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Executive Summary 

Introduction

This report presents the findings of an evaluation of the Hillington Park Innovation Centre (HPIC) that was undertaken between late 2004 and early 2005.  
The brief specified nine key outputs that were being sought through undertaking the research: assess the achievement of objectives, targets, and impacts; to review the application of the Balanced Scorecard and the performance of the Centre against its key measures; benchmark Innovation Centre against the CSES benchmarks; assess relationship between HPIC and SER; assess usage and quality of service; assess the application for grants; assess the impact on the Centre on small inward investment cases; considered the strategic fit of the project; present a summary of the future requirements for the project to operate successfully.
We set out below the methodology we followed when undertaking the evaluation.
Methodology

Our methodology comprised five separate phases (Figure E.1).  
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Sample 

The evaluation of the Hillington Park Innovation Centre was undertaken concurrently with an evaluation of the Wireless Innovation (Centre) project. A total of 22 interviews were undertaken as part of the HPIC evaluation.
The Hillington Park Innovation Centre

The Hillington Park Innovation Centre is a joint project between Caledonian Land and Scottish Enterprise Renfrewshire. The Centre was designed to provide high-quality business startup and incubation space for firms that were deemed to be "innovative".  
The principal objective of Scottish Enterprise Renfrewshire was to grow the number of innovative/technology based firmsin the Renfrewshire. The principal objective of Caledonian Land was to create a new type of facility that would attract a different type of firm to the Estate and thereby change in a fundamental way to feed-stock of firms locating in the more established units.  
Incubators often require full public-sector financial support.  For this project, Caledonian Land: gave a commitment to support the project for 10 years; made investment amounting to over 40% of the financial costs associated with building and running the Centre; and  gave directorial commitment to the project’s wider economic development aims. Scottish Enterprise Renfrewshire provided a rental guarantee to Caledonian Land for the first five years of operation in return for gaining a commitment that the Centre would be run as an incubator for the subsequent five years.  The rental guarantee was structured so that Scottish Enterprise Renfrewshire covered 100% of the rental costs during the first year and 50% of the rental costs for years two through to five.  These guarantees gave Caledonian Land the security of early stage revenue income.
The financial contributions of the partners are presented below in Table E.1
	Table E.1 Contributions
	
	
	

	
	Construction Cost
	Revenue Cost
	Total

	Caledonian Land
	£3,282,469
	£724,000
	£4,006,469

	Renfrewshire Ent.
	£264,000
	£3,463,000
	£3,727,000

	ERDF
	£1,437,918
	£473,000
	£1,910,918

	
	
	
	

	Total
	£4,984,387
	£4,660,000
	£9,644,387


The Centre

The Centre comprises a striking modern office space located at the Hillington Industrial Estate to the west of Glasgow.  It was a purpose-built building of 3,600 m2 gross.  The building offers 2,600 m2 of letable floorspace that comprises 65 units ranging in size from 13 m2 to 76 m2.  There is a central telephone reception and calls are routed through the reception to each individual unit.  In addition, there are dedicated meeting rooms and a central meeting space adjacent to the in-house cafe.  There is a large "board room" that has been finished a high specification in terms of fittings and presentation equipment etc.
In addition to the physical aspects of the building, the Centre is unique in Scotland due to the pool of expert resources that are on hand.  The team is structured according to specific specialisms, has evolved over time and comprises:
· Centre Director (Also ICS Chief Executive) - who oversees the management of the Centre, the engagement of specialist staff and the development of ICS activities. 
· Account Manager - who was the main point of contact through which client firms access specialist resources or services from other public sector partners (including Scottish Enterprise)
· specialist providers - Sales and Marketing, Intellectual Property, Financial Analysis and Planning.front office reception staff and in-house IT support a Scottish Enterprise representitive
· Tenants pay a monthly license fee that covers their office rental, rates, utility costs  in addition to access to the special services provided by each of the groups described above.
Innovation Centre Scotland

Innovation Centre Scotland is the new operating structure at Hillington Park Innovation Centre, formed to allow the expertise and success developed there to be transferred to other parts of Scotland and elsewhere. Its agreed role is as an economic facilitator for technology and knowledge-based incubation and innovation, merging specialist property and business innovation support within a non-profit sharing operational structure. Scottish Enterprise has given approval for the formation of ICS and its board of directors comprises representation from Scottish Enterprise Renfrewshire, Caledonian Land and the ICS Chief Executive. Innovation Centre Scotland is a company limited by guarantee.
Case Appraisal

The Account Manager acts as a first point of contact for all firms.  Firms must demonstrate how they are innovative compared to firms in their sector. On average, the Centre receives between eight and 10 inquiries per month with around three of these passing the innovation appraisal (that identifies eligible firms).  This appraisal is the only formal requirement that the firm is required to meet in order to gain entry to the Centre.  The "chemistry"/fit of the individuals and the firm’s management is also considered at this stage.  
A total of 107 firms have been supported by the Centre to date (March 2005) of which nine were virtual tenants (not physically located at the Centre but receiving advisory support).

Pricing 

The firms pay for telephone calls, insurance and use of the boardroom.  In terms of pricing, the license agreement equates to approximately £37 per square foot.  This price is comparatively expensive.  
Services & Networking

The services available to firms are tailored to meet their individual needs.  These include: Raising finance; Business planning; Developing products; Access to key customers; Access to grant support; Access to business networks.  In addition to the specialisms outlined above, the Centre may also provide a link to technical specialists at Universities if this is appropriate.

Networking falls into two main areas: identifying key contacts that firms need to make and providing help to access these groups; Cross networking among firms within the Centre. In terms of access to professional networks, the Centre team has a formal link to the venture capital firms. The Account Manager and the Director are active in helping firms link to other firms at the Centre and will physically make the introduction on their behalves if necessary.  Second, the Centre runs monthly events with invited speakers to which all firms are invited.

Follow on space

Unlike some incubators, there is no maximum length of stay and firms typically leave after approximately 18 months.  A Phase Two development (comprising larger units and adjacent to the current building) was proposed by Caledonian Land and presented to Scottish Enterprise Renfrewshire for funding approval.  At present, SER is keeping the position under review. 

HPIC - Scottish Enterprise Renfrewshire

Protocol

The Centre will take the lead for general support while SER’s Innovation Manager takes the lead for SCIS, SMART etc. Presently, there is a good communication on case development and there were no obvious examples of where communication breakdowns have occurred.
Areas for improvement

HPIC was considered to be operating very well, especially in regard to the level of technology support that is available to tenants
Previously (2001),  HPIC undertook a number of promotional events independently - it was felt that there is more scope for joint work now.  This could cover: 

innovation seminars
· IPR and Patenting

· Funding

· Idea Generation
Geographically, HPIC is well located as a location for events.  It's well known as a facility, and parking is not a problem (which is an issue in many other locations).

HPIC’s Incubation Model
Each of the elements in Figure E.2 might be found in any business incubator and some are commonly found in serviced office facilities.
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A critical success criterion of the approach at the Centre is the integration of all of the available services in one place and tailored to the needs of technology firms being incubated.  The availability of a dedicated Account Manager is a key success criterion as it enables a diagnosis to be made on the needs of each individual firm.  In addition to the general innovation support offered by the account manager, the intensity of the specialist support inputs (covering finance, IP, sales and marketing) and the general advice and guidance on company development would appear to be having a significant influence on company performance.  
The strength of the HPIC model appears to be built upon the combination of a strong physical offering (modern building with good technological infrastructure and good quality meeting areas) that is well positioned relative to the M8 motorway and Glasgow International Airport combined with intensive business growth support.  
HPIC Performance Review

Achievement of Objectives

The funding approval paper prepared by Scottish Enterprise Renfrewshire specified six objectives for the project. These are summarised in table E.2 along with our assessment of their achievement.  

	Table E.2
	

	Objective
	Evaluation Assessment

	build on the success of the First Business Programme, generating greater volume and quality of new businesses with significant growth potential
	A total of 107 firms have been assisted and these firms exhibit characteristics of innovative growing organisations

	aid in the diversity of the local economy through the creation of innovative high growth, technology-based businesses
	Most of the businesses interviewed exhibited an innovative approach to addressing the market sector

	make Renfrewshire and Scotland increasingly attractive to Inward Investors who seek a strong, supportive and entrepreneurial environment for their operations
	Three of the firms in the sample (11%) were inward investing companies

	encourage increased provision of suitable commercial accommodation by the private sector
	Caledonian Land made a significant commitment to the project and has maintained this commitment despite a number of key changes within its organisational structure

	provide greater focus on indigenous SME growth
	Scottish Enterprise Renfrewshire’s Innovation Manager rates highly the quality of proposals put forward by firms located at the Centre

	achieve long-term benefits and value for money from this major private: public-sector economic development project.
	The review of the Centre's performance against the CSES benchmarks indicates that it is performing well and providing a good return on investment


Overall, the project has made good progress against each of the objectives that were set for it by the Enterprise network.
Fit & Positioning

The facility appears to be relatively unique in Scotland.  The principal differentiating factors are the combination of ‘incubator design’ (physical) and incubation/company growth services.  Given the relatively high licence cost (per square foot), we feel that it is unlikely that HPIC is displacing private sector business center provision significantly.
The Partners

Based upon our consultations, both partners have a clear and shared understanding of the Centre's purpose, appear to have a shared vision of future success and providing the market remains buoyant and void levels remain low, we feel that the project is likely to continue on a positive footing.
Should the market decline and rental income fall, Caledonian Land is likely to be under pressure to relax the innovation and incubation focus of the existing operation (in order to stimulate higher tenancy levels).  Given that, to date, the utilisation of Rental Guarantee funding has been lower than anticipated, we suggest that the outstanding balance be retained as a contingency against a possible future decline in market buoyancy.
We recommend that Scottish Enterprise Renfrewshire investigates the possibility of retaining the outstanding balance of unused Rental Guarantee as a contingency against possible future decline in the commercial letting market so that the current innovation and incubation focus of the Centre would not come under pressure should the market fall.
The incubation model

Firms were broadly positive of the support they received. Firms that avail of the business support on offer and make good use of the assistance tend to rate the overall experience highly.  Other firms that make little or no use of the support services tend to view the Centre as being expensive.  Specifically, a small number of firms felt that they had been misled by the description of the support services that were on offer.
When appraising potential tenants, we recommend that the Centre assesses the scope of the firm to benefit from the advisory services on offer and also assesses the likelihood of the management team engaging openly with advisory staff
We recommend that the Centre issues a concise "terms of engagement" to new firms locating the Centre that sets out what it will deliver and how this will be done. 
Selection and appraisal

Firms can be new start businesses or established commercial concerns. Firms are deemed to be eligible where they can exhibit innovative characteristics compared to other firms within their market segment.  The assessment of innovation is made by the Centre's Account Manager and reviewed by the appraisal panel.
Feedback from interviewees would suggest that technology based firms will tend to be best suited to the services on offer.  Innovative service-based firms were less complimentary of the benefits.
To make best use of the Centre's package, firms should have need for business advice and a desire to grow. Yet, the majority of firms were attracted to the Centre by the quality of the building, its image and its location.  Just 17.5% made their selection based on the business support services on offer.
Are Firms Innovative?

