funding’ support given to Borders companies.  The changes that were introduced some time ago to allow greater involvement for Account Managers is believed to have improved the overall quality of projects.

5. research programme

A key aspect of the study was to conduct interviews with a sample of businesses that had received the property ‘gap funding’ support.  In total 41 companies (49% of the total sample) were interviewed either face-to-face or by telephone.

Taken overall, the company survey indicates general satisfaction with the assistance received and it can therefore be judged a success.  In summary, the results from the surveys show that:

· the largest group of companies fall within the manufacturing sector;

· companies are generally happy with the type, level and method of support received, in particular the SEB Executives were praised;

· most companies reported quantifiable impacts and benefits consistent with the objectives outlined in their approval papers;

· most companies were able to cite qualitative impacts and benefits;

· companies suggested a range of improvements – quicker, more money, greater consistency/better linkages, reduced bureaucracy and more information – these comments are not unusual in an evaluation study; and

· most would approach SEB again for further support, if required.

6. economic impacts

The economic impacts were derived from information obtained through the customer surveys.  Impacts were reported as gross outputs – to convert these to net impacts at local and Scottish levels account was taken of additionality, displacement and multiplier effects.  Finally the sample size of respondents was grossed up to estimate the impact on all supported companies.

The value of net additional sales achieved is:

· £29.2 million at the local level; and

· £25.5 million at the Scottish level.

The level of net additional employment is:

· 1,040 FTEs at the local level; and

· 1,284 FTEs at the Scottish level.

The level of construction employment created is:

· 208 FTEs at the Scottish level; of which

· 139 FTEs will be secured at the local level.

Cost per net additional job created based on SEB spend is:

· £9,223 per FTE at the local level; and

· £7,482 per FTE at the Scottish level

Leverage of SEB to all other spend is:

· 1 : 5.3

Our experience of conducting economic impact evaluations suggest that these represent relatively good value for money.

7. conclusion & recommendations

Overall we believe that the Property ‘Gap Funded’ support would continue to deliver economic benefits and impacts for the Borders economy.  However, if the approach is continued we believe that there are some changes that are required to improve the impacts and level of fit for future projects, as outlined below.

i. SEB should open dialogue with other rural LECs with a view to presenting a united case to Scottish Enterprise for recognition of property market gaps.  This should seek an understanding from SE of the issues facing rural property markets and the sustained support of public sector agencies in providing the size, type and quality of bespoke and speculative property required.

ii. Account Managers should have greater involvement in the decision making process on whether to support a business.  We recommend that a formalised structure be established for dealing with projects as they arise.  In addition we recommend that someone form the Property team should attend Business Development team meetings to discuss current and potential projects – this would allow greater forward planning for budgets.

iii. We recommend that a funding application form be developed to give structure to initial discussions that SEB staff have with companies requiring support.  These forms should not be distributed to companies themselves to complete, but should form the basis of an initial meeting where the SEB Account Manager and/or Property Executive should have responsibility to obtain this information.

iv. We recommend that an early briefing session be held with Account Managers and other Business Development staff to inform them of the detailed operation and objectives of the approach.  This should include:

a. the information required from companies and outline of their obligations;

b. the criteria against which applications are judged; and

c. a clear description of the processes involved including timescales for appraising and securing project approvals.

v. In order to provide a clear and robust audit trail for each project we recommend that there should be a standard approval paper format that established the base case, the funding structure and the economic impacts expected from each project.  This will ensure that projects can readily be compared to establish which offer the best value for money and that future comparative evaluation evidence is available for SEB.  The recent shift toward this approach should be continued and enhanced and Account Managers should have overall responsibility to collect information on employment, sales and profits generated through projects.

vi. The requirement to participate in future evaluation exercises and to provide information on project impacts/outcomes (jobs, sales, profits, etc) should be made explicit in legal offer letters to companies.

vii. A small sample of projects should be monitored in detail after a period of 3 years (by SEB staff) to ensure that outcomes and impacts are in line with approval paper targets.  We understand that SEB have recently adopted a risk-based approach to evaluation where the most risky projects are selected for evaluation on a regular basis.

viii. Gradually, over the next 3 years, SEB should move toward a strategic approach which could command around 50% of the overall budget.  This approach should deal with already identified gaps in the local property market that are constraining the type, size and quality of company moving into or staying within the Borders.

ix. While projects should continue to be appraised on the basis of the impact on the individual company being supported, we recommend that cognisance of the type of development and property being created or upgraded is required to ensure that it is suitable for other business occupiers.  The shift from a reactive to proactive approach (as recommended above) will direct future geographic and sectoral priorities – these should not preclude any individual project from being supported, but should be taken into account when appraising projects.

8. background

Scottish Enterprise Borders (SEB) provides ‘Gap Funded’ interventions for property projects in the form of financial assistance to business owner-occupiers and developers in the Borders area through Property and Environmental powers.  The strategic rationale behind these projects is to address property market failure and ensure an adequate stock and supply of quality physical infrastructure to allow companies to grow and develop.

Financial contributions are available to companies to help fund property projects where the cost exceeds value.  The funding is available to companies for projects within the Borders, subject to a detailed appraisal and a clear demonstration of the economic benefits being generated.

Property led economic development projects have been in place since the 1930s
 as part of regional policy.  Since the late 1980s, policy has shifted away from direct development (now the policy of last resort) and is based firmly on the concept of ‘market failure’.

While SEB has not formalised its property assistance to local businesses into a specific Programme, the types of projects supported are likely to be directly comparable to those supported through the Business-Property Programmes delivered by other agencies, including other Local Enterprise Companies.

The study brief indicated that 120 companies had been assisted between 1996 and 2002, representing a direct investment of £10 million.  This six year period will be the evaluation timescale.  Through early clarification of the evaluation purpose the list of potential projects was set at 101; subsequent clarification with SEB resulted in 17 projects being excluded as they consisted of speculative and residential developments.  84 projects are therefore covered in this evaluation, representing a direct investment by SEB of £7.5 million.

We understand that no previous detailed evaluation of these projects has been carried out.

8.1 study objectives

The overall objective of the study is to undertake an economic impact evaluation of the projects that were awarded ‘Gap Funded’ support in order to:

· establish the validity of the original rationale for introducing gap-funded support in terms of addressing market failure;

· assess the success of the interventions in meeting main objectives and targets (in qualitative and quantitative terms);

· review the number, size and range of companies supported;

· measure the impact of the interventions, in both qualitative and quantitative terms including:

· the direct effects of SEB gap funded projects on Borders companies and the outputs and impacts that can be attributed

· assessment of additionality, displacement and multiplier effects

· assessment of value for money of the overall interventions

· assessment of the success of the assisted projects in achieving desired outcomes for participating companies;

· consider the views of companies who have been supported, including an assessment of the ‘do-nothing/do less’ options;

· review the fit with and relationship to other SEB assistance; and

· assess the approach to addressing property market failure, highlighting strengths and weaknesses and whether the reasons for intervention remain valid in a changing marketplace.

The results of the evaluation will be used to recommend future direction and development of SEB policy and activities in this area of work.

8.2 study method

The study was undertaken in 6 stages between January and October 2003, as detailed below:

· Stage 1: Set up;

· Stage 2: Baseline Review;

· Stage 3: Consultation Programme;

· Stage 4: Research Programme;

· Stage 5: Learning Workshop; and

· Stage 6: Analysis and Reporting.

8.3 format of report

The remainder of this report is structured as follows:

· Chapter 2 provides a description, baseline analysis and best practice review;

· Chapter 3 discusses the outcomes of the consultation programme;
· Chapter 4 reports the findings of the company survey;
· Chapter 5 covers the economic impact and value for money appraisals; and
· Chapter 6 contains our conclusions and recommendations.

9. review of projects

9.1 description

There is no specific formalised Programme covering SEBs approach to gap funded property projects, projects are appraised on a case-by-case basis.  There is an implicit understanding, however, within Executive staff and Board Members of SEB that companies with property issues should be supported to address market failure.  Individual projects are approved on a case-by-case basis in line with SEB guidelines.

The result of this is that the approach has been fairly widespread with no specific targeting or selection of projects from geographic areas or industry sectors although this has changed in recent years.  There may therefore be an issue of linkages with other SEB support mechanisms.  We will return to this later in the report.

While there are no collective targets (annually or overall), from the 84 individual approval papers we can summarise that projects were expected to achieve the following:

· create 1,293 new full-time jobs and 4 part-time jobs;

· safeguard 2,355 existing full-time jobs and 35 part-time jobs;

· create over 1 million sq ft of new property; and

· refurbish almost 380,000 sq ft of existing property.

Projects assisted SMEs whose long term growth required the adaptation of existing and or development of new property.  It did this by addressing the demand side of the market in contrast to more traditional support programmes which target the supply side.

9.2 baseline review

This section summarises all relevant project data and outlines the project’s objectives, targets and activity to date.  This section covers all 84 of the supported projects.

9.2.1 Operation

From individual approval papers it is clear that while the majority of projects were funded through SEB and private finance sources, some have benefited from other public sector contributions including:

· Scottish Borders Council;

· South of Scotland European Partnership;

· Historic Scotland; and

· Heritage Lottery Fund.

In total 31 projects have benefited from European funding to the value of £2.4 million.  While we have not reviewed this element in detail, we understand that around half of these projects were supported through SEB sponsored applications.

9.2.2 Budget and expenditure

The remit of this study is to review ‘gap funded’ projects from 1996 to 2002.  In total SEB provided over £9.6 million in grants and loans for Property ‘Gap Funded’ projects over the 6 years from 1996/97 to 2001/02 against total project costs of £60.4 million.

Based on SEB internal approval papers, Table 2.1 outlines the financial profile of the 84 projects included in this evaluation study.  The figures shown for SEB grant include EU funding where SEB were the project sponsor and applicant.  In total, SEB secured £1.15 million EU grants for companies, the net SEB contribution is therefore £8.4 million.  The majority of SEB funding, £9.2 million, was awarded as Grant with £0.4 million in Loan.  Other public sector funding came from a range of sources including Historic Scotland and Heritage Lottery.

	TABLE 2.1: EXPENDITURE PROFILE

	Year
	No. of

Projects
	Total Project Cost
	Private Sector Cost
	SEB Funding (Grant/Loan)
	Other Public Sector Funding

	96/97
	21
	£5,884,475
	£4,658,475
	£1,226,000
	-

	97/98
	13
	£18,996,710
	£16,763,210
	£2,043,500
	£190,000

	98/99
	12
	£5,656,391
	£3,012,500
	£1,471,000
	£1,172,891

	99/00
	17
	£10,974,500
	£6,784,750
	£1,872,750
	£2,317,000

	00/01
	10
	£5,418,649
	£3,931,649
	£1,331,000
	£156,000

	01/02 
	11
	£13,322,966
	£11,786,516
	£1,647,950
	-

	TOTAL
	84
	£60,365,191
	£46,937,100
	£9,592,200
	£3,835,891


Source:  SEB

Note: SEB Figures are shown inclusive of EU funds where SEB were applicant

As can be seen from Table 2.1 above there was a steady flow of projects over the 6 year period with the highest level of combined grant and loan awarded in 1997/98 (£2.04 million) not surprisingly the same year that saw the highest level of total project cost.

Table 2.2 shows the projects by total project cost and by SEB grant.

	TABLE 2.2: SPEND/GRANT PROFILE

	Total Project Cost
	SEB Grant

	Cost Range
	% of Projects
	Grant Range
	% of Projects

	Under £50k
	10.2%
	Under £10k
	2.3%

	£50k - £100k
	15.9%
	£10k - £25k
	23.3%

	£100k - £250k
	23.9%
	£25k - £50k
	29.1%

	£250k - £500k
	18.2%
	£50k - £100k
	16.3%

	£500k - £1 million
	12.5%
	£100k - £250k
	20.9%

	Over £1 million
	19.3%
	Over £250k
	8.1%


Excludes projects that were loan only

Table 2.2 demonstrates a fairly even split in projects across total project costs and level of SEB grant.