There are two indicators that suggest firms based at the Centre are more innovation focused than the norm.  First, 18 of the 26 firms invested in R&D and the average annual investment last year was  £116,000.  Second, the sample identified three registered trademarks and licences (already signed or anticipated to be signed within the next year) that were valued at a total of £900,000.  
Linkage

Communication between Scottish Enterprise Renfrewshire and the Centre's management team (which includes an SER manager) appears to be good both at the incubator project and client company levels.
Communication to Scottish Enterprise National appears to be less well-developed and its consultees had a less consistent understanding of the project, its operation and its goals.   We also consider that some consultees viewed the project to be relatively ‘expensive’ but they did not appreciate the contributions from Caledonian Land or the terms of the rental guarantee.  Given both of these observations, we feel that there is scope to develop better linkage in the future and it is possible that the recent success of ICS in winning the project to deliver the Alba incubator may help in this regard.
We recommend that the Centre considers improving communication to Scottish Enterprise and other partners and in particular focuses on explaining the financial structure and "positioning" its incubation model relative to other approaches.
Services
Four service areas emerged where the Centre had notable influence for firms: access to new forms of finance; better understanding of business and financial planning; developing collaborative links with other firms; improved access to markets (both existing and new). However, there were five other themes where the Centre might have been expected to have greater influence:
· developing collaborative links with Further and Higher Education institutions

· the development of new products or services by firms

· developing the skills of firms’ staff

· protection of products/idea

· influencing or enhancing the firm’s approach to researching other part of the business
We recommend that the Centre considers the scope to provide greater support in these areas in the future
Firms suggested that the initial IP advice tended to the superficial and that when more detailed support was required they had to pay full market rates. Firms also suggested that the IP support should be structured in a similar manner to that of Finance or Sales and Marketing (both of which received very high satisfaction ratings by firms).  However,  Intellectual Property advice is fundamentally different to that of Finance or Sales and Marketing.  With the latter, it is relatively easy for firms to gain considerable insight based upon the intellectual know-how of the advisors involved.  Intellectual Property advice is different mainly because third party costs must be incurred and there are other costs associated with patent searches etc that are not practical to provide free of charge to tenants. We recommend reviewing the service and possibly terminating the engagement and in future facilitating contact on IP on a case-by-case basis.

We recommend keeping IP support under review and potentially terminating provision in the future if dissatisfaction among firms continues

Facilities
Broadly speaking, firms rated the facilities highly.  The general ambience and access to meeting rooms and the board room were considered to be  key strengths and highly rated. Two areas were put forward for improvement: air-conditioning; small-scale lab space.

Just over a quarter of the firms who had graduated would have welcomed follow-on space locally.  The proposed development of three new office-based units should provide an indication of likely demand.
Quantitative benefits
The present below in table E.3 a summary of the key impacts.
	Table E.3 – Impacts Summary
	To Date
	In 2 years

	Programme Cost
	£3,200,000
	£3,200,000

	Gross sales
	
	£12,360,000
	£39,144,000

	Gross profit increase
	£1,859,400
	£4,192,000

	Gross cost reduction
	£12,000
	£0

	Gross Employment*
	1,192
	-

	Project Additionality [%]
	37
	37

	Displacement – Local [%]
	13
	13

	Displacement – National [%]
	20
	20

	Net sales - Local
	£9,589,865
	£37,387,274

	Net Sales - National
	£8,792,189
	£36,679,885

	Net  profit increase
	£1,768,762
	£4,940,580

	Net cost reduction
	£12,000
	£0

	Net Employment
	441
	-

	Net Sales Local  per £1000 public investment in HPIC
	£2,996.83
	£11,683.52

	Net Sales National  per £1000 public investment in HPIC
	£2,747.56
	£11,462.46

	Cost per net job*
	
	£7,256
	-


Based on total employment change in sample firms and giving 441 net FTEs (see Employment impacts, Chapter 4)
The cumulative Gross Value Added contribution has been estimated to be £4.79M net
 across the three years of operation.  
Centre for Strategy & Evaluation Services (CSES) benchmarking of business Incubators 

The benchmarking study was undertaken for the European Commission by CSES in 2002.   It identified a number of key best practice issues:
· efficiency – the relationship between financial inputs and outcomes and the related issue of value for money

· effectiveness – the extent to which the outcomes demonstrate that specific objectives are being achieved

· relevance – the extent to which objectives/outcomes promote broader policy objectives

· utility – the degree to which services provided to client companies meet their needs

· sustainability – the sustainability of operations and durability of outcomes achieved 
The relative performance of the Centre against the CSES benchmarks are presented below in table E.4.  

	Table E.4 CSES Benchmarks
	
	
	
	

	Setting Up and Operating
	Average
	Range
	Benchmark
	HPIC

	Av Capital Investment (€)
	3.7 million
	1.5 – 22 million
	NA
	7.12Mn

	Av Operating Cost (€)
	480,000 pa
	50,000 – 1.8 Million 
	 NA
	-

	% revenue from public subsidy
	37%
	0-100%
	25%
	-

	Incubator space (m2)
	3,000
	90 – 41,000
	NA
	2,600

	Num Incubator Tenants
	27
	1 – 120
	20 – 30
	65

	Incubator Functions
	
	
	
	

	Occupancy Rates
	85%
	9 – 100%
	85%
	~85-90%

	Length of tenancy
	35 months
	6 mths upwards
	3 years
	No limit

	Num Management Staff
	2.3
	1 – 9
	2 managers minimum
	2.5

	Staff:Tenant Ratio
	1:14
	1:2 – 1:64
	1:20
	1:35 Management

~1:12

Management & Specialist

	% Managers time advising tenants
	39%
	5% - 80%
	50%
	70%

	Evaluating Services & Impacts
	
	
	
	

	Survival rates of tenant firms
	85%
	65 – 100%
	NA
	89%

	Av. growth in turnover
	20% pa (2001)
	5 – 100%
	25%
	71% p.a.*

	Av. Jobs per tenant firm
	6.2
	1 – 120
	NA
	13.5

	New graduate jobs per incubator
	41
	7 – 197
	NA
	-

	Cost per job (gross) €
	4400
	124 – 29,600
	4,000 – 8,000
	3,835**


* This is the IRR based upon average increase of €1.5 million per firm over 4 year period

** Based upon actual expenditure of £3.2 million and £:€ conversion of 1:0.7

So what does this mean?

Setting Up and Operating

We can conclude that the facility was more expensive to create  (per m2 – land values are high in the UK) than other CSES facilities and that it was slightly smaller than the average.  However, it had many more tenants implying that the average unit size is relatively small at HPIC.

Incubator functions delivery

Occupancy and staffing levels are similar to other CSES incubators. However, the HPIC team would appear to support tenant firms more intensively than their CSES peers. 
Impacts
Critically, the economic development payback is good – despite the overall investment being nearly twice the CSES average, the cost per job created in the economy is less than that of the CSES sample.  One caveat is our ‘final’ employment figures include those firms that have graduated from the incubator (and records their current size (March ‘05), not necessarily that at the time they graduated).  Overall, we consider this performance impressive.
Cost effectiveness

Anecdotally, when undertaking other reviews in this field, we feel that some Network colleagues who have not been engaged closely with the project have a view that it is a relatively expensive intervention.  The data above would suggest otherwise.  The specific areas which seem to cause confusion are:
· SER/EU are thought to contribute all of the capital costs – in reality this is not so, as SER/EU provided £1.7m of the total £4.9m capital cost
· SER/EU is considered to be providing the full rental guarantee across the ten years – this is incorrect as SER/EU provided up to 100% for the first year only and 50% thereafter for the next four years on the understanding that the Centre would continue with its innovation focus over the following five years (ten year total life)
· The rental guarantee would be provided in full – again, this is misunderstood as it has been provided where rental income has fallen below threshold and there is currently in the order of £1.7 million available that has not been drawn down by ICS Ltd.
· SER/EU supported the physical aspects of the development  – this is not the case, as Caledonian Land led the development of the site and erection of the building while SER concentrated its resources on the provision of business growth advices and services.

The Centre appears to be performing well against a series of metrics

Chapter one

Introduction

This report presents the findings of an evaluation of the Hillington Park Innovation Centre (HPIC) that was undertaken between late 2004 and early 2005.  The assignment was undertaken on behalf of Scottish Enterprise Renfrewshire

The brief specified nine key outputs that were being sought through undertaking the research:

· assess the achievement of objectives, targets, and impacts

· to review the application of the Balanced Scorecard and the performance of the Centre against its key measures

· benchmark Innovation Centre against the CSES benchmarks

· assess relationship between HPIC and SER

· assess usage and quality of service

· assess the application for grants

· assess the impact on the Centre on small inward investment cases

· considered the strategic fit of the project

· present a summary of the future requirements for the project to operate successfully.
We set out below the methodology we followed when undertaking the evaluation.

Methodology

Our methodology comprised five separate phases (Figure 1.1).  It can be seen from this diagram that the project commenced with an in-depth meeting with the client, reviewing the project and its operation.  This was followed through undertaking an intensive set of consultations with individuals who had close working relationship with the Centre (principally those based at SER and HPIC who were involved in the delivery of services to firms).  The purpose of sequencing these consultations at this stage was to ensure that issues of relevance to service delivery were captured accurately in the questionnaires we developed when interviewing firms.  Consultations that were designed to provide a more contextual feedback were undertaken later in the process.
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The original sample structure was based on information provided by SER and is set out in Table 1.1 below. 

Sample selection

Our sample was selected based upon the supplementary information provided that indicated a total of 91 supported firms (Table 4.2).  We aimed interview 50 firms through 30 of these face to face and 20 telephone.

	Table 1.1 Interviews with Firms

	
	HPIC only
	HPIC & WIC
	WIC only

	Population
	72
	19
	43

	Sample
	25
	10
	15

	Mode
	Face
	Tele
	Face
	Tele
	Face
	Tele

	
	15
	10
	6
	4
	9
	6


The evaluation of the Hillington Park Innovation Centre was undertaken concurrently with an evaluation of the Wireless Innovation (Centre) project.  The latter was a novel project with Network wide responsibility, that located at HPIC in 2003.  When selecting our sample, it was necessary to identify those firms that were HPIC clients only, those that received a mix of HPIC and WIC support and firms that received only WIC support. The sample was constructed using three separate databases:

· Information on Wireless Innovation clients (spreadsheet) provided by the Wireless Innovation Team

· Information on former tenants of the Centre (pre December 2004) provided by the HPIC team

· Information on current tenants provided by the HPIC team

Information relating to the Wireless Innovation (Centre) project is presented in detail in a separate evaluation report.

The HPIC sample data indicate a similar number of tenants/former tenants:

· HPIC current tenants number 42 in total

· 17 of whom are WI clients

· resulting in 25 as a HPIC only population

· HPIC former tenants totalling 43 in number of whom

· 24 have relocated to other premises

· 12 have ceased trading

· 7 have suffered some other outcome (bought out, sold license, merger etc)

Some former tenants on the HPIC database may be WIC firms but we assumed that these will be few in number. For former tenants, the profile of firms’ relocation is as set out in Table 1.2.

	Table 1.2 Former Tenants
	
	
	
	
	

	Location
	No Firms
	% by Loc.n
	Sample
	FtF
	Tele

	Glasgow
	9
	39.1
	4
	2
	2

	Renfrewshire
	6
	26.1
	3
	2
	1

	Edinburgh
	2
	8.7
	1
	1
	

	Ayrshire
	2
	8.7
	
	
	

	Outside Scotland
	4
	17.4
	2
	
	2

	Total
	23
	
	
	
	


HPIC Sample

The target sample comprised 25 interviews.  In reality, 22 interviews were undertaken.  We had some difficulty obtaining interviews and found that there were fewer than expected firms from which to draw our sample as:
· twelve firms had ceased trading and 

· (effectively) a further ten firms were eliminated either as a result of a  buy-out, merger / licence deal or due to being counted twice by both the HPIC and Wireless Innovation teams. 

Report structure

The report comprises five chapters.  Chapter two presents details of the HPIC project, a summary of incubation research in Europe (and application of benchmark comparators to the HPIC facility) and a short discussion of the Balanced Scorecard developed to monitor the Centre’s operation.  This is followed by a chapter presenting the views of our consultations both with HPIC’s partners and members of the business advisory team.  Chapter four presents the findings of our interviews with firms and is followed by a chapter setting out our conclusions and recommendations.  

Chapter Two

Context & Project

The Hillington Park Innovation Centre

The Hillington Park innovation Centre is a joint project between Caledonian Land and Scottish Enterprise Renfrewshire. The Centre was designed to provide high-quality business startup and incubation space for firms that were deemed to be "innovative".  When promoting the project, Scottish Enterprise had six objectives it wished to achieve, namely to:

· build on the success of the First Business Programme, generating greater volume and quality of new businesses with significant growth potential

· aid in the diversity of the local economy through the creation of innovative high growth, technology-based businesses

· make Renfrewshire and Scotland increasingly attractive to Inward Investors who seek a strong, supportive and entrepreneurial environment for their operations

· encourage increased provision of suitable commercial accommodation by the private sector

· provide greater focus on indigenous SME growth

· achieve long-term benefits and value for money from this major private: public-sector economic development project.

The principal objective of Caledonian Land was to create a new type of facility that would be differentiated from the profile of buildings on the remainder of the Industrial Estate.  This would allow the company to attract a different type of firm to the Estate  and thereby start to change in a fundamental way to feed-stock of firms locating in the more established units.  

Incubators for startup companies, especially technology-based startup companies, are usually considered to be projects that receive strong public-sector support.  Indeed, in most projects of this kind, the public-sector would provide most if not all of the funding required to establish the facility. This project was different in that Caledonian Land gave a commitment to support the project for 10 years and made investment amounting to over 40% of the financial costs associated with building and running the Centre. In supporting the Centre, it is also clear that the Director of Caledonian Land responsible for the firm’s approval of the project was committed to the wider economic development aims of attracting growth businesses and enhancing the local economy and did not limit the assessment of success to financial returns alone.

This unusual response is evidenced by the extent of risk taken by Caledonian Land to support a facility targeted at incubated firms (that are widely deemed as high risk) whose commitment to the tenancy was limited to the terms of a license agreement (thereby removing the security of three to five year leases).  In addition to these relatively weak "lock-ins" the Centre would apply relatively strict entry/selection criteria (implicitly limiting take up and thereby encouraging vacancy).  As stated above, incubator projects are typically considered to be high risk developments and therefore the responsibility of the public sector.  Indeed, the Centre for Strategy & Evaluation Services (CSES) research, discussed in more detail below, notes the usual requirement for ongoing public intervention in order to get incubators up and running.

This is not to say that Caledonian Land took all the risk.  Scottish Enterprise Renfrewshire provided a rental guarantee to Caledonian Land for the first five years of operation in return for gaining a commitment that the Centre would be run as an incubator for the subsequent five years.  The rental guarantee was structured so that Scottish Enterprise Renfrewshire covered 100% of the rental costs during the first year and 50% of the rental costs for years two through to five.  These guarantees gave Caledonian Land the security of early stage revenue income.

In terms of input, Caledonian Land acted as a private sector developer, major funder and ultimate landlord for the building.

The Centre

The building was first opened in the autumn of 2000.  The contributions of the partners are presented below in Table 2.1.  It can be seen from this table that:

· Caledonian Land invested most in the development of the physical building

· SER provided most for the revenue costs

· SER agreed to provide rental guarantees for the first five years of the incubator’s operation to the level of 100% in the first year and up to 50% for years two to five – thereafter (years five to ten) the Centre would operate without access to public support.

· European funding was contributed mainly towards the construction costs.
	Table 2.1 Contributions
	
	
	

	
	Construction Cost
	Revenue Cost
	Total

	Caledonian Land
	£3,282,469
	£724,000
	£4,006,469

	Renfrewshire Ent.
	£264,000
	£3,463,000
	£3,727,000

	ERDF
	£1,437,918
	£473,000
	£1,910,918

	
	
	
	

	Total
	£4,984,387
	£4,660,000
	£9,644,387


The Centre comprises a striking modern office space located at the Hillington Industrial Estate to the west of Glasgow.  It was a purpose-built building of 3,600 m2 gross.  The building offers 2,600 m2 of letable floorspace that comprises 65 units ranging in size from 13 m2 to 76 m2.  

Office units are fitted-out to a modern specification.  There is a central telephone reception and calls are routed through the reception to each individual unit.  In addition, there are dedicated meeting rooms and a central meeting space adjacent to the in-house cafe.  There is a large "board room" that has been finished a high specification in terms of fittings and presentation equipment etc.

In addition to the physical aspects of the building, the Centre is unique in Scotland due to the pool of expert resources that are on hand.  These comprise five elements:

· a Centre Director, who has established an advisory board comprising leading individuals from the commercial marketplace in Scotland - indirectly, by being located at the Centre, firms have the potential to access networks associated with the advisory board members

· General business support manager - there are two managers dedicated to providing business support and advice to firms and manageing the inputs of the specialist advisers 

There are currently four other ‘specialist’ advisers available to firms
· a business finance and fundraising specialist 

· a sales and marketing specialist 

· a specialist in intellectual property and patent law covering both physical product and software

· since 2003, a team of three people dedicated to the Wireless sector

 - front office staff who provide a professional greeting service by phone and in person and who are also responsible for managing day-to-day issues associated with the building (including meeting room booking etc)

 - in-house IT support 

 - a Scottish Enterprise representative

Tenants pay a monthly license fee that covers their office rental, rates, utility costs  in addition to access to the special services provided by each of the groups described above.

Initial Operational Structure

In terms of organisational structure, the Centre's operation has evolved over the past four and a half years.  Initially, the Centre's Director was employed by a facilities management company (Richard Ellis) as were the front office and administration staff.  Caledonian Land covered 50% of the Director's salary.  The salaries of all front office and administration staff are covered by the ‘service’ element of the licence fee.  When the full time IT manager was appointed, Caledonian Land also covered their salary.  Scottish Enterprise Renfrewshire covers the remaining 50% of the Director's salary and the salary costs of the specialist advisers and the general business adviser.  They also cover the cost of the Wireless Innovation team which is located at the Centre.

It was recognized by all of the partners involved in the running of the Centre that the model had potential for wider application.  To provide a mechanism for new projects and harmonise staff employment contracts, Innovation Centre Scotland Ltd (ICS) was formed.  During the course of this evaluation, ICS was successful with its proposal to manage a new incubator at the Alba Centre in Livingston
The evolution of Innovation Centre Scotland

Innovation Centre Scotland is the new operating structure at Hillington Park Innovation Centre (HPIC), formed to allow the expertise and success developed there to be transferred to other parts of Scotland. Its agreed role is as an economic facilitator for technology and knowledge-based incubation and innovation, merging specialist property and business innovation support within a non-profit sharing operational structure. Scottish Enterprise has given approval for the formation of ICS and its board of directors comprises representation from Scottish Enterprise Renfrewshire, Caledonian Land and the ICS Chief Executive. Innovation Centre Scotland is a company limited by guarantee.
Through the ICS mechanism, the Centre can offer:

· A management team with experience of delivering incubation support

· the delivery of a fully integrated, comprehensive Incubation Service, 

· A well developed network of private entrepreneurs to assist young technology and knowledge-based companies, led by Incubator champions

· A team of experienced innovation advisory and management personnel

· experience of working cooperatively with wider public, private and University sector networks 

· Understanding and knowledge of technology support, and how and where to access it

· A level of profile which can be used to attract high growth technology companies.

It is within this context that the following benchmarking assessment should be seen.

Centre for Strategy & Evaluation Services (CSES) benchmarking of business Incubators 

The benchmarking study was undertaken for the European Commission by CSES in 2002. Its objectives were:

· to define ‘headline’ benchmarks for business incubators relating to their performance with regards to management and promotion

· provide operational benchmarks that would define the means by which the headline benchmarks could be achieved 

· assist the participating incubators in implementing the required operational improvements by publishing best practice metrics

The first step was to develop a generic business (technology) incubator model setting out basic functions and operating procedures. This model is outlined in Figure 2.1 below.

Figure 2.1 – Generic business incubator model
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The model above depicts business incubators in terms of a simple input/output model. The inputs are primarily those of the stakeholders, management resources and the projects put forward by entrepreneurs. The processes are incubator space, facilities and services. The outputs are graduate companies and positive job and wealth creation impacts on local economies. 

In Figure 2.1 the input-output model is in the bottom half of the diagram and the key best practice issues in the top. 