9.2.3 Project Details

Our analysis shows that projects were located across the Borders area.  Table 2.3 below identifies the geographic location of projects and shows that Hawick, Kelso and Galashiels had the largest number of projects.  Hawick accounted for the largest proportion of total SEB grant/loan, at 31.3% of the total while accounting for 18% of the total number of projects.  This indicates that projects in Hawick were larger (in financial terms) than other areas.

Areas listed under ‘Other’ include St Boswells, Jedburgh, Walkerburn and Duns.  Projects in these areas appear to be smaller, accounting for 40% of the total number of projects but only 11% of total grants.

	TABLE 2.3: GEOGRAPHIC LOCATION OF PROJECTS

	Location
	Projects
	SEB Grant/Loan

	
	Number
	%
	£
	%

	Selkirk
	9
	10.7%
	1,423,000
	14.8%

	Kelso
	12
	14.3%
	1,413,600
	14.7%

	Peebles
	6
	7.1%
	352,500
	3.7%

	Hawick
	15
	17.9%
	3,003,500
	31.3%

	Eyemouth
	5
	6.0%
	621,000
	6.5%

	Galashiels
	12
	14.3%
	1,693,250
	17.7%

	Other
	25
	39.8%
	1,085,350
	11.3%

	TOTAL
	84
	100%
	£9,592,200
	100%


Source: SEB

Table 2.4 below identifies the type of business supported.  The majority of businesses, 54% (45 businesses) were manufacturing and they accounted for 59.4% of total SEB grant/loan.

	TABLE 2.4: BUSINESS TYPE

	
	Projects
	SEB Grant/Loan

	Type
	Number
	%
	£
	%

	Agriculture and fishing
	8
	9.5%
	£674,600
	7.0%

	Energy and water
	-
	-
	-
	-

	Manufacturing
	45
	53.6%
	£5,695,600
	59.4%

	Construction
	-
	-
	-
	-

	Distribution, hotels and restaurants
	8
	9.5%
	£1,020,000
	10.6%

	Transport and communications
	-
	-
	-
	-

	Public admin, education and health
	3
	3.6%
	£227,000
	2.4%

	Other Services
	6
	7.1%
	£318,000
	3.3%

	Other
	14
	16.7%
	£1,657,000
	17.3%

	TOTAL
	84
	100%
	£9,592,200
	100%


Source: SEB

Table 2.5 over illustrates the type of projects that were supported.  The largest group of projects were refurbishment of existing properties, followed by site redevelopment.  A number of projects included more than one element, these are shown under the main project works.

	TABLE 2.5: PROJECT TYPE

	Type
	Number of Projects
	Percent

	Site Improvement
	14
	16.7%

	Site Expansion
	9
	10.7

	Site Redevelopment
	16
	19.0%

	Site Purchase
	1
	1.2%

	New Property Development
	15
	17.9%

	Property Refurbishment
	19
	22.6%

	Property Expansion
	8
	8.5

	Property Lease & Rentalised Fit-Out
	1
	1.2%

	TOTAL
	84
	100%


Source: SEB

9.3 practice review

This section outlines the findings from a desk-based review of literature on current business property support projects/programmes across the Scottish Enterprise and Highlands & Islands Networks.  This research was carried out through telephone interviews with personnel in the Local Enterprise Companies (LECs) and Internet based research.

The detailed results from this analysis is contained at Appendix A.

In total we reviewed the bespoke business-property assistance mechanisms of 8 LECs:

· SE Dunbartonshire;

· SE Glasgow;

· SE Dumfries & Galloway;

· SE Forth Valley;

· Property Support for Business Growth;

· Inverness & Nairn Enterprise;

· Caithness & Sutherland Enterprise; and

· Lochaber Enterprise.

In addition we also took cognisance of the former Property Support for Business Growth (PSBG) Programme that was run by 5 West of Scotland LECs with support from ERDF.

The analysis of business-property support in other LECs across Scottish Enterprise and Highlands & Islands identifies a range of responses to bespoke property development issues.  In the main, LECs offer support for property issues on an ad hoc basis, with projects approved or otherwise on individual merits rather than conforming to a set Initiative or Programme.

One of the main differences between the LEC support is the level of input from Business Development staff.  In talking to LEC Executives, those that had a formalised structure for involving Business Development (to whatever extent) felt that this was a key benefit in ensuring strategic fit with overall LEC objectives and also in ensuring that projects were delivering business improvement impacts as well as physical and environmental impacts.

9.4 market failure or market gap

Business property is a factor of production.  At a national level, demand for premises is driven by demand for goods and services.  The requirement for business property is therefore a derived demand, contingent upon the structure, performance of and prospects for the Scottish economy.

At a local level, the demand for business property is dependent on the above, but also on a range of local market conditions that include access to finance, property values, access to labour and other factors of production.

These factors determine the level of speculative property development and the requirement for bespoke development to meet demand.  Within the Borders, speculative property development is fairly minimal (compared to urban Scotland) and companies rely to a greater extent on bespoke solutions.  While there are downsides to this (e.g. the limited stock of available modern accommodation for incoming firms), by dealing direct with companies making direct property investment in the local area the level of commitment (through ownership) is increased

The approach to bespoke property development adopted by SEB is based on the concept of market failure.  The extent of market failure, however, does not appear to have altered significantly since the early 1990s.  We would therefore question whether the issue in the Borders is market failure or market gap?

The market failure approach assumes that the private sector lacks the confidence (through deficit between costs and values) to invest in property development.  Property-led policies are designed to restore this confidence and attract private capital.  New developments can also provide a demonstration effect, proving the demand for new speculative accommodation in a market with limited (if any) development history.

This approach became explicit in the early 1990s through the Scottish Enterprise RAPID scheme.  This argued that in certain areas the private sector property market does not operate efficiently and has failed.  Market failure is defined as the imbalance between demand and supply where the market fails to provide property to meet the needs of the economy.  It is the identification and removal of these constraints that are the focus for intervention.

The property market is recognised as highly inefficient.  Jones, 1996
 Argues that this leads to two conclusions about the role of property:

1. The property market may create serious supply constraints to both national economic growth and local economic development.  This could occur through the lack of, or under provision in, certain areas, or in property of the wrong size and standard to enable the expansion of output by individual firms.

2. The corollary is that the public sector can intervene to:

a. solve either ‘market failure’ or fill market gaps; or

b. divert employment and property demand to a substitute location or away from a given area.

The question of cost is partly a question of the precise function of property-led policies.  Distinction needs to be made between a ‘gap’ correctly identified by the market as unviable and a ‘failure’ of the market to meet the needs of the occupiers.  Filling market gaps will definitely require financial subsidy while addressing market failure could result in a range of responses, possibly including financial.

Solving market failure caused by local factors (e.g. planning constraints) should in the longer term lead to no requirement for financial subsidy.  The existence of gaps or mismatches in provision is not sufficient evidence of market failure – they may reflect the true picture of viability where no sustainable market can be achieved.  Where this is the case, subsidised public sector provision could simply be replaced with subsidised private sector provision.

The resolution of market failure or market gap could have a positive impact on economic performance but there is a cost in the form of a subsidy (which should be only in the short and medium term for market failure).

National property-led economic development policies in the 1980s changed from filling market gaps to resolving market failure.  The strategy was based on fixed term initiatives to restore private sector confidence after which the public sector would withdraw.  In the case of RAPID there was an explicit approach to rectify the legacy of property market constraints by creating a path back to market viability.

There is, however, a fundamental flaw in this strategy i.e. the difficulty of distinguishing between market gaps and market failure in the short term.  While solving market failure should lead to no long-term subsidies (through market adjustment), filling a market gap will require continuous subsidy in the long term.  The distinction between the two is made more difficult by the slowness of property-led economic development policies and the creation of sustainable markets.

A strategy aimed at market failure, rather than the market gap it actually is, may be ineffective by setting targets that cannot be achieved.  At best, policies aimed at resolving market failure can be described as “a gloss on a series of mechanisms that provide succour to local economies”
.  At worst they provide barriers to meaningful property led policies to address market gaps.  In addressing market gaps, property-led strategies can be measured by the more limited goal of removing property constraints on local economic development to ensure effective operation of local economies.

As outlined above, there has been very little (if any) shift in the level of market failure in property provision in the Borders.  After over 10 years of seeking to address market failure, there is little evidence that speculative private sector development would be viable in its own right.  While this could not be known at the outset, we believe that the projects being delivered are addressing market gaps and that there is unlikely to be any significant shift in the near future.

We therefore believe that if the Borders is to develop an effective and efficient property stock that will meet the needs of modern businesses, sustained investment by the public sector to address market gaps, will be required.  These gaps should continue to be filled through supporting private sector led property development projects, but SEB should adopt a more pro-active and strategic approach in identifying the gaps in the local property market that are constraining business growth and investment.

An element of project appraisal in the future should be analysis of whether the proposed project assists in improving the overall property stock across the Borders to meet future requirements of modern businesses.  This should form one element of project appraisal and there will be instances where projects that do not meet this criteria will, and should, be approved, however the approach will assist in the improvement of Borders property stock to meet modern business needs in the future.

10. consultation programme

10.1 Introduction

A key aspect of the study was to adopt a strong consultative approach.  This required consulting with a range of organisations that had a role in, or remit for, business property assistance in the Borders.

In total, ten individuals across four organisations were consulted.  The organisations and individuals are shown below in Table 3.1.

	TABLE 3.1: KEY CONSULTATIONS

	Name
	Organisation 

	Nigel Watson
	SE Borders (Property)

	Julian Pace
	SE Borders (Strategy)

	Jim Kavanagh
	SE Borders (Business Development)

	Gilbert McBride
	SE Borders (Business Gateway)

	Pete Maley
	SE Borders (Inward Investment)

	Gareth Owen
	SE Borders (Board Member)

	John Gray
	Scottish Borders Council (Planning)

	Drew Tulley
	Former SE Borders Board Member and Former Leader of Scottish Borders Council

	Donald McKinnon (telephone)
	South of Scotland European Partnership

	Colin Morris (telephone)
	Scottish Enterprise


All consultations (except the 2 indicated) were undertaken through face-to-face interviews using a semi-structured approach with an agreed pro-forma.  A range of issues were covered including:

· objectives;

· strategic fit;

· impact on the Borders property market;

· strengths and weaknesses of the approach;

· improvements; and

· level of success.

Not all issues were relevant to all organisations and the consultations were tailored to fit the particular organisation being consulted.

The output from the consultations is presented in aggregate form and reflects the general consensus of the Consultees.  In particular, no reference or attribution is made to any specific organisation or individual.

10.2 project Objectives

There was broad consensus across the consultees about the objectives of the approach.  Generally, the objective can be summed up as ‘addressing market failure through the provision of bespoke and speculative property’.  Consultees felt that this market failure is driven by low property rental and asset values creating a gap between the cost and value of property.  This leads to risk aversion from financial lenders and also from potential developers.

Property market conditions in the Borders are believed to be broadly similar to other rural areas of Scotland, but are profoundly different from urban Scotland.  Even within these rural areas, however, there are marked differences that differentiate the Borders area.  Dumfries & Galloway has a fairly similar property market, but it also has some large towns where the property market is more efficient and it also has a wider diversified economy.