Projects are identified that meet the criteria used to define the incubator’s broad target market (in the case of HPIC, the differentiating screening criterion is that the firm is innovative in its market). If the project does not meet these criteria they may be encouraged to go through pre-incubation involving tutoring and mentoring from the incubator staff (this is not currently being addressed by HPIC to our knowledge). The incubation process typically brings together three categories of business support services – training/advice on business issues, financial support and technology support. The provision of incubator units and networking constitute other basic features of the incubator package. 

A key feature of incubators is the limited duration of assistance with exit criteria typically specifying that firms should graduate after a fixed period of time. Often contact will be maintained with graduate companies through the provision of after-care services and networking.

The key best practice issues are:

· efficiency – the relationship between financial inputs and outcomes and the related issue of value for money

· effectiveness – the extent to which the outcomes demonstrate that specific objectives are being achieved

· relevance – the extent to which objectives/outcomes promote broader policy objectives

· utility – the degree to which services provided to client companies meet their needs

· sustainability – the sustainability of operations and durability of outcomes achieved 

Further definition of these issues is given in Table 2.2 below:
	Table 2.2 – Definition of best practice issues

	Criteria
	Inputs and Processes
	Outcomes

	Relevance
	Incubator mission and strategy and relevance to enterprise and regional development priorities
	Extent tenant characteristics match definition of target market and admission criteria

	Efficiency
	Financial inputs, operating procedures and unit cost of providing incubator facilities and services
	Cost effectiveness of outputs (e.g. cost per successful business start up, cost per gross/net job created)

	Effectiveness
	Extent to which incubator achieves key operational targets set out in business plan (survival/graduation rates)
	Extent to which incubator achieves targets with regard to enterprise and wider regional development impacts (job/wealth creation)

	Utility
	Occupancy rates and take up of incubator support services
	Extent to which incubator services meet client needs and contribute to performance

	Sustainability
	Financial sustainability of incubator (break-even), level of demand for incubator space and services, incubator charges compared with market rates
	Graduation rates, retention graduates in local area and extent to which incubator promotes new start-ups with long term job and wealth creation potential


There are a number of salient messages for HPIC from the outcomes of the CSES research and these fall into three broad headings:

Setting up and operating incubators

· Business incubators should be designed to support and be part of a broader strategic framework (e.g. economic development) 

· Incubators should be promoted by an inclusive partnership of public and private sector stakeholders

· The market should be tested and a business plan should be devised at the development phase

· Public support for the establishment of incubators in the EU will remain crucial for the foreseeable future (typically 37% of operating costs)

· Although public funding important at set up there is a strong argument for this being minimised in terms of revenue funding (40% of cost currently being recouped from tenants)
Business incubator functions

· Provision of physical incubator space is central to the incubator model

· Value added services are becoming increasingly important e.g. entrepreneur training, business/financial advice and technology support

· Business incubators should charge clients for support services but avoid displacement in the professional services market. Typical charges reflect an element of public subsidy with 35% of EU incubators charging at below market rate

· There must be a clearly identified target market and admission/exit criteria. The exit criteria are particularly important ensure a positive ‘churn’

· The quality of the management team, the adoption of a business-like approach and monitoring clients is crucial to best practice performance 
Evaluating business incubator services and impacts

· Incubators need to be judged upon results achieved rather than short term measures e.g. occupancy rates or failure rates

· Incubators need to obtain regular and direct feedback from the client companies if the outputs/impact are to be properly understood

The relative positioning of the Centre to the proposed benchmarks of the CSES study are presented below in table 2.3.  Certain data require explanation:

The distribution of the change in employment and turnover is shown in the detailed findings presented in Chapter 4. The mean employment of firms at the point when they joined the Centre was 2.4 and it is now 15.6.  Based upon information that is presented in Chapter 4, the total employment of the 22 sample firms at the start was 51 whereas now it is 349.  If it is assumed that the sample is representative of the population of 88 firms, this implies that the gross change in employment is 1,192 or 13.4 jobs per tenant firm.

The mean turnover for sample of firms at the point when they joined the Centre was £139,000 and it is now £1,193,000. The total turnover of sample firms at the start was £3.06 million and is now £26.2 million. If it is assumed that the sample is representative of the population of 88 firms, this implies that the gross change in turnover is £92.56 million, or an average of £1.05 million (€1.5 million).  It is worth noting that this increase in turnover equates to approximately £77,000 per employee.  This would seem appropriate given that the firms are in a technology/professional service marketplace.

That said, it should be noted that the figures for both employment and turnover are distorted by outliers in the range.  Given that the target group comprises innovative start-ups or recent starts, it is to be expected that there will be notably high growth firms among the sample.
	Table 2.3 CSES Benchmarks
	
	
	
	

	Setting Up and Operating
	Average
	Range
	Benchmark
	HPIC

	Av Capital Investment (€)
	3.7 million
	1.5 – 22 million
	NA
	7.12Mn

	Av Operating Cost (€)
	480,000 pa
	50,000 – 1.8 Million 
	 NA
	-

	% revenue from public subsidy
	37%
	0-100%
	25%
	-

	Incubator space (m2)
	3,000
	90 – 41,000
	NA
	2,600

	Num Incubator Tenants
	27
	1 – 120
	20 – 30
	65

	Incubator Functions
	
	
	
	

	Occupancy Rates
	85%
	9 – 100%
	85%
	~85-90%

	Length of tenancy
	35 months
	6 mths upwards
	3 years
	No limit

	Num Management Staff
	2.3
	1 – 9
	2 managers minimum
	2.5

	Staff:Tenant Ratio
	1:14
	1:2 – 1:64
	1:20
	1:35 Management

~1:12

Management & Specialist

	% Managers time advising tenants
	39%
	5% - 80%
	50%
	70%


	Table 2.3 CSES Benchmarks cont
	
	
	
	

	Evaluating Services & Impacts
	
	
	
	

	Survival rates of tenant firms
	85%
	65 – 100%
	NA
	89%

	Av. growth in turnover
	20% pa (2001)
	5 – 100%
	25%
	71% p.a.*

	Av. Jobs per tenant firm
	6.2
	1 – 120
	NA
	13.5

	New graduate jobs per incubator
	41
	7 – 197
	NA
	-

	Cost per job (gross) €
	4400
	124 – 29,600
	4,000 – 8,000
	3,835


* This is the IRR based upon average increase of €1.5 million per firm over 4 year period

** Based upon actual expenditure of £3.2 million and £:€ conversion of 1:0.7

So what does this mean?

It can be seen from Table 2.3 that the CSES framework is split into three areas.  We assess the performance of each of these areas in turn and look at HPIC’s progress.

For Setting Up and Operating:

· Capital expenditure is just under twice the CSES average

· HPIC’s size is just over 85% of the CSES average

· Number of tenants is nearly 2.5 times the CSES average.

Therefore, we can conclude that the facility was more expensive to create  (per m2) than other CSES facilities and that it was slightly smaller than the average.  However, it had many more tenants implying that the average unit size is smaller at HPIC than at the typical CSES facility.  We know anecdotally from previous consultations we held with a firm that develops and manages Science Parks and Incubators on the Continent that the relative real estate costs in the UK are very much higher than those elsewhere in Europe.  This is likely to be a contributory factor here but we shall see below that the cost per job created is below the CSES average.  Note that the capital cost cited in Table 2.3 includes both private and public contributions whereas the CSES figures include quite a few examples that are fully funded by the public sector.

To deliver incubator functions:

· Occupancy rates equal to the CSES average

· Management staff provision just above the CSES average

· (Management & Technical)staff : tenant ratio which slightly favours the tenants (i.e. more staff available)

· the proportion of managers time advising tenants being nearly twice that of the CSES average

Mostly the occupancy and staff provision levels are similar to other CSES incubators. However, the HPIC team would appear to support tenant firms more intensively than their CSES peers. 

In terms of impacts:

· Survival rates are in line with the CSES average

· The average growth in turnover is much higher (around 3.5 times)

· The average number of jobs created per firm is around twice that of the CSES average

· The cost per job is below (at 87% of the CSES average).

This would suggest that the effort HPIC invests in growing the tenant businesses provides a pay-back in terms of both turnover growth and employment.  Critically, as far as the overall (public and private) investment is concerned, the economic development payback is good – despite the overall investment being nearly twice the CSES average, the cost per job created in the economy is less than that of the CSES firms.  There is a caveat that must be considered when reviewing the ‘final’ employment figures include those firms that have graduated from the incubator (and records their current size, not necessarily that at the time they graduated).  Despite this, we consider this performance impressive.

Cost effectiveness

Anecdotally, when undertaking other reviews in this field, we feel that some Network colleagues who have not been engaged closely with the HPIC project have a view that it is a relatively expensive intervention.  Our data above would suggest otherwise.  The specific areas which seem to cause confusion within the Network are:

· SER/EU are thought to contribute all of the capital costs – in reality this is not so, as SER/EU provided £1.7m of the total £4.9m capital cost

· SER/EU is considered to be providing the full rental guarantee across the ten years – this is incorrect as SER/EU provided up to 100% for the first year only and 50% thereafter for the next four years on the understanding that the Centre will continue with its innovation focus over the following five years (ten year total life)

· The rental guarantee will be provided in full – again, this is misunderstood as the Rental Guarantee has been provided where rental income has fallen below threshold and there is currently in the order of £1.7 million available that has not been drawn down by ICS Ltd.

· SER/EU supported the physical aspects of the development  – this is not the case, as Caledonian Land developed the site and erected the HPIC building while SER concentrated its resources on the provision of business growth advices and services.

The following chapter presents details of our consultation findings and attempts to present a graphical representation of the Hillington Park Innovation Centre incubation model.

Chapter three

Consultations & Incubation Model

The Centre

Promotion/Marketing of the Centre

The Centre does not generally promote itself actively in the marketplace although it has used SE Renfrewshire's PR agency to some effect and also uses existing resources in the property market (for example Scottish Property Network).  In early days, the Centre used to get quite a few enquiries from Services to Software in Glasgow but these have since stopped.

Generally, most leads tend to be by word of mouth.

In terms of market positioning, the consultees did not feel that there was a single product similar to what was on offer at HPIC.  The differentiating factors included:

· the physical space - there are competing physical facilities elsewhere in Renfrewshire and in Glasgow but these tend to comprise more conventional business Centre units rather than the mix of open plan meeting space and specific office units

· state of art IT/wireless infrastructure

· location – good access to the M8 motorway and close to Glasgow International Airport

· a dedicated business growth manager (as opposed to a Centre manager who provides business growth advice) and the consequential intensity of support

· the range of specialist business advisory services on offer

· access to commercial and financial networks.