For individual projects, objectives are set on a company-by-company basis.  Most consultees felt that the approach to individual projects was more reactive (reacting to enquiries as they are made by companies) rather than proactive (recognising opportunities and projects in advance), but that this approach was gradually changing as Account Managers become more familiar with their clients and also with the approach to bespoke property development.  Some consultees noted that the proactive approach would increasingly become the norm in the future, and that it could deliver greater integration between SEB support.

Only a minority of consultees were able to comment on selection criteria for individual projects.  This indicates a less than complete understanding of the overall objectives.  Where consultees were able to comment, their understanding of selection criteria is fairly consistent and realistic.  Consultees understood selection criteria to include:

· fit with SE Powers;

· identification of economic benefits (jobs, turnover, etc);

· identification of funding gap;

· identification of a feasible physical solution;

· are the company capable of delivering the project;

· will the project lead to diversification of the local economy; and

· does the company (and its industry sector) fit with the sectoral approach of SEB.

10.3 strategic fit

All consultees were supportive of the objectives of the approach and felt that it fitted the wider economic development objectives and strategies of their organisations.

One consultee raised the issue of linkages between rural property development projects and Smart Successful Scotland.  There is a wider issue about the strategic fit of general property development projects with SSS, however, the issue appears to be exacerbated when considering rural projects.  The SE Rural Group have previously advised that SSS does not take account of rural contribution through property development for property market failure.

There has been a general issue in the past of bespoke property development projects being considered in isolation.  Over the last few years, however, greater linkages have been developed with the Business Development team through the Account Management system and there is now more integration between property support and general business development support and projects are now more aligned to the overall SEB strategy.

Account Managers are now involved at an early stage when enquiries are received from companies for bespoke property assistance – this provides assistance in appraising the company (i.e. the economic impacts and its ability to deliver the project) rather than limiting support only to key companies.  As the Account Management approach is further embedded, Business Development Executives will increase their understanding of priority sectors for the Borders and also the approach adopted by the Property Team.  It is likely therefore that future projects will come in increasing numbers from Account Managers and from their Priority Companies.

Addressing market failure in business property is one of the key attributes of the South of Scotland European Programme.  The approach to bespoke property development therefore fits with the strategy.  It has been difficult in the past, however, to see where European funding could be used to enhance the approach as issues of State Aid and Competition Legislation would need to be addressed.  There may, however, be an opportunity to extend the current award ‘Property Funding Initiative’ (ERDF Measure 1.2) which provides match funding for eligible projects up to December 2003.

Projects are largely driven by local demand and need and are generally reactive in approach.  While approval papers generally show clear objectives and linkages to the business growth agenda, a more strategic approach – mapping property and estates issues into the wider growth strategy for the Borders economy – could perhaps deliver greater economic benefits for the local economy.

10.4 impact on borders property market

As described above, consultees believe that speculative private sector property development is not viable or feasible in the Borders area due to property market failure (or market gap).  There is a supply of redundant properties e.g. textile mills that are not appropriate accommodation for modern business needs.

The approach adopted by SEB to bespoke property market development, has been designed to address market failure (in line with SE Guidance, but is also appropriate mechanism for addressing market gap) and thereby improve the stock of property, as a fixed physical asset.  The impact on the Borders property market can be described as having two effects:

· short term effect: where the company that seeks the support for the bespoke property development achieve direct economic benefits; and

· long term: as the property is a fixed asset, it improves the stock of accommodation in Borders.  If the company that originally undertook the project move out of the property, the asset remains and improves quality and choice for future occupiers.

Consultees were able to identify a number of projects where the gap funding support was given to one company who then vacated the property (for various reasons) and it was then occupied by other companies.

This would not be appropriate in every case, as there are some instances where the projects have addressed specific company requirements and not general property upgrades.  In the main, however, projects have secured improvements to the Borders property stock that will be of benefit to occupiers for years to come.

One slightly negative comment made was that the approach still argues the same rationale for market failure as 10 years ago.  Despite the projects that have been completed, market failure does not appear to have reduced and the area still faces a shortage of quality property stock.  There is a question therefore whether the approach is addressing market failure or market gap, as identified earlier.  Again, we return to this issue in the Conclusions.

10.5 strengths and weaknesses

Consultees were asked to describe any strengths and weaknesses of the approach.  The strengths were recorded as:

· flexibility of the approach;

· support is now part of a holistic approach – property is integrated into business development support and forms part of the business development toolkit;

· lack of bureaucracy;

· it gives another way of addressing business development issues where there are property issues;

· if the assistance was not available, companies would not have expanded and may have moved elsewhere for more suitable property;

· individual basis for enquiry – handled on company by company basis rather than as part of a scheme or programme where projects have to fit with fixed criteria;

· projects have mainly been bespoke developments, they are therefore not contributing to developers profit and give greater value for money;

· as projects are bespoke the public sector investment secures immediate economic impacts as opposed to speculative property development where the asset may lie vacant before producing impacts;

· the approach is sustainable as the end output is an improved physical asset which remains even if the company doesn’t;

· SEB adopt a joined up approach with Scottish Borders Council where required to ensure the best outcome for the company;

· Consultees believe that companies understand why they have been refused or awarded grants;

· projects are driven by the company’s requirements; and

· as the budget is relatively small, the levels of grant provided to each development are believed to be at the minimum required to secure the project, thereby allowing the maximum number of projects to proceed.

The weaknesses were recorded as:

· the overall linkages and strategic fit with the regional property market;

· too reactive and not yet sufficiently proactive;

· it has not reduced the level of market failure in the local property market;

· SEB and partners have limited budgets for this type of project;

· the available property tools are not marketed enough to local businesses;

· the quality of projects and properties is not generally high.  The Borders does not have a high quality stock and therefore only the companies that are prepared to locate in these properties are attracted to the area – this may result in lost opportunities to attract high tech and high quality businesses;

· the proactive approach, relies on Account Managers identifying opportunities for property projects; and

· while there has been a shift toward greater involvement of Business Development Executives in business-property project appraisal, they are not yet fully aware of what property intervention mechanisms are available.  There is a lack of knowledge and also in getting the knowledge transferred from property speak to ensure that Client Managers understand what can and importantly what can’t be done.  This will ensure that appropriate projects are brought forward rather than raise company expectations.

Overall, consultees believed that the approach has been an effective and successful form of intervention.  The recent shift toward closer working relationship between Property and Business Development was raised by many of the consultees as a positive change.

Consultees believe that individual projects have delivered benefits in the following areas:

· company retention, survival and expansion – consultees believed that without the assistance some of the companies would have relocated outwith the Borders;

· jobs created and safeguarded – there is a perception that some of the bigger projects have been about safeguarding jobs;

· secured private sector leverage that would not have happened without the grant;

· secured environmental and infrastructure improvements;

· improved the overall Borders property stock; and

· delivered a social impact through supporting company growth in small towns and villages, thereby sustaining communities.

10.6 improvements

Most of the consultees were happy with the approach adopted.  When asked for suggestions on how the approach could be improved, there were no major issues raised.  A number of suggestions were made, however, consultees were keen to stress that these were not major issues.  The suggestions include:

· would like to work on a bigger scale or quality because the budget (around £250k) doesn’t buy much;

· a streamlined approval process – there is a £50k delegated authority to the management team. Would prefer a delegated sub-group, but not a real issue;

· to develop the proactive approach, a formal strategy for property intervention in the Borders should be developed – this would identify key employers and could lead to formal discussions on company growth through property development;

· support for companies to apply for funding so they can develop the best case – the objective should not be to increase the level of grant but to increase the economic impacts through identification of the best option;

· ensure that Account Managers are aware of the restraint that property can have on company growth – they need to define what the issues are, how they are affecting company growth and what options there are to remove the constraint; and

· ensure that Account Managers know what support is available so they can raise it with key companies where appropriate.

We return to some of the suggestions in the Recommendations section.

10.7 level of success

The approach to bespoke property development is believed to be very important because of the nature of the local economy in the Borders, and in particular the role that Market Failure (or market gap) plays.

There is a general lack of diversity and choice in the property stock for local companies.

Consultees were able to identify success through the following areas:

· attracting and retaining businesses – retaining indigenous growth companies has been very important.  Otherwise they would have moved to better quality, type, location outwith Borders.  In some cases company ownership has been outwith the Borders and if estates and property issues were not resolved the Borders economy could have lost jobs to other areas;

· securing inward investment – while this is not believed to have made a big impact, it has helped in some important cases e.g. Mainetti/ Emtelle; and

· diversifying the property stock – some individual projects have started to help companies to diversify into new markets, products and sectors through the provision of more productive work space.

The ability to offer bespoke property solutions is very important in an area with a predominately old, run-down stock.  Individual projects have secured improvements to older properties e.g. textile mills and made them more suitable for modern business needs.

There is a recognition amongst most of the consultees that other business development tools e.g. market direction, leadership are more important in addressing business and skills issues, but these are generally more intangible and difficult to address.

10.8 conclusions

The conclusion from most partners is that they are generally happy with the ‘Gap Funding’ support given to Borders companies.  The changes that were introduced some time ago to have greater involvement from the Business Development team through the Account Management approach are believed to have improved the quality of projects.

We return to a number of the issues highlighted in this section later in the report.

11. research programme

11.1 introduction

This part of the study carried out a more detailed review of the project through an agreed set of consultations:

· 9 face-to-face interviews; and

· 32 telephone interviews.

These 41 companies represent 49% of the total sample of 84 companies.  There is therefore the potential for some distortion, however, we believe that they are broadly representative.

While the responses were generally favourable, it is unfortunate that the response rate was relatively low, despite numerous attempts to contact companies.

Not all companies were willing or able to answer every question.  Our analysis below highlights the responses that were received to individual questions within both the face-to-face and telephone surveys conducted. 

In demonstrating the opinions stated, totals are given for each response rate.  Where the number or responses equals less than 41 this is due to certain companies being unable to comment.  Where the number of responses is greater than 41, this signifies that multiple options were given by respondents.  All percentages shown are aggregates of responses for each individual question. 

The information outlined in this chapter is based only on the 41 interviewed companies and includes impacts reported by property development companies (Note: these are excluded from the Economic Impact Assessment).

11.2 company details

The geographical spread of the 41 companies who took part in the survey is illustrated in Table 4.1.  The majority were situated within Hawick (29%) and Galashiels (15%), ‘other’ areas (20%) include West Linton, St Boswells and Coldingham.

	TABLE 4.1: COMPANY LOCATION

	
	Face-to Face / Telephone Survey
	% of total

company sample

	
	Number
	Percent
	

	Selkirk
	3
	7.3%
	10.7%

	Kelso
	5
	12.2%
	14.3%

	Peebles
	5
	12.2%
	7.1%

	Hawick
	12
	29.3%
	17.9%

	Eyemouth
	2
	4.9%
	6.0%

	Galashiels
	6
	14.6%
	14.3%

	Other
	8
	19.5%
	39.8%

	TOTAL
	41
	100%
	100%


While the companies that took part in the survey are broadly reflective of the geographic location of the total company sample, there are 2 large variations, Hawick accounted for a larger share (29% in the survey compared to 18% of total companies) and ‘other’ accounted for a smaller share (20% of the survey and 40% of the total).

Table 4.2 shows that the 56% of the companies questioned had been established for over 20 years.  None of the companies who responded had been established for less than 3 years.

	TABLE 4.2:  YEAR OF COMPANY ESTABLISHMENT

	Number of years
	Number
	Percent

	Less than 1 year
	-
	-

	1 to 2
	-
	-

	2 to 3
	-
	-

	3 to 4
	4
	11.8%

	5 to 10
	4
	11.8%

	10 to 20
	7
	20.6%

	20+
	19
	55.9%

	TOTAL
	34
	100%


Only 7 out of 37 companies (19%) had more than one business plant or operation.  Of those, only one company had multiple operations within the Borders region.
The companies surveyed represented a wide range of businesses within the region.  Table 4.3 shows that 49% of companies surveyed were in the manufacturing sector, which is in line with the high proportion of textile manufacturing businesses in the Borders.  Examples of other included Kelso Race Course and Peebles Golf Club.