It was recognised that these four individual elements all exist elsewhere in a market but the key differentiating factor for Hillington is that they are available in one location, and tailored specifically to serve the needs of innovative firms that are being incubated.

The Team

The team is structured according to specific specialisms.  It has also evolved over time.  Currently it comprises a:

· Centre Director (Also ICS Chief Executive) - who oversees the management of the Centre, the engagement of specialist staff and the development of ICS activities. The Director has been with the project since its inception.  He was recruited by Caledonian Land to take the project from concept through to implementation and advise on the physical design, layout and proposed operation of the space.  From our consultation, it is clear that the Director was instrumental both in convincing Caledonian Land of the need to have generous amounts of (non letable) meeting/networking space within the building and separately to include specialist business support service personnel as part of an in-house/out-house team.

· Innovation Manager - who was the main point of contact through which tenant firms access specialist resources or services from other public sector partners (including Scottish Enterprise)

· specialist providers
· Sales and Marketing - a total of three specialists provide advice on general sales and marketing issues in addition to coaching firms in negotiating techniques and "deal doing"

· Intellectual Property - through its networks, the Centre provides a specialist Intellectual Property adviser from McLay Murray & Spens who spends on average one-day per week on Centre related business

· Financial Analysis and Planning - in a similar manner to the arrangement for Intellectual Property, historically the Centre has had input from both Ernst & Young and subsequently PriceWaterhouseCoopers - this position changed in January 2005 when the PWC secondee took up a full-time post as financial adviser at the Centre

 - In the Autumn of 2004, an experienced business adviser and consultant joined the team and provides general business development advice similar to that of the Account Manager.
 - there was a dedicated "generalist" adviser who joined when the Centre opened  but who retired in the summer of 2003.
Case Appraisal

The Account Manager acts as a first point of contact for all firms.  He meets potential clients, assesses their suitability for locating at the Centre and prepares a one-page summary for consideration by the Director, Scottish Enterprise Renfrewshire and Caledonian Land who effectively act as an appraisal panel.  The appraisal requires the firm to explain what is innovative about their business and what differentiates it from the competition.  As a top-level guide, the Centre uses the UK Science Parks Association (UKSPA) definition of innovation

The Account Manager’s role also involves networking with partner organisations (universities, Glasgow School of Art, the Hunter Centre for Entrepreneurship) to identify individuals with aspirations to establish a business. 

On average, the Centre receives between eight and 10 inquiries per month with around three of these passing the innovation appraisal (that identifies eligible firms).  This test is the only formal requirement that the firm is required to meet in order to gain entry to the Centre - they do not require a business plan or other "structured" document at the outset.  During the consultation, it was also clear that the "chemistry"/fit of the individuals and the firm’s management within the Centre is an appraisal criterion.  The selection panel are reassured where there is scope for the business support services to add value to the potential tenants business and also where the firm's management team exhibit openness to both advice and new ideas.

A total of 107 firms have been supported by the Centre to date (March 2005) of which nine were virtual tenants (not physically located at the Centre but receiving advisory support).

Pricing

As mentioned earlier, the rental agreement comprises a licence signed by the tenant firm.  The terms require a firm to remain for a minimum of three months and there is a 30 day notice period (on either side) thereafter.

The licence comprises a single fee that covers rent, rates, front office reception, IT support and advisory services.  The firms pay for telephone calls, insurance and use of the boardroom.  In terms of pricing, the license agreement equates to approximately £37 per square foot.  This price is comparatively expensive.  Effectively, the provision of business support services adds a premium to the basic rental (physical space).  This implies that the Centre is likely to be most attractive to firms requiring the strong physical location coupled with the need for business growth and development advice.

Unlike some incubators, there is no maximum length of stay and firms typically leave after approximately 18 months.  It was mentioned during several of the consultations that firms who expressed an interest in the Centre, but who appeared to be making their decision primarily on rental price, were usually encouraged by the Centre management to look elsewhere as they were less likely to be satisfied with the location. Consultees indicated that they work with firms up to the point where they feel the firms are in a position to graduate (or move on).  This results in firms staying for different durations depending on their growth profile and aspirations. 

Services

The services available to firms are tailored to meet their individual needs.  These include:

· Raising finance

· Business planning

· Developing products

· Access to key customers

· Access to grant support - SMART, SCIS and SPUR

· Access to business networks

In addition to the specialisms outlined above, the Centre may also provide a link to technical specialists at Universities if this is appropriate.  Services are provided to firms based at the Centre in addition to the (circa nine) virtual tenants.

The style of interaction was described as being ‘hands on’.  Managers and specialist advisers are willing to provide lots of coaching, and this could include attending sales meetings with firms and their key clients or presentations to grant providers, VC/Angels, banks etc. According to the Account Manager, there is anecdotal feedback from financiers/funders that the involvement to the Centre staff provides reassurance and adds to the credibility of the application.

Networking

Networking falls into two main areas:

· identifying key contacts that firms need to make and providing a conduit for access to these groups - this can be particularly important for technology firms whose networks seldom include representatives of the financial or commercial communities

· Cross networking among firms within the Centre.

In terms of access to professional networks, the Centre team has a formal link to Braveheart with an agreement that Braveheart will match SMART award monies.  We are also aware that the Director has made use of the link to the Board’s Advisory Group to help firms make high value connections.

With regards to cross networking within the Centre, this also falls into two further areas.  First the Account Manager and the Director are active in helping firms link to other firms and will physically make the introduction on their behalves if necessary.  Second, the Centre runs monthly events with invited speakers to which all firms are invited.

Follow on space

The availability of follow-on space has been an issue for some firms. The objective of  Caledonian Land to attract higher growth firms to Hillington does not appear to be fulfilled as there has been little suitable follow-on space available.

A Phase Two development (comprising larger units and adjacent to the current building) was proposed by Caledonian Land and presented to Scottish Enterprise Renfrewshire for funding approval.  We understand that SE Renfrewshire undertook an independent assessment of the market and the assessment indicated that there was not an obvious market failure locally.  At present, SER is keeping the position under review.  Caledonian Land is continuing along a different route through developing three 9000 sq ft developments of office space nearby.

Scottish Enterprise Renfrewshire

Strategically, all of the consultees at Scottish Enterprise Renfrewshire spoke positively about the project in terms of its strategic contribution to the economy, the coherent vision of both Caledonian Land and Scottish Enterprise Renfrewshire and its influence on attracting high growth start-up businesses to the area.  The incubation model was also viewed as being a success and one that could be replicated elsewhere.

In company support terms, the main link between Scottish Enterprise Renfrewshire and the Centre in operational terms is through the Senior Operations Executive - Innovation at SER. He manages R&D grants, Small Company Innovation Scheme (SCIS), Small Firms Merit Award for Research and Technology (SMART) etc. and has reasonably frequent contact with the Centre's team (several times per month).   He also attends a review meeting every 6-8 weeks.

Typically the manager will have around 3 SCIS cases active at any one time (target for the year is eight completions).  Approximately 30% of these come through HPIC.  By comparison, the quality of HPIC applications is notably better than those of non-HPIC firms.  The content, presentation and clarity are the key differences.  There appears to be a clear benefit from the in-house finance/accounting specialisms and the legal/IP expertise.

In discussions on grant support, the Centre's Account Manager will tend to support the firm so SER’s Innovation Manager will take the position of an 'independent appraiser' to make sure that key elements of the application have been covered and addressed properly.

The Innovation Manager has used the Wireless Innovation team’s expertise 'externally' for other firms in Renfrewshire.  This happens relatively infrequently, circa three times per annum but the team is considered to be a very valuable resource.

Protocol

The Centre will take the lead for general support while SER’s Innovation Manager takes the lead for SCIS.

Presently, there is a good communication on case development but it was felt that they were scope for improvement on both sides.  That said, there were no obvious examples of where communication breakdowns have occurred that cause embarrassment either to the firms or to the business advisers involved.

Areas for improvement

HPIC was considered to be operating very well, especially in regard to the level of technology support that is available to tenants

Previously (2001),  HPIC undertook a number of promotional events independently - it was felt that there is more scope for joint work now.  This could cover: 

· innovation seminars

· IPR and Patenting

· Funding

· Idea Generation

Geographically, HPIC is well located as a location for events.  It's well known as a facility, and parking is not a problem (which is an issue in many other locations).

The Model

Below, we present a graphical representation of the model.  
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Each of the elements in Figure 3.1 might be found in any business incubator and some are commonly found in serviced office facilities.

As discussed above, a critical success criterion of the approach at the Centre is the integration of all of the available services in one place and tailored to the needs of technology firms being incubated.  We also feel that the availability of a dedicated Account Manager is a key success criterion as it enables a diagnosis to be made on the needs of each firm's individual needs.  As will be seen in the following chapter, in addition to the general innovation support offered by the account manager, the intensity of the specialist support inputs (covering finance, IP sales and marketing) and the general advice and guidance on company development would appear to be having a significant influence on company performance.  

The strength of the HPIC model appears to be built upon the combination of a strong physical offering (modern building with good technological infrastructure and good quality meeting areas) that is well positioned relative to the M8 motorway and Glasgow International Airport combined with an intensive business growth support.  It is highly likely that the screening process and innovation appraisal assists in identifying firms that are likely to benefit from being located at the Centre but we make comment in Chapter 5 (based upon our survey findings) that this process might be enhanced.

The following chapter presents the findings of our survey.

Chapter four

Survey findings and Impact

Introduction

A total of 22 firms who were tenants for HPIC in December 2004 were interviewed face to face.  The following tables and narrative present the results of these interviews, with additional comments from four tenants which were interviewed as part of the review of Wireless Innovation.

Background of interviewed firms

All firms were from technology sectors and while one or two had changed from their initial product ideas, they now describe their sector as shown in Table 4.1. The ‘Other’ category included firms in project management, medical imaging and graphic design.  Three of the firms were inward investors.

	Table 4.1 - Sector of interviewed firms

	 
	inc WI

	Web services
	4

	Consultancy
	5

	Software
	7

	Environmental
	2

	Systems & IT
	0

	Software & Multimedia
	2

	Mobile content 
	2

	Other
	3


We asked what was uniquely innovative about their firms, trying to establish a clear view on why HPIC, with its emphasis on innovation, had approved their applications. While none of the firms presented any technological uniqueness or a product or service that could not be replicated (with sufficient resources and drive of course) by another firm, most appeared to exhibit novelty of approach. Typical responses were:

· ‘a wide product range’

· ‘ambitious and enthusiastic’

· ’customer service focus’

· ‘using new technology’ [but not protected IP].