	TABLE 4.3:  NATURE OF MAIN BUSINESS

	
	Face-to-Face / Telephone Survey
	% of total company sample

	Sector
	Number
	Percent
	

	Agriculture and fishing
	3
	7.3%
	9.5%

	Energy and water
	-
	-
	-

	Manufacturing
	20
	48.8%
	53.6%

	Construction
	-
	-
	-

	Distribution, hotels & restaurants
	6
	14.6%
	9.5%

	Transport and communications
	-
	-
	-

	Public admin, education & health
	2
	4.9%
	3.6%

	Other services
	4
	9.8%
	7.1%

	Other 
	6
	14.6%
	16.7%

	TOTAL
	41
	100%
	100%


As shown in Table 4.3 the sample of businesses that took part in the survey are broadly representative of the total sample of supported businesses in terms of their industry sector.

11.3 Marketing & awareness

11.3.1 Awareness

The majority (56%) of companies first made contact with SEB in relation to property or environmental support prior to 1996, which is the first year of the evaluation. 2001 is the most recent period where a company had made initial contact with SEB.  This is outlined in Table 4.4 below.

	TABLE 4.4: INITIAL CONTACT WITH SEB PROPERTY SUPPORT

	Period
	Number
	Percent

	Prior to 1996
	22
	56.4%

	1996
	-
	-

	1997
	4
	10.3%

	1998
	7
	17.9%

	1999
	2
	5.1%

	2000
	3
	7.7%

	2001
	1
	2.6%

	TOTAL
	39
	100%


Table 4.5 shows that 71% of companies approached SEB Property and Environment themselves to make initial contact.  Only 6 of the companies were sought by SEB.  Alternatives referred by included Small Business Gateway and Scottish Borders Council.

	TABLE 4.5:  FIRST AWARENESS

	
	Number
	Percent

	Company approached SEB Property & Environment
	29
	70.7%

	Company approached SEB Business Development
	2
	4.9%

	Company approached by SEB
	6
	14.6%

	Company referred by alternative
	2
	4.9%

	Cannot remember
	2
	4.9%

	TOTAL
	41
	100%


Overall, companies were asked if they were aware of SEB property or environment support before they made an initial contact:

· 26 (63%) companies said they were aware;

· 12 (29%) companies said they were not aware; and

· 3 (7%) companies said they did not know or remember.

11.3.2 Understanding of Objectives

Companies were further asked to express their understanding of what they perceived SEB were trying to achieve in assisting businesses through their interventions.  Generally the companies expressed that SEB were trying to sustain and generate employment opportunities.  Other comments that summarise the views of respondents included:

· to improve the local area and surroundings;

· alongside other SE services, to try and encourage business start-up and growth;

· environmental improvements for the local area;

· to ensure the safety and efficiency of local businesses and their property; and

· assist companies within the Borders and local tourism.

11.3.3 Initial difficulties

Companies were asked if they had experienced any initial problems finding out what property support services SEB have to offer local companies.  One-quarter of companies that responded (10 out of 40) felt they had experienced some difficulties.  Problems highlighted by these companies included:

· had difficulty in sourcing information on the support available, only aware of it through word of mouth;

· very unsure of what was on offer to the company and their eligibility; and

· SEB Property was less forthcoming as it was a retail development project.

However the majority of companies (71%) had experienced no initial problems in seeking assistance and further only 1 company responded to the question as being unsure.

11.3.4 Perceptions of Property and Environment support

Table 4.6 shows how the companies rated the overall support offered by SEB to what they initially thought they would receive.  The support was rated favourably with 62.5% of companies rating it as meeting their expectations and a further 25% stating the support to be better or much better than they had anticipated.  

	TABLE 4.6:  RATING OF SUPPORT

	
	Number
	Percent

	Much better than expected
	3
	7.5%

	Better than expected
	7
	17.5%

	As expected
	25
	62.5%

	Worse than expected
	4
	10.0%

	Much worse than expected
	1
	2.5%

	TOTAL
	40
	100%


11.4 application & selection

11.4.1 Application Process

There is no standard application process for SEB Property funding.  Consequently the companies questioned had different views and experiences.  Generally the process adopted the following format:

· a detailed project appraisal requiring all cost information;

· company business plan and cash flow projections;

· submission of formal approval paper by SEB Property to SEB Board for consideration; and

· final project decision made by SEB Board and company informed of final decision based on the above project information.  

Companies were asked if they had experienced any problems when applying for assistance from SEB:

· 7 companies (18%) said they had experienced problems; and

· 32 companies (82%) said they had experienced no problems.

Examples of problems listed included:

· needless days were wasted in form filling;

· architect problems – company had been recommended by SE but lacked relevant experience; and

· difficulties in the initial stages to gain support from SE.

11.4.2 Selection Process

Table 4.7 indicates how easy or difficult companies felt gaining access to SEB Property assistance had been. Whilst no companies stated access to assistance as being very easy, 46% of respondents rated access as easy.  36% of companies rated access as neither easy nor difficult, with many commenting that the assistance offered was at a suitable level given the need for accountability and efficient usage of public finance.

Companies that felt access to Property funding was difficult (15%) or very difficult (3%) provided the following comments:

· there were fairly stringent criteria;

· substantial financial and budgetary work was required to confirm project viability; and

· the amount of time and justification required to support the project.

	TABLE 4.7:  RATING OF ACCESS TO ASSISTANCE

	
	Number
	Percent

	Very Easy
	-
	-

	Easy
	18
	46.2%

	Neither easy nor difficult
	14
	35.9%

	Difficult
	6
	15.4%

	Very Difficult
	1
	2.6%

	TOTAL
	39
	100%


11.4.3 Level of Understanding of Decision Process

All of the respondents (41 companies) felt that they fully understood both how and why the decision to support them was made by SEB Property.  Companies expressed a range of both general local economic development and project specific causes as to how and why support was offered:

· wish to redevelop a brownfield site;

· to increase local employment;

· due to abnormal development costs;

· business required a new site or faced closure; and

· for environmental improvements and assisting in overall business growth.

11.5 market failure / motivation

Table 4.8 highlights lack of finance as the main cause of companies seeking SEB Property Assistance.  Others reasons included:

· required SEB backing to gain external finance;

· company is located outwith ERDF boundaries and therefore  pursued this form of eligible support;

· felt as a successful company, generating local employment, they deserved support;

· textile industry costs are high in the UK, especially within Hawick, in comparison to the Third World; and

· the property was not worth the market value and required SEB funding to make it financially viable. 

	TABLE 4.8:  MAIN REASONS SOUGHT SUPPORT

	
	Number
	Percent

	Lack of Finance
	38
	92.7%

	Lack of expertise
	-
	-

	Lack of resources
	1
	2.4%

	Other
	17
	44.5%


Table 4.9  further supports the views expressed in Table 4.8 by illustrating lack of finance once more as the main reason assisted companies were unable to complete projects unsupported.

	TABLE 4.9: REASONING UNABLE TO COMPLETE PROJECT UNSUPPORTED

	
	Number
	Percent

	Lack of finance
	35
	85.4%

	Lack of expertise
	-
	-

	Lack of resources
	4
	9.8%

	Time constraints
	1
	2.4%

	Other
	12
	29.3%


Companies were asked if finance was a constraint, were private sector sources of funding sought:

· 60% of respondents said they had used external funding sources through various banks etc;

· 8% said they had not used external funding sources but their own savings; and

· the residual 32% had not used any external or private funding sources.

Several companies who had not sought external financial assistance held this to be because the company was unable to receive such funding due to the poor financial project viability or company performance.

11.6 project description & process

A detailed profile of the individual projects supported by SEB Property from 1996/97 up to 2001/2002 is given within the baseline review in Chapter 2.2.
11.6.1 Funding

Table 4.10 below shows the project funding breakdown for companies that took part in the telephone and face-to-face interviews.

	TABLE 4.10: FUNDING PROFILE

	Funding Source
	Amount

	SEB Grant (incl. EU grants sponsored by SEB)
	3,568,750

	SEB Loan
	246,000

	EU Grant
	1,324,250

	Other Public Sector Grant
	885,000

	Private Sector
	16,278,886

	TOTAL
	22,150,886


NOTE: SEB Grant is shows net of EU funding

In total 41 companies took part in the surveys from a total of 84 (48.8%).  From the total project analysis outlined in Section 2, we can show that the companies in the survey accounted for:

· 37% of total project costs;

· 41% of SEB grant; and

· 64% of SEB loan.

11.6.2 Targets

Table 4.11 shows that 64% of companies believe they were set specific targets or objectives for the outcomes of their supported projects.  A further 20.5% of companies were unsure, this being due to the timescale since assistance was provided or a change in personnel/management directly accountable for the project.

Details of any objectives or targets the companies were aware of included:

· to improve the quality and overall usefulness of the redeveloped site;

· to encourage and promote exporting;

· expansion of the business and removal of dereliction; and

· job creation and environmental improvement.

	TABLE 4.11:  SPECIFIC TARGET SETTING FOR OUTCOMES

	
	Number
	Percent

	Yes 
	25
	64.1%

	No
	6
	15.4%

	Don't Know
	8
	20.5%

	TOTAL
	39
	100


Table 4.12 further clarifies the extent to which written communication of project targets or objectives were received by assisted companies.  The majority (62%) received written confirmation.

	TABLE 4.12:  WRITTEN COMMUNICATION OF TARGETS RECEIVED

	
	Number
	Percent

	Yes
	23
	62.2%

	No
	6
	16.2%

	Don't Know
	8
	21.6%

	TOTAL
	37
	100


11.7 project outputs & impacts

73% of companies stated that the project supported by SEB Property was part of a larger business growth project.  This magnifies the consequences for the likely scale of the funding impact in terms of quantifiable impacts i.e. job creation, sales and profit levels and capital investment.

Companies were asked to provide financial and employment details regarding the impact of the property project both prior to and on completion.  Unfortunately we received a poor response rate due to both unwillingness of companies to provide such information and inability of companies to provide the data due to the timescale since they were assisted.

The information we obtained direct from companies was augmented by information provided by SEB (obtained from Dunn & Bradstreet, NESSICA Database and SEB Account Managers).  This enlarged data set has been used to calculate the outcomes, sales, employees and other impacts of the support received.

11.7.1 Business Outcomes

Companies were asked to advise on the main business outcomes resulting from completion of the project.  Companies were not provided with a list and were not probed for outcomes.  The results of this question therefore equates to their individual and bespoke perceptions of the benefits received.

Table 4.13 below groups outcomes into main topics.  A range of additional one-off outcomes were also advised including giving the company complete control of their manufacturing process in-house thereby allowing them to use ‘Made in Scotland’.

	TABLE 4.13: OTHER BUSINESS OUTCOMES

	Type of Outcome
	Number Reporting

	Improved efficiency/performance/quality
	10

	Allowed company to diversity/expand operations
	9

	Increased sales/turnover/profit
	8

	Increased capacity
	6

	Improved health & safety/working conditions
	5

	Allowed company to exist/start-up
	5

	Increased employment/improved skills
	4

	Increased flexibility
	2


11.7.2 Sales

Absolute sales figures – before and after – are available for 30 of the interviewed companies (from the company direct or from SEB records).  Sales figures ‘before’ are taken from the year before the project.  It was not possible to obtain sales figures ‘after’ on a consistent basis across all companies, therefore they comprise a mix of between 1 and 3 years after the project was completed.

Sales figures before support were given at £110,237,698 and after support were £134,152,646.  This equates to an increase of £23,914,948, or 22% increase in sales.

These figures represent annual profits, therefore given the timescale of projects (ranging between 1996 to 2002) the overall impact of the SEB support will be significantly higher.

11.7.3 Profits

Absolute profits – before and after – are available for 26 of the interviewed companies (again direct and through SEB records).  One of these companies, however, was excluded from the sample as they had a large financial loss which distorted the sample.  In total 2 companies recorded financial loss, but 6 recorded a drop in profit.  Again profits are taken from the year before the project and a mix of between 1 and 3 years after.

Excluding the one company experiencing significant losses, stated profits were given before support at £7,201,568 and after support at £9,260,975.  This equates to an increase of £2,059,407, or 28.6% increase.

These figures are annual profit levels, so the total impact is significantly higher.

11.7.4 Employees

Absolute employment details available for 33 interviewed companies (direct and SEB records).  Companies recorded 1,583 FTE jobs before support and 2,091 jobs after.  This equates to an increase of 508 FTEs, or 32% increase.

11.7.5 Property Values

While we have not conducted a valuation of the increased property values created through the support, we have carried out a general assessment of property values.  This is based on average capital value of £10 per sq ft for refurbished space and £20 per sq ft for new space.

From the project approval papers we have calculated the following impacts:

· 1,153,284 sq ft (107,140 sq m) of new property provided at average capital value of £20 per sq ft = £23.8 million; and

· 379,066 sq ft (35,215 sq m) of refurbished property improved at average capital value of £10 per sq ft = £3.8 million.

This broad brush analysis shows that the projects have created a total property value in the Borders of £26.9 million.

11.8 displacement & additionality

Table 4.14 shows the range of performances experienced by assisted companies in their current markets.  39.5% stated their company market situation to be static, 37% were growing and 16% growing strongly.

	TABLE 4.14:  MARKETS FOR PRODUCTS/SERVICES

	
	Number
	Percent

	Growing strongly
	6
	15.8%

	Growing 
	14
	36.8%

	Static
	15
	39.5%

	Declining
	1
	2.6%

	Declining strongly
	1
	2.6%

	Don't know
	1
	2.6%

	TOTAL
	38
	100%


Table 4.15 highlights the significance of SEB Property assistance to projects.  42.5% of assisted companies stated the projects would not have happened at all without SEB assistance (i.e. absolute additionality).  Other additionality impacts included the project happening later (37.5%), project quality being lower (7.5%) and project size being smaller (5%).

	TABLE 4.15:  IMPACT WITHOUT PROJECT SUPPORT

	
	Number
	Percent

	Project would have happened anyway
	3
	7.5%

	Project would have happened later
	15
	37.5%

	Project would have been smaller
	2
	5.0%

	Project would have been of lower quality
	3
	7.5%

	Project would not have happened at all
	17
	42.5%

	TOTAL
	40
	100%


Some companies undertook more than one project others recorded more than one impact

Significantly, only 3 projects (7.5%) reported that they would have carried out the project without the SEB assistance.

11.9 other qualitative effects

This section outlines the range of non-quantifiable project impacts that companies reported.

11.9.1 Marketing

Table 4.16 shows that 73% of companies felt that completion of the project assisted by SEB Property aided the overall marketing of their company.  Examples include:

· having one integrated company base increased company recognition;

· the company is now part of an established site and within a prestigious building (close to Selkirk innovation centre);

· allowed product branding  - “Made in Scotland”; and

· can now advertise new and improved facilities.

	TABLE 4.16:  MARKETING EFFECTS OF PROJECT COMPLETION

	
	Number
	Percent

	Yes
	30
	73.2%

	No
	10
	24.4%

	Not yet
	1
	2.4%

	TOTAL
	41
	100%


11.9.2 Customer Perceptions

Table 4.17 highlights that 76% of assisted companies surveyed felt that completion of the project helped to improve customer perceptions of the company.  This is perceived via:

· improved and increased productivity;

· yard appearance and site improved;

· company is less fragmented – reducing confusion for customers; and

· allows wheelchair access.

	TABLE 4.17:  IMPROVED CUSTOMER PERCEPTIONS

	
	Number
	Percent

	Yes 
	31
	75.6%

	No
	9
	22.0%

	Not yet
	1
	2.4%

	TOTAL
	41
	100%


11.9.3 Additional benefits

Lastly, companies were asked if any other benefits had accrued to the company through completion of the project.  Table 4.19 below shows that 39.5% of companies surveyed felt that other additional benefits (not covered above) could be linked to project completion.  These encompassed:

· produced better links with the adjacent company;

· health and safety improvements for staff;

· able to retain market share; and

· due to increased capacity the types and skills of employees increased.

	TABLE 4.19:  ADDITIONAL BENEFITS GENERATED

	
	Number
	Percent

	Yes
	15
	39.5%

	No
	18
	47.4%

	Not at all
	5
	13.2%

	TOTAL
	38
	100%


11.10 seb executives role in projects

11.10.1 Accessibility to SEB Executives

Table 4.20 reviews the accessibility of SEB Executives for companies.  SEB Executives performed favourably with 85% of respondents stating their accessibility as either easy or very easy.

	TABLE 4.20:  ACCESSIBILITY TO SEB EXECUTIVES

	
	Number
	Percent

	Very easy
	18
	46.2%

	Easy
	15
	38.5%

	Neither/nor
	5
	12.8%

	Hard
	1
	2.6%

	Very Hard
	-
	-

	TOTAL
	39
	100%


11.10.2 Efficiency of SEB Executives

Tables 4.21 and 4.22 further indicate the high efficiency and helpfulness of SEB Executives.  44% of companies surveyed felt that SEB Executives understood very well the needs of their individual company.

	TABLE 4.21:  APPRECIATION OF COMPANY NEEDS

	
	Number
	Percent

	Understood very well
	17
	43.6%

	Understood well
	10
	25.6%

	Neither/nor
	8
	20.5%

	Do not understand
	4
	10.3%

	TOTAL
	39
	100%


Furthermore, 49% of assisted businesses considered their aligned SEB Executive to be very helpful in working up the project details and generally managing the project effectively.

	TABLE 4.22:  HELPFULNESS OF SEB EXECUTIVES

	
	Work up project details
	Manage the project

	
	Number
	Percent
	Number
	Percent

	Very helpful
	19
	48.7%
	19
	48.7%

	Helpful
	14
	35.9%
	12
	30.8%

	Not helpful
	6
	15.4%
	8
	20.5%

	TOTAL
	39
	100%
	39
	100%


Table 4.23 indicates that none of the companies rated the support offered by SEB Executives to be of very poor quality and only 2 rated it as poor.  Almost half (49%) rated the support as very good.  In total 82% of companies rated the support received as either good or very good.

	TABLE 4.23:  RATING OF SEB EXECUTIVES SUPPORT

	
	Number
	Percent

	Very Good
	19
	48.7%

	Good
	13
	33.3%

	Neither/nor
	5
	12.8%

	Poor
	2
	5.1%

	Very Poor
	-
	-

	TOTAL
	39
	100%


11.10.3 Rating of SEB Property support

Companies were asked to rate SEB Property support overall.  Table 4.24 shows that 79.5% of respondents viewed the property intervention as good or very good.

	TABLE 4.24:  OVERALL RATING OF SUPPORT

	
	Number
	Percent

	Very Good
	15
	38.5%

	Good
	16
	41.0%

	Neither/nor
	4
	10.3%

	Poor
	2
	5.1%

	Very Poor
	2
	5.1%

	TOTAL
	39
	100


11.11 other seb support

In order to draw comparison and linkages with other SEB support services, companies were questioned about access that they had received to other non-property support.

Table 4.25 illustrates that 24% of companies had received some business development support prior to the property project and this rose to 44% after completion of the property project. Furthermore, some companies had received support both prior and afterwards.

	TABLE 4.25: RECEIPT OF BUSINESS DEVELOPMENT SUPPORT

	
	Number
	Percent

	Before property supported project
	11
	23.9%

	After property supported project
	20
	43.5%

	None
	15
	33.6%

	TOTAL
	46
	100%


Companies may have received support both before and after the project, therefore number is greater than 41

Examples of the support received by companies included:

· exporting assistance: seminars, marketing and grants;

· Investors In People accreditation;

· IT: training, upgrading and equipment; and

· training: Marketing Advance Programme and general Business Management.

Table 4.26 shows how companies in receipt of other forms of SEB support compared the assistance with property intervention in terms of business growth.  77% felt that the Property assistance was comparable to business development support in terms of aiding business growth and a further 23% stated it to be better or more significant.

	TABLE 4.26:  COMPARISON OF SUPPORT

	
	Number
	Percent

	Much better/more significant
	2
	9.1%

	Better
	3
	13.6%

	Same
	17
	77.3%

	Worse
	-
	-

	Much worse/less significant
	-
	-

	TOTAL
	22
	100%


Table 4.27 clarifies the levels of integration felt by companies towards SEB in delivering its various forms of support to companies.  46% of respondents viewed the services available to them by SEB as well integrated but 35% felt that integration was poor.

	TABLE 4.27:  INTEGRATION AMONG VARIOUS FORMS OF SUPPORT

	
	Number
	Percent

	Well integrated
	17
	45.9%

	Neither/nor
	7
	18.9%

	Not well integrated
	13
	35.1%

	TOTAL
	37
	100%


11.12 future design issues

11.12.1 Strengths

Companies were asked to consider the main strengths of the SEB property assistance.  A number of the views expressed included:

· assists business development in a poorly performing area with unique property market problems;

· it is locally based and deals with people who have an understanding of local circumstances;

· funding had a large positive impact on the project;

· was available and a good service; and

· SEB helped to identify potential sites for development.

11.12.2 Weaknesses

Perceived weaknesses by companies of the Property intervention encompassed:

· lengthy process: SEB Property do not follow things through quickly enough;

· certain projects assisted are of poor quality/viability;

· some staff lack relevant experience/expertise;

· money is given more freely to manufacturing businesses, non-manufacturing businesses do not receive as much assistance; and

· poor allocation of funds and marketing of services available.

11.12.3 Improvements

Table 4.28 shows the responses of companies when questioned whether they would have preferred an alternative form of property assistance.  27% of respondents were clear that they would not have preferred an alternative form of assistance and the majority (55%) were unsure or had no preference.

	TABLE 4.28:  PREFERENCE OF ALTERNATIVE ASSISTANCE

	
	Number
	Percent

	Yes
	7
	17.5%

	No
	11
	27.5%

	Unsure/No preference
	22
	55.0%

	TOTAL
	40
	100%


A summary of the views held by companies on how the SEB property assistance could be improved generally and in terms of delivery and types of support offered are summarised below:

· increase the speed at which assistance can be received;

· SEB Property should have a larger budget to allocate;

· greater consistency between projects as to how and why they were supported;

· continually re-develop and keep the Property intervention up to date ensuring its responsiveness to local needs;

· better targeting of efficient companies and good projects;

· slacken funding criteria;

· reduce bureaucracy and form filling; and

· greater demonstration of the services on offer.

In our experience these comments are fairly typical responses from companies receiving business related assistance.

Table 4.29 outlines the likelihood of supported companies using both SEB Property and other SEB services in the future.  Only 5% of companies felt that they would definitely not use any SEB services again.  Respondents perceived usage of SEB assistance in the future for Property (31%), Business Development (36%) or Skills assistance (27%).