Most (75%) of the firms were established businesses with half having been set up more than three years ago (Tables 4.2 and 4.3, both including the wireless tenants).

	Table 4.2 - Existing business or start up

	Stage
	Number of firms

	Start up
	7

	Existing business
	19


Our definition of start-up was based upon whether the firm was trading actively when it first located at the Centre or whether it used the Centre as a base from which to build a team, technology and subsequently sales.  

	Table 4.3 - Started trading

	Year
	Number of firms

	Pre 2000
	5

	2000
	3

	2001
	6

	2002
	4

	2003
	5

	2004
	1


Becoming tenants

Ten firms quoted SER or other public sector agencies as the source of their first contact with HPIC and the remainder offered an encouraging range of sources, from universities, banks, law firms and ‘drive-by’.

While not all firms could recall their main point of contact, the Director and Account Manager were the most often cited.  

Firms gave several reasons for their initial interest in HPIC, summarised in Table 4.4 which includes the wireless tenants.
	Table 4.4 - Why did you choose HPIC

	 
	 

	Reason
	Number of firms

	 
	

	Recommended by another business
	1

	Recommended  by Business Advisor
	1

	Premises available
	7

	Business Support available
	4

	Possibility of Revenue/Grants
	2

	Other - Location
	6

	Other – Image/Quality
	4

	Other
	1


About two-thirds of firms (Table 4.5, including wireless tenants) looked elsewhere as well, with other locations tending to be within 15 miles of Hillington.  Location and the quality of the property were the main aspects for comparison.
	Table 4.5 - Where else did you look?

	Location
	Number of firms

	Glasgow
	14

	Dunbartonshire
	3

	Lanarkshire
	2

	Renfrewshire
	1

	Ayrshire
	1

	Edinburgh
	1


Tenants finally chose HPIC over other locations for two main reasons – its location and the professional image of the property.  Four of the 26 firms chose HPIC on the basis of the business support available.  The same result was obtained when we presented firms with four possible criteria for locating in HPIC: Prospective tenants were attracted mainly by the physical aspects of location and property quality.  This perhaps reflects the numbers of applicants that are established businesses and so less likely to feel the need for intensive support.  Table 4.6, which includes the wireless tenants, shows the detail – the mode is shown bold.

	Table 4.6  - How important were different aspects of HPIC to the prospective tenant



	 
	Low
	Some importance
	Important
	Very important

	 
	Number of firms

	Location
	2
	7
	12
	5

	Property
	1
	5
	7
	13

	Business Advice
	4
	10
	6
	6

	Wireless Team
	20
	3
	1
	-


Progress reported

One sign of progress is the change in employment numbers from the start of a firm’s tenancy to now.  Of the 26 firms, 18 had increased the number of Full Time Equivalent employees since arriving at HPIC.  While many firms still employed less than 10 FTE staff, several firms have broken out and grown substantially. Figure 4.1 shows the pattern of the changing employment numbers.  Not all employees are based in HPIC or Scotland.

Figure 4.1.  Distribution of FTE from when the firm arrived at HPIC until the present.
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Six firms showed no increase in turnover since arriving at HPIC but the others’ rose from zero to hundreds of thousands or millions of pounds.  Even established firms showed roughly a doubling of turnover. Figure 4.2 shows the shifting distribution of turnover in the interviewed firms.


[image: image6.wmf]Figure 4.2.  Distribution of turnover of firms from when the firm arrived at HPIC until the present.
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While eight firms reported nil spend on R&D in the past year, the 18 firms that did have such expenditure spent a total of £2.1 million, an average of £116k, with the mean across all the firms of £90k.  Figure 4.3 shows that the expenditure is concentrated below £100k with one or two firms spending much more.
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Figure 4.3. Distribution of R&D expenditure for the interviewed firms.

Current view of HPIC

Firms were asked to rate aspects of the environment and facilities.  Table 4.7, which includes the wireless tenants, shows the mode of the responses in bold. 

	Table 4.7 - Current rating of the physical environment and facilities
	 

	 
	Not Applic
	No Value
	Some Value
	Signif Value

	 
	Number of firms

	Modern Image
	1
	2
	12
	11

	Telephone Answering
	7
	2
	5
	12

	Meeting Rooms
	1
	-
	7
	18

	Cafe
	2
	6
	14
	4

	Common Meeting Areas
	2
	7
	11
	6

	Moral Support – Other firms
	5
	12
	8
	1

	Other – IT Support/Bandwidth
	-
	1
	-
	3

	Other – Air Con
	-
	2
	-
	-


Note that the 7 firms not using the telephone answering service did so because they had found it poor – typical comments were about the style and promptness of answering.  It is also interesting that the moral support from other firms is not highly valued.  Some firms felt that the potential is there, but not yet realised.  One comment was: 

‘[the moral support from other firms] ‘is a powder-keg of opportunity – 
someone needs to be given the job to make it happen’.

The mention of air conditioning was a negative one arising from complaints about heat and the lack of a solution.

Twenty-three of the 26 firms had received business support from HPIC staff.  As shown in Table 4.8, Finance and Sales advice had the highest rating 

Both the supplier and the users of the IP advice saw weaknesses in the service, with respective comments such as 

‘Firms don’t see the value of what I give them’.[The advisor]

‘It’s superficial, then the clock starts.  Can we have it [the IP advice] the same way we get finance and sales support?’ [The firms]

Note that the Wireless Team score only includes non-wireless tenants.

	Table 4.8 - Rating of advice from HPIC staff
	 
	 

	1 = Low
	No Firms
	Avg Score
	Range

	10 = High
	
	
	

	Account Manager
	15
	7.1
	1-10

	Financial Advisors
	12
	7.9
	4-10

	Sales & Marketing Advisor
	5
	7.6
	3-10

	IP Advisor
	8
	6.6
	2-10

	Wireless Team (non wireless tenants)
	5
	6.2
	2-8


The support covered a wide range of topics and levels of involvement with financial advice, fund raising (private sector funds and grant applications) and mentoring the main areas.  Comments on the value added by this support include:

‘Professional financial projection - invaluable to investors’.

‘When you are a small technology firm you cannot afford a finance director. They fulfill this role and that was vital in the early stages of development’.

‘We wouldn't be where we are now!’ 

‘Quite possible we would not be trading or be in a much worse position’.

‘Leads to suppliers and partners for bids’.

There were also less positive comments:

‘We don't get involved with SE for advice - had a bad experience’.
‘Never too sure whether they’re missing something else available through the Enterprise network’.

Asked how HPIC could add more value produced comments such as:

‘More support in legal aspects would be of value’.
‘Better collaboration between HPIC advisor team and the companies’.

‘Bring in entrepreneurs who had done it before’.
We wanted to investigate whether being a tenant produced tangible business leads from other tenants and whether HPIC staff were instrumental in making the connections (Table 4.9). About two thirds of firms had gained significant benefits this way, with half of the introductions being made by HPIC staff.

	Table 4.9 - Networking with other firms in HPIC
	

	 
	% of firms

	What proportion of firms have had business discussions with other HPIC firms
	64%

	Of these, what percentage were introduced by HPIC staff
	50%

	From all discussions, what percentage will generate sales
	55%


The assessment made at the start by firms on the importance of the Location, Support and the Property (Table 4.6) were generally maintained until the present.  Accordingly it is still the case that firms attach least importance to the business support and most importance to the location, with the property itself of mixed importance (Table 4.10 with he modes shown in bold).  It is worth noting that even in this general pattern, almost one in three firms say support is the most important thing for them. Start-up firms views did not differ from the established majority.

	Table 4.10 - Overall view of HPIC now

	 
	Support
	Location
	Property

	Original assessment of HPIC still correct
	
	
	

	% replying yes
	89%
	100%
	73%

	Importance 
	
	
	

	most
	29%
	42%
	35%

	medium
	18%
	42%
	41%

	least
	53%
	16%
	24%

	Quality
	
	
	

	high
	27%
	71%
	50%

	medium
	45%
	19%
	35%

	low
	27%
	10%
	15%


The location received only positive comments, such as:

‘Visitors from London were only a few minutes away from the airport’.

However, comments associated with the questions on quality of support and the property were either very positive or very negative:

‘On hand and enthusiastic support very valuable at the start up stage’.

‘We are very dissatisfied with the support we received – made us feel insignificant’.
‘The image of the premises was very important as we bring prospective clients to site for meetings’.

‘Cost of property/floor space too high and increased 10% in year 1’.
About half of the firms had graduated from HPIC when we interviewed them and of those 11, three would have been interested in ‘graduate’ space had it been available in Hillington, particularly if the quality of the property was the same as HPIC but was at a lower rent.

Most of the firms would recommend HPIC to other firms, with typical positive descriptions being:

‘Expensive - but the image and professionalism is worth it’.

‘Good advice on how to commercialise your technology’.

‘Access to excellent networks both inside and outside the centre’.

And some more cautionary:

‘Good location and facilities - but don't pay the premium for advice unless you are prepared to use it’.

‘Only if they were technology-based firm’.
Where they have got to

When asked to what extent the business advice and support had contributed to where the firm is now (Table 4.11, with the modes shown in bold), one in six said that the business advice had contributed a lot and one third said that the property had contributed a lot.

	Table 4.11 - Contribution to where you are now

	 
	A lot
	A little
	Nothing

	Business advice and support
	15%
	46%
	38%

	Physical space
	31%
	31%
	38%


In addition to these intangible benefits, the firms reported 3 registered trademarks and licenses (signed to date or anticipated to be signed within the next year) worth a total of £900,000.

Relationship with SER

Seven firms reported direct links to SER, mostly in connection with fund raising and grants. Table 4.13 shows that the quality of the relationships and the effectiveness of SER is in the middle of the range.  The scope of the support provided by SER is seen (on average) as a little too narrow.

	Table 4.13 - Rating SER
	 

	1 = poor and 10 = good
	Average score

	Quality of the relationship with SER
	6.3

	SER effectiveness
	5.8

	Effectiveness of communication between HPIC & SER 
	6.3

	1 = too narrow, 10 = too broad, 5 = right
	

	Scope of SER support
	3.0


Impact

The process of mapping expenditure to net impacts is presented in a number of UK Governmental documents, most notably the HM Treasury ‘Green Book’
. When designing our approach and when completing our analysis, we have followed its broad principles. We have depicted the logic of our calculations in Figure 4.4 below.
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Programme expenditure

The total expenditure over the four and half years covered by the evaluation was established is £3,203,000.  This can be broken down as follows:

· Capital Costs - £1.7 million

· Rental Guarantee - £525,700

· Innovation Centre salary and operational costs - £977,000

It should be noted that the full amount of rental guarantee was not required as the Centre attracted a higher occupancy level at an earlier stage than was originally anticipated.