	TABLE 4.29:  FUTURE USAGE OF SEB BUSINESS SUPPORT

	
	Number
	Percent

	No
	4
	5.0%

	Property/Environmental
	25
	31.2%

	Business Development
	29
	36.2%

	Skills
	22
	27.5%

	TOTAL
	80
	100%


11.13 Comparision with psbg

In 2000 EKOS undertook an evaluation of the Property Support for Business Growth (PSBG) Programme, as described in Section 2.  The programme, which concluded in December 1999, encompassed 5 LECs (Dunbartonshire, Ayrshire, Glasgow, Lanarkshire and Renfrewshire).

The PSBG Programme was a joint LEC/Strathclyde European Partnership (SEP) property programme targeted at supporting companies whose growth was being constrained in some way by inadequate or ineffective property through bespoke property solutions to business problems.  Consequently the scheme had similar objectives to that of SEB current Property Gap Funding.

In order to compare and weight the business questionnaire results of SEB Property Gap Funding against a relevant property scheme we have drawn some comparisons with our previous evaluation.

11.13.1 Access to assistance

Table 4.30 below compares ratings for the ease of access to assistance between the two types of support.

	TABLE 4.30: COMPARISON OF ACCESS TO ASSISTANCE

	Rating
	SEB
	PSBG

	Very Easy
	-
	18%

	Easy
	45%
	29%

	Neither/Nor
	37%
	26%

	Difficult
	16%
	22%

	Very Difficult
	2%
	6%


As can be seen, none of the companies interviewed for the SEB assistance rated access to the support as very easy, compared to 18% for PSBG.

11.13.2 Executives role

Table 4.31 below compares ratings for the role of LEC Executives between the two types of support.

	TABLE 4.31: COMPARISON OF EXECUTIVES ROLE

	Rating
	SEB
	PSBG

	Very Good
	49%
	53%

	Good
	33%
	41%

	Average
	13%
	3%

	Poor
	5%
	3%

	Very Poor
	-
	-


As can be seen from Table 4.31, the level of satisfaction with SEB Executive support is lower than for the PSBG evaluation.  The majority of respondents in the Borders, 82%, rated the support as good or very good while the majority of PSBG respondents, 94%, rated support as good or very good.

11.13.3 Improvements

As outlined above the main improvements sought by companies that had received PSBG assistance were consistent with this evaluation i.e. quicker processes, less bureaucracy, more information on the type of assistance available and greater linkages between types of assistance.  These messages are all consistent with the concerns raised in this evaluation study and suggest wider issues with regard to public sector property support mechanisms.

11.14 conclusions

In total 41 of the 84 companies that received support were interviewed.  These businesses were contacted through face-to-face and telephone survey.

Taken overall, the company survey indicates general satisfaction with the assistance received and, notwithstanding the criticism outlined above, it can be judged a success.

In summary, the results from the surveys show that: 

· the largest group of companies, 39%, fall within the manufacturing sector;

· companies are generally happy with the type, level and method of support received, in particular the SEB Executives were praised with 82% rating them as good or very good;

· most companies reported quantifiable impacts and benefits consistent with the objectives outlined in their approval papers;

· most companies were able to cite qualitative impacts and benefits, including improved marketing and improved customer perceptions;

· the key improvements to the support suggested by companies are:

· speeding up the process

· providing more money

· creating greater consistency and better linkages

· reducing bureaucracy

· providing more information on the type of support available; and

As highlighted earlier these comments are not unusual.

· the majority of respondents wouldn’t hesitate to approach SEB again for further support, if required.

12. ECONOMIC impact appraisal

12.1 introduction

This Chapter reports the economic impact of the support provided to SEB companies – it is derived from information and data obtained from the survey of companies and is augmented by data provided by SEB
 to complete data sets where companies were unable or unwilling to provide specific information.

12.2 ECONOMIC IMPACT MEASURES

12.2.1 Introduction

This section details the reported impacts of the SEB Property ‘Gap Funded’ support in terms of:

· gross sales and employment;

· additionality;

· displacement;

· net direct additional sales;

· linkage and multiplier effects (only applied to gross jobs); and

· net additional jobs.

The sample is made up of the 41 companies who took part in the face-to-face or telephone interviews.  It was not possible to obtain the full data set for all companies in this sample.  In addition the speculative property development projects were also removed (as impacts could not be directly attributed to the specific project supported).

In total, 30 companies were used as the gross sample base for sales and 32 for employment.

12.2.2 Gross Attributable Sales and Employment

As outlined in Section 4.7, the interviewed companies advised that their total sales has increased by 22% to £134 million after they completed the SEB supported projects and that employment increased by 32% to 2,091 FTEs.

Table 5.1 identifies the level of sales and employment that is attributed to the project i.e. it excludes what would have happened in the absence of the support.  Most of the companies attributed a proportion of their total increased sales and employment to the project, however, there was also an element where the project helped to maintain or safeguard existing levels and also cases where companies recorded an absolute decline but where the project had reduced this decline.

From this analysis, the gross attributable sales and employment was recorded at £17.4 million and 574 FTEs.  These numbers are calculated using the information provided by the companies on actual and forecast sales/ employment and the levels that are attributed to the assistance.
	table 5.1: GROSS SALES AND EMPLOYMENT OUTCOMES

	
	Number Reporting
	Total
	Average

	Attributable Sales 
	£17,436,090
	30
	£581,203

	
	
	
	

	Attributable Jobs (FTEs)
	575
	32
	17.9


Using this sample, the equivalent figures for the total population of 84 supported companies gives:

· £48,821,052 of sales attributed to the SEB supported project; and

· 1,509 FTEs attributed to the SEB supported project.

In order to convert these gross outputs/outcomes to their net impact on the local and Scottish economies it is necessary to take account of additionality, displacement and multiplier effects.  These are discussed below.

12.2.3 Additionality

Non-additionality is traditionally understood to be the proportion of gross direct sales/jobs impacts that would have been expected to occur even if the company had not received the support.  It was assessed by asking a number of questions regarding the influence of the assistance on:

· the generation of sales and employment which would have occurred in the absence of the support;

· if the support had not been available, what other action would the companies have taken;

· the timing of any reported changes in the absence of the support;

· any quality and scale additionality; and

· any other impacts upon reported business performance.

Businesses were assessed according to a hierarchy of additionality factors:

· absolute additionality: where all gross direct attributable impacts are additional.  This was taken to apply where none of the sales or employment outputs would have occurred, in the absence of the support.
Where there was no evidence of absolute additionality we made allowance for:

· time additionality: where the support enabled the reported changes to happen sooner.  Adopting the standard assumption that a project has a 10 year life, we allocated 10% additionality for every year for which the reported changes were brought forward; and

· scale additionality: where the support had a positive influence on the level of gross direct employment/sales.  Following in-depth discussions with companies to ascertain the nature of scale and quality impact of the assistance, we adopted an assumption of between 10%-20% additionality.

40 of the 41 companies provided information on additionality.  Based on the responses received, we found that:

· 17 companies reported absolute additionality;

· 20 companies reported time and/or scale and/or quality additionality; and

· 3 companies reported no additionality.

12.2.4 Displacement

Our investigation of displacement considered those factors that would dilute the gross impact of any increases in business activity.  It included collecting information on a variety of areas, including:

· location of major competitors;

· location of main markets; and

· current market conditions.

Displacement was then assessed according to the following factors:

· high displacement:  where the company sold most of their products or services locally and where there was a high level of local competition.  We assumed a displacement range of 70-90%;

· medium displacement: where the company was a partial exporter with limited Scottish competition and operated in a growing market.  We assumed a displacement range of 40-60%; and

· low displacement:  where the company operated mainly in export markets with only a few Scottish based competitors and their market is growing.  We assumed a displacement range of 10-30%.

Displacement was assessed at the local (LEC) and national (Scottish) levels.  The assessed levels of displacement are shown at Table 5.2.
	table 5.2: levels of displacement

	
	Number of Companies

	Factor
	Jobs
	Sales

	Low 10-30
	14
	12

	Medium 40-60
	8
	7

	High 70-90
	10
	11

	TOTAL
	32
	30


The analysis shows that, overall, the support has supported medium levels of displacement.

12.2.5 Net Direct Additional Sales

Applying additionality and displacement effects to the gross sales identified in Table 5.1, the estimates of net direct additional sales
 shown in Table 5.3 are obtained.

	table 5.3: net direct additional sales 

	
	Local
	Scotland

	Gross Direct
	£17,436,090
	£17,436,090

	Less Non Additional
	£4,355,622
	£5,602,238

	Gross Direct Additional
	£13,080,468
	£11,833,852

	Less Displacement
	£2,649,885
	£2,740,138

	Net Direct Additional
	£10,430,583
	£9,093,714


The value of the net additional sales taking into account the additionality factor, provides estimates of net direct additional sales of £10.4m at the local level and £9.1m at the national level - the difference is due to lower levels of additionality and slightly higher levels of displacement at the national level.  The sample that accounted for this information equates to 30 of the 84 companies that make up the total sample, 35.7%.

Grossing up these figures to the whole project sample (i.e. all 84 companies) would suggest that when all the projects are considered, they have had a total impact of:

· local level - around £29.2 million; and 

· national level - just under £25.5 million.

12.2.6 Linkages and Multiplier Effects

Linkages refer to the indirect employment impact generated by the purchase of goods and services by businesses.  Multiplier effects refer to the induced employment generated by the consumption expenditures of those directly and indirectly employed by these businesses.  In line with SE guidance we have assumed these to be:

· 1.15 for both linkages and multiplier effects at the local level; and

· 1.30 for both linkages and multiplier effects at the Scottish level.

12.2.7 Net Additional Employment

Applying additionality, displacement, and linkage and multiplier effects to gross employment as detailed in Table 5.1 provides estimates of net additional employment as shown in Table 5.4.

	TABLE 5.4: NET ADDITIONAL EMPLOYMENT (FTEs)

	
	Local
	Scotland

	Gross Direct
	575
	575

	Less Non Additional
	152
	152

	Gross Direct Additional
	423
	423

	Less Displacement
	123
	134

	Net Direct Additional
	300
	289

	Plus Supplier Linkage
	45
	87

	Plus Multiplier
	52
	113

	Net Additional Employment
	396
	489


Note: Numbers may not add due to rounding

Net additional employment for the sample group is estimated at 396 FTEs at the local level and 489 FTEs at the national level - the difference is due to higher levels of displacement and multiplier factors at the national level.

The sample that accounted for this information equates to 32 of the 84 companies that were included in the evaluation, 38.1%.  Grossing up these figures to the sample as a whole would suggest an impact of:

· local level – 1,040 FTEs; and

· national level 1,284 FTEs.

12.2.8 Contribution to GDP

The net additional sales, secured by companies, have contributed to the Gross Domestic Product (GDP).  This has been assessed using an average proportion of Gross Value Added to Sales of 30%.

At the local level, the net additional sales secured is £10.4 million, giving a £3.1 million contribution to GDP.

At the Scottish level, the net additional sales secured is £9.1 million, giving a £2.7 million contribution to GDP.

12.2.9 Construction Employment

One final quantitative impact measurement is the level of construction employment that the supported projects have created.  Impacts for construction employment are measured at 1 FTE per £290,000 of spend, of which 67% will be secured at the local level.

The impacts are:

· 208 construction FTEs created at the Scottish level; of which

· 139 construction FTEs will be at the local level.

These are significant numbers and reflect the total cost of the projects undertaken, £60.4 million.

12.3 value for money

The value for money assessment outlines the cost per job calculation and leverage ratios.  These can be used as a guide to assess the effectiveness of public sector spending on SEB ‘ Gap Funded’ projects.

12.3.1 Cost per Job

Cost per job is assessed at two levels – cost per gross additional job and cost per net additional job (from the economic impact appraisal) at the total cost to SEB.

Cost per job calculations are provided at the local (Borders) and national (Scottish) levels (except gross which has only one figure) and public sector spend is based on information provided by SEB.

cost per gross additional job

Cost per gross job is based on the gross additional FTEs identified by companies and takes no account of additionality, displacement, multipliers or construction employment.

Public sector – cost per gross job

1,509 FTEs from £13.4 million public sector spend

= £8,899 cost per gross FTE job

SEB – cost per gross job

1,509 FTEs from £9.6 million SEB spend

= £6,357 cost per gross FTE job

cost per net additional job

Cost per net additional job is based on the net FTE impacts identified through the economic impact appraisal (i.e. 1,040 at the local level and 1,282 at the Scottish level) and the construction employment effects (i.e. 139 at the local level and 208 at the Scottish level).  Cost is based on total SEB contribution (Grant and Loan).
Local level:

1,040 FTEs from £9.6 million SEB spend (grant & loan)

= £9,223 cost per net additional job at the Borders level

National level:

1,284 FTEs from £9.6 million SEB spend (grant & loan)

= £7,482 cost per net additional job at the Scottish level

Our experience of conducting numerous evaluations of business support projects suggests that this represents reasonable value for money.  It should be noted, however, that the projects that have been supported are dealing with bespoke property development issues in a rural economy.  In addition many of the projects have also had environmental and sustainability objectives i.e. the re-use of older buildings.  We would therefore expect cost per job to be higher than average.

Comparing these results against general business development support measures is inappropriate; comparing them against other business-property mechanisms (e.g. PSBG) is unfair since they are dealing with urban property issues where stock and availability are far higher and businesses have far greater choice over property options.

12.3.2 Leverage

Leverage between public and private cost is outlined below.  The public sector spend is shown as the total public sector contribution to the projects.

Local level – Public : Private spend

£13.4 million : £46.9 million

= 1 : 3.5

Leverage is also outlined at SEB to all other spend.  This indicates the total leverage that the SEB investment has generated.

Local level – SEB : Other (all other public and private)

£9.6 million : £50.8 million

= 1 : 5.3

Our experience of conducting economic impact evaluations suggests that this represents relatively good value for money.  This should be taken into account when considering the cost per job calculation outlined above.

13. conclusion & recommendations

The approach adopted by SEB has had a significant impact not only on the local property market but also in terms of quantitative and qualitative impacts on the wider economy.  These can be summarised as:

· 107,140 sq m (1,153,284 sq ft) of new property provided;

· 35,215 sq m (379,066 sq ft) of refurbished property improved;

· 1,507 gross additional FTEs created or safeguarded;

· at the local level 1,040 net additional FTEs and at the Scottish level 1,284 created or safeguarded;

· 208 construction FTEs created at the Scottish level, of which 139 FTEs created at the local level;

· £8,899 gross additional cost per job (total public sector cost);

· £7,482 net additional cost per job at the Scottish level (SEB spend);

· improvements to both physical and corporate image of companies supported;

· improved working conditions and environment;

· sustainable approach through re-use of existing property;

· £2.7 million contribution to GDP at the Scottish level based on net additional sales secured; and

· £27 million of property value created.

Based on the information outlined above, the analysis shows 1 gross additional FTE created per 1,017 sq ft.  While this is lower than average for property developments it should be noted that the majority of projects dealt with extensions and improvements to existing buildings rather than new developments.  Projects had a range of objectives (increased productivity, improved working conditions, etc) in addition to employment creation.

13.1 study objectives

The overall objective of the study was to undertake an economic impact evaluation in order to:

· establish the validity of the original rationale for introducing gap-funded support in terms of addressing market failure;

· assess the success of the interventions in meeting main objectives and targets (in qualitative and quantitative terms);

· review the number, size and range of companies supported;

· measure the impact of the interventions, in both qualitative and quantitative terms including:

· the direct effects of SEB gap funded projects on Borders companies and the outputs and impacts that can be attributed

· assessment of additionality, displacement and multiplier effects

· assessment of value for money of the overall interventions

· assessment of the success of the assisted projects in achieving desired outcomes for participating companies;

· consider the views of companies who have been supported, including an assessment of the ‘do-nothing/do less’ options;

· review the fit with and relationship to other SEB assistance; and

· assess the approach to addressing property market failure, highlighting strengths and weaknesses and whether the reasons for intervention remain valid in a changing marketplace.

These objectives form the basis of the Conclusion & Recommendations section.

13.1.1 Project Rationale

The original rationale for introducing gap-funded support was to address property market failure at a local level.  The outcome of this market failure was manifest through demand for property (size, type, quality, etc) not being met by supply.

Market failure can arise due to a number of factors including: information deficiency, externalities, risk aversion, scale and institutional barriers.  The role of the SE Network is to help the market work better to achieve its objectives for the Scottish economy.
   Market adjustment is the process by which the normal and effective working of the market is resumed or achieved, allowing SE/LECs to exit.

The SE Property Initiatives Staff Handbook gives prime place in project appraisal to the assessment of the market failure and the promotion of market adjustment.  This assessment (if positive) becomes the prime motivator for intervention.  Proposed interventions should seek to remove the market failure and lead to a degree of market adjustment.

This is the key driver of SE Network intervention in property markets.  As identified earlier, in the case of SEB (and other rural LEC areas), we believe that there are market gap issues as opposed to, or in addition to, market failure issues and that these cannot be addressed in the short to medium term to develop an efficient property market that is able to operate without public sector assistance.

It is difficult to differentiate between market failure and market gap – both demonstrate similar issues and pressures.  Clear identification of the issue as market gap (as opposed to failure) will lead to clear identification of projects and in turn to the provision of properties and sites required by indigenous and incoming businesses i.e. an overall strategic response rather than a demand led reactive response.

This is addressed in the recommendations.

13.1.2 Objectives & Targets

As discussed earlier, projects have delivered a range of quantitative and qualitative impacts.  These are broadly in line with targets set in approval papers.

The main target set was for jobs created and/or safeguarded.  Approval papers were based on gross additional jobs and the combined target was 1,374 FTEs.  This target has been exceeded, with 1,507 gross attributable jobs created or safeguarded.

13.1.3 Review of Companies

The baseline review contains an assessment of the number, size and range of companies supported.  This identifies that:

· in total 84 companies were supported
;

· projects range in size from relatively minor internal refurbishments to large new build developments;

· companies range in size from very small indigenous businesses to large inward investing companies;

· companies and projects were located across the SEB area, but we found that (in number terms) there was a bias toward Hawick; and

· a range of types of companies were supported, but we found that (in number terms) there was a bias toward manufacturing.

13.1.4 Impact Measurement

Section 5 outlines the economic impacts achieved through the projects supported.  This analysis took account of direct and indirect impacts and made allowances for additionality, displacement and multiplier effects.  It identifies that projects:

· achieved 1,509 gross attributable new and safeguarded FTEs;

· secured 1,284 net additional FTEs at the Scottish level and 1,040 at the local level;

· secured 208 construction jobs at the Scottish level of which 139 were at the local level; and

· a cost per gross additional jobs of £6,357 (based on total SEB cost).

13.1.5 Additionality

Section 4 provides the results of the face-to-face and telephone interviews.  In total interviews were conducted with 40 companies.

The majority of companies reported that the projects had a beneficial effect on their business and they were able to identify some degree of additionality through the public sector support – the level of additionality was specific to each business (time, scale, absolute, etc).

In total 93% of companies reported some form of additionality with only 7% of companies indicating that there was no additionality achieved at all and that they would have undertaken the project without the public sector support.

Most of the companies that reported additionality said that the project would not have happened at all without the SEB support (43%), while 37% reported that the project would have happened later, 7.5% reported that it would have been of lower quality and 5% that it would have been smaller.

In our experience this level of additionality is high.

13.1.6 Level of ‘Fit’

The level of fit with other SEB programmes has been difficult to establish.  This is perhaps a result of the method in which projects were appraised and delivered until recently i.e. limited support or involvement from the Business Development team or Account Manager.

We believe that the shift toward an Account Management system within SEB will lead to greater integration with other SEB programmes as a more strategic approach is adopted in supporting companies.

We also believe, however, that a formalised approach with the Business Development team is required to ensure a high level of fit with overall SEB strategy to ensure that companies supported with ‘property gap funding’ are contributing to overall company priorities and targets i.e. is the approach supporting the right companies?

13.1.7 Future Direction

The approach adopted by SEB in addressing property market failure is fairly similar to the approach adopted by other LECs (e.g. SE Dunbartonshire’s Property Support for Business Growth programme).

From our review we believe that the main strengths of the SEB approach are:

· flexibility – projects are not hindered by rules and criteria for a certain ‘Scheme’ but instead deal with property issues constraining growth for individual companies;

· projects have delivered a wide range of qualitative as well as quantitative benefits for Borders companies; and

· sustainability – most (but not all) projects have delivered properties that can be used by other companies.

While the key weaknesses are:

· there is a lack of strategic assessment in deciding whether projects (and in particular properties) will ensure a marketable supply of property stock for the future;

· operationally – there is a lack of detailed project monitoring data and approval papers are not always clear on objectives, funding and targets;

· the shift toward involving Business Development should be continued and expanded to include a role in appraising projects and assessing the strategic importance of companies to the Borders economy; and

· there is a lack of information and understanding within SEB on this form of assistance – who, what, when, where, why and how.

With the proviso made earlier (market gap rather than market failure) we believe that the general approach is still valid.  Overall, we believe that the Property ‘Gap Funded’ support would continue to deliver economic benefits and impacts for the Borders economy as demonstrated in this report.  If the approach is continued we believe that there are some structural changes that are required to improve the impacts and level of fit for future projects.  These changes are highlighted in the recommendations below.

13.2 recommendations

A workshop was held with SEB staff on 25 June 2003 to present the main findings from the study and to discuss key issues that were identified over the course of the study period.

These 10 key issues are listed below and our recommendations are based around them:

1. Are projects addressing market gap or market failure?

Chapter 2 presents the case that the Borders property market is facing a situation of market gap rather than market failure.  This assumes that there is unlikely to be any significant market adjustment in the short to medium term and that the public sector will require to provide support (in the long term) to ensure an adequate supply of property.

Recognition of the problem as market gap would suggest that SEB take a pro-active and strategic approach to identify where gaps are (supply and demand issues) and to work with a range of private and public sector agencies to fill these gaps through a range of responses including direct provision (by SEB or partner agencies).

Recommendation 1: SEB should open dialogue with other rural LECs with a view to presenting a united case to Scottish Enterprise for recognition of property market gaps.  This should seek an understanding from SE of the issues facing rural property markets and the sustained support of public sector agencies in providing the size, type and quality of bespoke and speculative property required.

2. What form of integration is required with Account Managers and how should SEB manage projects in the future?

Greater integration is required between Property and Business Development teams to promote a strategic SEB company approach.  Account Managers should become more involved in the appraisal of projects and should take more ownership of the outcomes and targets to be achieved.  Where non-Account Managed companies request assistance there should be a recognised format for Business Development support and assistance to the project.

We believe, however, that the Property team should continue to hold the budget for projects to ensure that overall property market issues are being addressed.

Recommendation 2: Account Managers should have greater involvement in the decision making process on whether to support a business.  We recommend that a formalised structure be established for dealing with projects as they arise.  In addition, we recommend that someone from the Property team should attend monthly (or otherwise) Business Development team meetings to discuss current and potential projects – this would allow greater forward planning for budgets.  This also reflects and assists in the shift toward the gateway approval process.

3. Is there a requirement for a basic ‘funding application’ form?

We believe that a basic funding application form (but not a formal grant application) would be helpful to both the businesses that require assistance and also to Account Managers.  This would establish at the outset the type and level of detail required in order to fully appraise a project.