This expenditure should be viewed as being the investment that is required to be made by SER in order to achieve the project’s objectives.  By spending this money, SER supports the companies by providing a facility and contributing to services delivered to firms, that, ultimately, lead to enhancing their survivability and improving their performance.

Gross outputs

There are four broadly defined "outputs" that were assessed as part of the evaluation:

· increases in sales turnover;

· increases in profitability;

· decreases in cost (not accounted for by the measurement of profit increases above); and

· protection of or increases in employment.

When conducting the interviews, we tended to find that firms measured the success of the project in different ways, with their approach reflecting their use of management information more generally.  For example, while two very similar projects might be implemented, one firm may cite the benefit to performance in terms of a sales increase while the other may record it as a reduction in cost or increased profit.  Some firms may be able to cite improvement in both areas.

Therefore, in our presentation of quantitative performance improvement below we present data for increases in sales, increases in profit, and reduction in cost (not accounted for by the profit increase) in addition to increases in employment.

Gross sales impact to date for the sample amounts to £3.1 million and £9.7 million for a point at two years from now (this equates to £12.3 million and £39.1 million respectively at the level of the population).  However as described graphically in Figure 4.1, these data must be adjusted to take account of:

Additionality is the extent to which the HPIC input encouraged the firm:

· To take an action it would not otherwise have taken

· To bring forward in time an action that it was considering

· To undertake an action on a larger scale or better quality;
Displacement is where the benefits derived were at the expense of other firms operating within Scotland; and  
Multiplier effects can be derived in two ways, through enhanced spending power (income) and secondary benefits to suppliers (sales) – we use published multipliers for these calculations (Scottish Executive, 2000 based on 1998 data).

These adjustments are analysed on a case by case basis using the responses of each interviewee. Additionality is calculated at two levels.  When assessing additionality, we discussed with the firm actions that they took as a direct result of advice or input from HPIC staff.  In addition we also discussed with the firm any specific benefits that accrued to their business performance as a result of the professional image of the building or the facilities to which they had access.  Thus, we were looking for attributes over and above those which the firms would have received by locating at traditional business centre. The second aspect of additionality relates to the impact benefit derived by the firm as a result of the project.  From experience, projects of this kind often make a contribution to the overall change in performance (sales, employment, profit etc.) so it is not appropriate to attribute all of this impact to the project.  Where there has been a partial impact, the overall additionality is calculated as the product of the additionality associated with the project and that associated with the positive change on sales, profit, cost or employment.   

Additionality 

The higher the level of additionality, the more influential the programme and the more benefit derived by the firms that receive support.  When assessing additionality, we assume:

· If the firm takes action it would not have undertaken otherwise, additionality is ‘full’ and the benefits that result are 100% attributable to HPIC;

· If the firm brings forward an action in time, that additionality is 33% for each year advanced – thus if the firm brings an action forward three years, this is equivalent to full additionality;

· If the firm takes action on a larger scale, then the additionality is equivalent to the proportionate difference in scale (e.g. the HPIC influence on action is 25% larger than a project the firm was going to undertake, then additionality is 25%); and

· If the firm would have undertaken the same action within the same timeframe and on the same scale, the additionality is nil and no benefits are attributable to HPIC.

The additionality profile of the sample is presented in Table 4.14. Most of the cases exhibited partial additionality and this is typical for incubators of this kind.  At 18% of the sample, the proportion of fully additional cases is typical to other similar initiatives we have reviewed

Additionality is calculated on a case by case basis.  Overall for HPIC, the average project additionality is 37%. This suggests that the Centre is having an influence on firms’ decisions to undertake projects sooner or on a larger scale or that they are able to attract orders they would not otherwise have done. 

	Table 4.14 Additionality Profile for Sample
	

	Full Additionality
	4

	Smaller Scale/ longer timescale/ increased likelihood
	10

	Non-additional
	8


Our handling of future sales requires explanation.  We asked firms for their informed estimate of future sales at a point in two years.  In our calculations, we have assumed that the sales growth in the firm increases linearly over the two years (Figure 4.2) and that half of the future projected sales will have been achieved at the end of the first year  and the full amount two years in the future. Therefore, the future sales projection figure is the sum of the B and C in Figure 4.5 Future sales have been discounted assuming an 8% internal rate of return.

The assumption that 50% 0f the future benefit will be achieved at the end of the first year and that the total benefit is the cumulative change over the two year period is applied to profit, cost and employment calculations.
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Turnover

HPIC assistance has a significant influence on turnover impact (it will be seen later that Level 2 assistance had a moderate impact on this metric).  Feedback from the sample indicated that firms have achieved a net increase in turnover of:

At the Local level -  £2.4 Mn to date and anticipated a further £9.3 Mn in two years (2007); and

At the Scotland level - £2.2 Mn to date and anticipated a further £9.1 Mn in two years (2007). 

When this is grossed up to the level of the population, the turnover impact is:

Local - £9.5 Mn to date and £37.3 Mn in two years time (2007); and

Scotland - £8.8 Mn to date and £36.7 Mn in two years (2007).

This increase amounts to around £37,000 per firm linear growth over the next two years which fits the anecdotal discussion with firms and their feedback to us. 

Cost reduction

Net cost reduction in the sample of firms surveyed amounts to £3,000 to date but no impact is anticipated in two years (2007).  Given we were assessing the role of an incubator, you would not anticipate that this impact would be significant – cost improvements tend to be significant in mainstream business support initiatives. 

When this is grossed up to the level of the population, the cost reduction impact is £12,000 to date and nothing in two years time (2007).

Profit increase

Net profit increase amounts to £442,191 to date with a further £1.235 Mn anticipated in two years (2007).  These profit increases were influenced mainly by more profitable sales to new customers. 

When this is grossed up to the level of the population, the profit impact is £1.76 Mn to date and £4.94 Mn in two years time (2007).

Employment

Firms identified the increase in employment (jobs created) to date as a result of the HPIC support.  At the level of the sample, this equated to 42 jobs gross of additionality to date and 49 gross of additionality in two years time (2007).  When the case by case additionality adjustment is applied to these figures (for the sample), the employment net of additionality is 1 FTE to date and 0.8 FTE in two years time.

When this effect is grossed up to the level of the population, the net employment impact is the creation of 4 jobs to date and 3 projected in 2 years time (2007).

When assessing employment impacts, we adopted a particularly rigorous methodology – only the employment impact that the firm could identify as being attributable to it locating at HPIC (as opposed to another business center) was considered ‘eligible’ for inclusion in the calculation above.  This definition is extremely tight and explains the relatively low attributable impact.  

Therefore, it is appropriate to consider a separate assessment of employment change by firms such that it reflects more closely the approach used in the CSES study as discussed in Chapter 2.  The sum of FTE employment of sample firms at the date when the entered the Centre was 51 while the FTE employment of the same group now is 349.  This indicates that for sample firms, there has been a growth of 298 FTEs over the period.  This  equates to 1,192 at the level of the population.  This figure is the cumulative difference in employment among firms as measured from the time they entered the Centre to the date they were interviewed as part of this review.  

Applying the average project additionality of HPIC of 37%, this would give a surrogate net of additionality jobs created/safeguarded level of 441.  This is the metric we have used for our cost per job assessment as it reflects more closely the CSES methodology.  It is worth noting that few if any of the jobs will have been ‘safeguarded’ – given this is an incubator, virtually all will have been ‘created’.

Summary of impacts

Table 4.15 presents a summary of the quantitative impacts.

	Table 4.15 – Impacts Summary
	

	
	
	To Date
	In 2 years

	Programme Cost
	£3,200,000
	£3,200,000

	Gross sales
	
	£12,360,000
	£39,144,000

	Gross profit increase
	£1,859,400
	£4,192,000

	Gross cost reduction
	£12,000
	£0

	Gross Employment*
	1,192
	-

	Project Additionality [%]
	37
	37

	Displacement – Local [%]
	13
	13

	Displacement – National [%]
	20
	20

	Net sales - Local
	£9,589,865
	£37,387,274

	Net Sales - National
	£8,792,189
	£36,679,885

	Net  profit increase
	£1,768,762
	£4,940,580

	Net cost reduction
	£12,000
	£0

	Net Employment
	441
	-

	Net Sales Local  per £1000 public investment in HPIC
	£2,996.83
	£11,683.52

	Net Sales National  per £1000 public investment in HPIC
	£2,747.56
	£11,462.46

	Cost per net job*
	
	£7,256
	-


Based on total employment change in sample firms and giving 441 net FTEs (see Employment impacts above)

Balanced Scorecard

A balanced scorecard representing the Centre's activities was developed in 2004. The design of the scorecard was driven principally by Scottish Enterprise Renfrewshire and was in line with a greater awareness within the Network as a whole for the need to measure performance in a more representative manner.  Balanced Scorecards have been appraised in various parts of the Network over the past three years.

For the Centre, the balanced scorecard was designed to allow the Centre's performance measures and targets to be set for a period of five years.  The Scorecard covers activity in four main areas (Figure 4.6):

· partnership - with the founding partners and others including the University of Paisley

· customers - through enhanced account management

· internal processes - improved information management processes and improved communication to staff, tenants, Scottish Enterprise and key external partners

· learning and growth - with improved understanding and insight of the advisory process, innovation practice, markets, and networks.

Improvements in each of these areas were anticipated would lead to achievement of the Centre's strategy:

' The strategic aim to create the premier incubation and company building mechanism in the UK. Its mission is to support the development and creation of the next generation of knowledge-based, high-growth technology companies in Scotland by providing critical solutions and connections.'
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In terms of cumulative target, data are presented in Table 2.4 showing the anticipated level of activity and associated contributions to the key measures.  
	Table 4.16 Benchmark Indicators
	
	
	
	
	
	

	
	2003
	2004
	2005
	2006
	2007
	2008

	Contribution to GDP p.a.
	£4.2m
	£5.4m
	£6.7m
	£8.3m
	£10.3m
	£12.7m

	Cumulative
	
	£5.4m
	£12.1m
	£20.4m
	£30.7m
	£43.4m

	
	
	
	
	
	
	

	Employment (Cumulative)
	
	
	
	
	
	

	Renfrewshire
	170
	200
	240
	275
	310
	345

	Scotland
	325
	390
	450
	520
	585
	650

	
	
	
	
	
	
	

	Clients (Cumulative)
	72
	87
	103
	118
	134
	149

	
	
	
	
	
	
	

	High Growth Starts (Cumulative)
	29
	35
	41
	47
	54
	60

	
	
	
	
	
	
	

	New Products and Processes (annual)
	12
	20
	19
	19
	20
	20

	
	
	
	
	
	
	

	R&D Spend
	£600k
	£1m
	£950k
	£950k
	£1m
	£1m

	
	
	
	
	
	
	

	University /ITI Spin-outs
	3
	1
	1
	1
	1
	1


In terms of application, the Centre's performance against the Scorecard indicators is used mostly by Scottish Enterprise Renfrewshire.  The management staff of the Centre are aware of the Scorecard and the measures within it, but do not use these indicators as a means of measuring their performance.  Their focus is on client satisfaction and customer service.  We feel that this is appropriate.