Recommendation 3: We recommend that a funding application form be developed to give structure to initial discussions that SEB staff have with companies requiring support.  These forms should not be distributed to companies themselves to complete, but should form the basis of an initial meeting where the SEB Account Manager and/or Property Executive should have responsibility to obtain the information.

EKOS have worked with Clients in the past to develop project specific guidance and could assist SEB to develop Property ‘Gap Funded’ funding application forms.

In the short to medium term this information could be obtained at joint Business and Property meetings with companies, but the aim should be to gradually move to  the situation where the Account Manager understands what information is required and are able to collect this from the company as and when projects are first raised.

4. What information do Account Managers want and how much do they need?

Through our consultations we established that communication about the approach to property ‘gap funded’ projects needs to be improved.  In particular, SEB Account Managers need to be better briefed on its operation and objectives.

Recommendation 4: We recommend that an early briefing session be held with Account Managers and other Business Development staff to inform them of the detailed operation and objectives of the approach.  This should include:

· the information required from companies and outline of their obligations;

· the criteria against which applications are judged; and 

· a clear description of the processes involved including timescales for appraisal and securing approval for projects.

This approach will improve Account Managers understanding of the process, which they in turn will pass on to companies, thereby reducing the potential for customer dissatisfaction by speeding up and smoothing out the whole application process.

5. How should projects be appraised and monitored to establish future impacts and outputs?

As outlined above we recommend that Account Managers have a role in appraising and monitoring projects.  While the appraisal process would seem fairly robust, we understand that there has been very little monitoring of outputs and impacts.

The main difficulty in undertaking this evaluation has been in trying to establish the specific details of each project including funding structures and detailed project impacts.  This was compounded by the difficulty in obtaining access to companies to conduct interviews, either face-to-face or telephone.

Recommendation 5: In order to provide a clear and robust audit trail for each project we recommend that there should be a standard approval paper format that establishes the base case, the funding structure and the economic impacts expected from each project.  This will ensure that projects can readily be compared to establish which offer the best value for money and that future comparative evaluation evidence is available for SEB.  The recent shift toward this approach should be continued and enhanced and Account Managers should have overall responsibility to collect information on employment, sales and profits generated through projects.

Recommendation 6: The requirement to participate in future evaluation exercises and to provide information on project impacts/outcomes (jobs, sales, profits, etc) should be made explicit in legal offer letters to companies.

Recommendation 7: We also recommend that a small sample of projects are monitored in detail after a period of 3 years (by SEB staff) to ensure that outcomes and impacts are in line with approval paper targets.  We understand that SEB have recently adopted a risk-based approach to evaluation where the most risky projects are selected for evaluation on a regular basis.

6. How can (or should) future projects be prioritised to ensure best value for money (especially if future funding will be further restricted) rather than first come first served?

Throughout this report we have recommended that SEB adopt a pro-active and strategic approach to identify gaps in the local property market, rather than the reactive approach adopted to date.  While the reactive approach should continue to secure a large proportion of the overall budget we believe that budget should be directed toward projects that address strategic property market gaps.

To date, the budget has been spent on a first-come-first-served basis.  In cash-flow terms this has been manageable in the past (with commitments made for subsequent years where required) but with the recommendations made in this report, combined with increasing budget pressures, we believe that it will be more difficult to continue this approach in the future.

Recommendation 8: We recommend that gradually, over the next 3 years, SEB should move toward a strategic approach which could command (after 3 years) around 50% of the overall budget.  This approach should deal with already identified gaps in the local property market that are constraining the type, size and quality of company moving into or staying within the Borders area.

7. How can companies/projects be proactively targeted to promote strategic ‘fit’?

Over the period of the evaluation (1996/97 to 2001/02) it is clear that the approach has been refined to ensure greater strategic fit with overall SEB company objectives and targets.  This shift must continue to ensure that in the future projects are aligned to the overall SEB company strategy.

Recommendation 9: While projects should continue to be appraised on the basis of the impact on the individual company being supported, we recommend that cognisance of the type of development and property being created or upgraded is required to ensure that it is suitable for other business occupiers.  The shift from a reactive to proactive approach (as recommended above) will direct future geographic and sectoral priorities – these should not preclude any individual project from being supported, but should be taken into account when appraising projects.

8. What level of funding is there likely to be in the future?

We understand that future budgets are likely to be at current levels or below i.e. there is no expectation of more money for this type of project.  We therefore believe that SEB should adopt the recommendations outlined above to ensure best value for money, strategic fit with other SEB projects and maximum economic impacts.

9. What level of partnership is needed with Scottish Borders Council?

We do not believe that any formal partnership is needed with the Council, but that the existing approach should be continued i.e. projects taken forward in partnership as and when required on a case-by-case basis.

1 appendix a: practice review

This section outlines the findings from a desk-based review of literature on current business property support projects/programmes across the Scottish Enterprise and Highlands & Islands Networks.  This research was carried out through telephone interviews with personnel in the Local Enterprise Companies (LECs) and Internet based research.

1.2 SE Dunbartonshire

Scottish Enterprise Dunbartonshire run a specific Property Support for Business Growth programme that comprises:

· a grant of up to a maximum of 30% of project costs (based on minimum required to secure project) for physical site and property works where property issues are constraining business growth and/or diversification;

· direct input of Business Development staff in the appraisal, evaluation and monitoring of business-property projects; and

· where appropriate providing specialist consultant input of up to 50% of costs through the ‘Better Informed Client Service’ to ensure that businesses can fully research and analyse projects prior to physical works.

1.3 SE Glasgow

SE Glasgow operate the Manufacturing Accommodation Programme (MAP) which provides a financial contribution to the property costs of manufacturing companies looking to adapt, expand or construct premises in Glasgow.

SE Glasgow provides funds for projects on an ad-hoc basis with the basic requirement that projects are funded at the minimum level to secure the project.  To qualify for MAP assistance the project must be able to confirm that it would not proceed without contribution.

1.4 SE Dumfries & Galloway

SE Dumfries and Galloway (SEDG) offer similar property support to that of SEB.  Whilst they have no formal property support programme, they do have powers to assist with particular projects that respond to local market needs or fit with the delivery of their economic development strategy.

Their aims include:  to help procure industrial sites, provide workshops and aid local companies/inward investors with business expansions.  Eligibility is given to businesses involved in the provision of commercial and industrial property and individual businesses as part of a wider support package.  Any assistance is provided by SEDG on a bespoke basis, with applicants having to make initial contact through the LECs Business and Organisations Team prior to working up their project in detail.

1.5 SE Forth Valley

After consultation with personnel from SE Forth Valley, we were able to highlight the extent of property assistance provided by this LEC to companies.  Again, SE Forth Valley does not have a formal property assistance programme.  They recognise that there is a gap in terms of the provision of bespoke property support, however they are not pro-active in assisting companies through a formal programme.

SE Forth Valley does provide assistance in the form of offering advice on potential sources of funding for property solutions, including Regional Selective Assistance and RAPID.

1.6 Inverness & Nairn Enterprise

Inverness and Nairn Enterprise have no specialised property provision, as they perceive there to be no market failure in the LEC area.  Previously they did have a more pro-active and formal scheme with direct property personnel working within the LEC and a brochure advertising their services.

However due to redundancies and shifts in funding, any support offered for property development is now provided on a bespoke basis, unless it involves a major Inward Investor to the area.  Funding sources are tied within environmental renewal, business improvements and site servicing from LEC derelict or contaminated land budgets.

1.7 Caithness & Sutherland Enterprise

Caithness and Sutherland Enterprise offer financial support to meet property development issues, however they do not run a specific scheme.  All grants or loans are discretionary, with each applicant taken on their individual merits.  In order to meet the requirements projects must confirm project additionality, displacement and sustainability, as well as fitting LEC priorities.

They can offer grant assistance towards the provision of new property, extension or adaptation of existing properties.  In addition, with some cases they can offer loan funding or the direct provision of a building for a business and rent it back with an option to purchase.

1.8 Lochaber Enterprise

Lochaber Enterprise offers a more tangible form of business and property support for local companies and is mainly directed towards new business start-ups or business expansions.  They offer the following forms of assistance:

· lease commercial premises and starter units to companies to enable them to develop and grow;

· have land available on which businesses can build their own premises;

· build commercial property units in advance for future business development; and

· provide advice, information and assistance on land and property availability in the LEC.

Financial assistance is also provided to help businesses expand and develop within a general business and property development setting.  This assistance can be used for a number of development reasons such as: improving efficiency/productivity, building commercial property, improving tourism accommodation and improving visitor attractions.

Eligibility for business or property support is open to any Lochaber based business, with the average grant being approximately 25% of eligible costs.  Criteria for assistance once more involve displacement and additionality issues and the viability of the business proposal.

1.9 Property Support for Business Growth

Property Support for Business Growth (PSBG) was a scheme offered by the 5 west of Scotland LECs (Glasgow, Lanarkshire, Dunbartonshire, Ayrshire and Renfrewshire) to address bespoke property development issues for local companies.  

The PSBG programme was developed as a joint LEC/Strathclyde European Partnership (SEP) property initiative.  Prior to the development of this programme, some of the LECs operated individual programmes of support (e.g. Manufacturing Accommodation Programme, MAP, in Glasgow) many of which had European funding attached to them.  However, it was recognised that combining all Strathclyde LECs activities into one single bid would be favourably received by SEP and consistent with their partnership approach.

At the time of the bid, some of the LECs, notably Glasgow and Ayrshire, were well advanced in developing their own proposals, and following a meeting between all the five LECs it was agreed to combine all activities into one single bid, with Ayrshire providing the co-ordinating role. 

A bid for £8.5 million of ERDF was submitted in late 1997 to cover the period, 1st January 1997 to 31st December 1999.  The application was subsequently approved at a reduced rate of £5.62 million (two thirds the original application).  Targets were therefore reduced on a pro rata basis.

The programme offered grant support of up to 50% of the costs for:

· development of new property;

· support for property extensions;

· support for property upgrades;

· financial support for land and environmental improvements; and

· the provision of information and advice.

Comparison between the PSBG Programme and SEB support (taken from a previous evaluation of PSBG) are made later in this report.

1.10 Overview
The analysis of business-property support in other LECs across Scottish Enterprise and Highlands & Islands identifies a range of responses to bespoke property development issues.  In the main LECs offer support for property issues on an ad hoc basis, with projects approved or otherwise on individual merits rather than conforming to a set Initiative or Programme.  There are a few notable exceptions to this, the former PSBG Programme and current SE Dunbartonshire support.

One of the main differences between the LEC support is the level of input from Business Development staff.  In talking to LEC Executives, those that had a formalised structure for involving Business Development (to whatever extent) felt that this was a key benefit in ensuring strategic fit with overall LEC objectives and also in ensuring that projects were delivering business improvement impacts as well as physical and environmental impacts.
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� Under the Special Areas Act 1934 the Government set up non profit making companies to build industrial estates in peripheral regions.


� Jones C (1996) The Theory of Property-led Local Economic Development Policies, Regional Studies, Vol. 30.8


� Jones C (1996) The Theory of Property-led Local Economic Development Policies, Regional Studies, Vol. 30.8


� While this issue was specifically mentioned by several companies we do not believe that it is entirely appropriate.  The assistance offered does not require an application form, however, companies are required to provide a Business Plan in support of their project.


� Data obtained from Dunn & Bradstreet, NESSICA Database and SEB Account Managers


� We can only calculate sales to net direct additional as, unlike for jobs, multipliers are not available for sales.


� Scottish Enterprise Project Development Guidance: Physical Business Infrastructure


� Reduced from the original sample of 106 companies
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