In terms of progress, Table 4.17 provides indicative figures of our current estimate of progress against target.  
	Table 4.17 Benchmark Indicators
	
	
	
	Based on

	
	2003
	2004
	2005
	Evaluation

	Contribution to GDP p.a.
	£4.2m
	£5.4m
	£6.7m
	£6,180,000 gross

	Cumulative
	
	£5.4m
	£12.1m
	£4,794,500 net*

	
	
	
	
	

	Employment (Cumulative)
	
	
	
	

	Renfrewshire
	170
	200
	240
	

	Scotland
	325
	390
	450
	1192 gross

	
	
	
	
	441 net**

	Clients (Cumulative)
	72
	87
	103
	107

	
	
	
	
	

	High Growth Starts (Cumulative)
	29
	35
	41
	

	
	
	
	
	

	New Products and Processes (annual)
	12
	20
	19
	

	
	
	
	
	

	R&D Spend
	£600k
	£1m
	£950k
	£7.9 m ***

	
	
	
	
	

	University /ITI Spin-outs
	3
	1
	1
	


* This figure for GVA is calculated through converting turnover impacts to GVA impacts.  Using data provide by the Scottish Executive (http://www.scotland.gov.uk/Resource/Doc/933/0007804.xls) the ratio of Turnover:GVA for firms of HPIC’s profile is around 2:1.  The GVA figure presented above includes both direct and induced effects.

** Based upon the change in employment of assisted firms of 1,192 gross, additionality of 37% and 441 jobs net.

*** Based upon the £90,000 average per firm that was spent within the past year. 

In terms of progress, Table 4.17 provides indicative figures of our current estimate of progress against target.  These indicate that:
· Contribution to GVA is slightly below target for the current year but these figures include feedback from firms that have been assisted over the past four years so the annualised figure is likely to be lower

· Client assists are slightly above target for the current year

· R&D Spend is very much higher than anticipated – given the data on R&D spend is based upon commitments made by 18 firms, this figure is considered to be representative.

Overall, the progress of HPIC against the Scorecard metrics appears good. 

Qualitative benefits 

Other Benefits and improvements

Firms reported positive impacts from HPIC is the areas of business planning, sales and finance.   There is scope to do more on IP protection, collaboration with HEIs and assistance with new product development and skills development.  Table 4.18, with the modes shown in bold, provides the detailed views.
	Table 4.18 - Other benefits derived from HPIC [Number of firms]
	 
	 
	 

	 
	Not
	No
	Some
	Significant

	
	Applicable
	influence
	change, positive 
	change, positive

	
	
	
	impact
	impact

	 
	

	Improved marketing/selling 
	6
	8
	7
	1

	Improved access to markets (existing & new)
	4
	10
	7
	1

	Improved knowledge of market and competitors
	4
	11
	5
	1

	Access to new forms of finance
	5
	5
	5
	7

	Development of business planning
	3
	5
	13
	1

	Better understanding of business/financial planning
	3
	7
	10
	2

	Developing links to Wireless operators
	14
	5
	3
	-

	Protection of a product/idea
	8
	10
	3
	1

	Developing collaborative links with other firms
	2
	7
	10
	3

	Developing collaborative links with Further & Higher Education institutions
	9
	11
	2
	-

	Development of new product or service
	7
	10
	4
	1

	Developing skills of your staff
	8
	13
	1
	-

	Influencing your approach to researching other parts of the business
	6
	11
	5
	-


We discuss the implications of the data in this table in more detail in the following Chapter in which we present our conclusions and recommendations

Chapter five

Conclusions and Recommendations 

Objectives

The funding approval paper prepared by Scottish Enterprise Renfrewshire specified six objectives for the project. These are summarised in table 5.1 along with our assessment of their achievement.  

	Table 5.1
	

	Objective
	Evaluation Assessment

	build on the success of the First Business Programme, generating greater volume and quality of new businesses with significant growth potential
	A total of 107 firms have been assisted and these firms exhibit characteristics of innovative growing organisations

	aid in the diversity of the local economy through the creation of innovative high growth, technology-based businesses
	Most of the businesses interviewed exhibited an innovative approach to addressing the market sector

	make Renfrewshire and Scotland increasingly attractive to Inward Investors who seek a strong, supportive and entrepreneurial environment for their operations
	Three of the firms in the sample (11%) were inward investing companies

	encourage increased provision of suitable commercial accommodation by the private sector
	Caledonian Land made a significant commitment to the project and has maintained this commitment despite a number of key changes within its organisational structure

	provide greater focus on indigenous SME growth
	Scottish Enterprise Renfrewshire’s Innovation Manager rates highly the quality of proposals put forward by firms located at the Centre

	achieve long-term benefits and value for money from this major private: public-sector economic development project.
	The review of the Centre's performance against the CSES benchmarks indicates that it is performing well and providing a good return on investment


Overall, the project has made good progress against each of the objectives that were set for it by the Enterprise network.

Fit & Positioning

The facility appears to be relatively unique in comparative terms.  The principal differentiating factors are the combination of ‘incubator design’ (physical) and incubation/company growth services.  Given the relatively high licence cost (per square foot), we feel that it is unlikely that HPIC is displacing private sector business center provision significantly.

The partners

Based upon our consultations, the partners have a clear and shared understanding of the Centre's purpose.  That said, Caledonian Land continues to monitor carefully the commercial return on their investment while the Enterprise Network tends to consider the return on "economic development" measures, some of which are noncommercial.  Despite this, both parties appear to have a shared vision of future success and providing the market remains buoyant and void levels remain low, we feel that the project is likely to continue on a positive footing.

That said, it was clear from our consultations that the success of the project to date was a result of low void rates.  Should the market decline and consequently should rental income fall in the future, it may put Caledonian Land under pressure to relax the innovation and incubation focus of the existing operation (in order to stimulate higher tenancy levels).  Given that, to date, the utilisation of Rental Guarantee funding has been lower than anticipated, we suggest that the outstanding balance be retained as a contingency against a possible future decline in market buoyancy.

We recommend that Scottish Enterprise Renfrewshire investigates the possibility of retaining the outstanding balance of unused Rental Guarantee as a contingency against possible future decline in the commercial letting market so that the current innovation and incubation focus of the Centre would not come under pressure should the market fall.

The incubation model

We presented a diagrammatic representation of the model in chapter 3.  The model contains a number of component parts:

· A management team with experience of delivering incubation support

· the delivery of a fully integrated, comprehensive Incubation Service, 

· A well developed network of private entrepreneurs to assist young technology and knowledge-based companies, led by Incubator champions

· A team of experienced innovation advisory and management personnel

· experience of working cooperatively with wider public, private and University sector networks 

· Understanding and knowledge of technology support, and how and where to access it

· A high profile image which can be used to attract high growth technology companies.

Based upon the feedback from firms, satisfaction appears to have a "bi-modal" profile - firms that avail of the business support on offer and make good use of the assistance tend to rate the overall experience well.  Other firms that make little or no use of the support services tend to view the Centre as being expensive.  Equally, some firms commented very positively on the quality of administrative support and the front office reception facilities.  Others were dissatisfied with the service and chose to have direct telephone lines to their units.  Specifically, a small number of firms felt that they had been misled by the description of the support services that were on offer.

On balance, firms were broadly positive and rated the support well.

When appraising potential tenants, we recommend that the Centre assesses the scope of the firm to benefit from the advisory services on offer and also assesses the likelihood of the management team engaging openly with advisory staff

We recommend that the Centre issues a concise "terms of engagement" to new firms locating the Centre that sets out what it will deliver and how this will be done. 

Selection and appraisal

Firms are deemed to be eligible where they can exhibit innovative characteristics compared to other firms within their market segment.  The assessment of innovation is made by the Centre's Account Manager and reviewed by the appraisal panel. Firms can be new start businesses or established commercial concerns.

Feedback from interviewees would suggest that firms, whose business model is built around the exploitation of a technology or form of protectable Intellectual Property, will tend to be best suited to the services on offer.  Innovative service-based firms were less complimentary of the benefits.

To make best use of the Centre's package, firms should have need for business advice and a desire to grow. Yet, the majority of firms were attracted to the Centre by the quality of the building, its image and its location.  Just 17.5% made their selection based on the business support services on offer.

Innovative Firms?

There are two indicators that suggest firms based at the Centre are more innovation focused than the norm.  First, 18 of the 26 firms invested in R&D and the average annual investment last year was  £116,000.  Second, the sample identified three registered trademarks and licences (already signed or anticipated to be signed within the next year) that were valued at a total of £900,000.  We feel that these two indicators alone suggest that the sample is differentiated (positively) from the Scotland norm in innovation terms.  

Linkage

Communication between Scottish Enterprise Renfrewshire and the Centre's management team (which includes an SER manager) appears to be good both at the incubator project and client company levels.

Communication to Scottish Enterprise National appears to be less well-developed and its consultees had a less consistent understanding of the project, its operation and its goals.   We also consider that some consultees viewed the project to be relatively ‘expensive’ but they did not appreciate the contributions from Caledonian Land or the terms of the rental guarantee.  Given both of these observations, we feel that there is scope to develop better linkage in the future and it is possible that the recent success of ICS in winning the project to deliver the Alba incubator may help in this regard.

We recommend that the Centre considers improving communication to Scottish Enterprise and other partners and in particular focuses on explaining and "positioning" its incubation model relative to other approaches.

Services.

The key services comprising the Centre's portfolio include:

· Raising finance

· Business planning

· Developing products

· Access to key customers

· Access to grant support - SMART, SCIS and SPUR

· Access to business networks.
From these services, four themes emerged as being areas where the Centre had notable influence:

· access to new forms of finance

· better understanding of business and financial planning

· developing collaborative links with other firms

· improved access to markets (both existing and new).

However, there were five other themes where the Centre might have been expected to have greater influence:

· developing collaborative links with Further and Higher Education institutions

· the development of new products or services by firms

· developing the skills of firms’ staff

· protection of products/idea

· influencing or enhancing the firm’s approach to researching other part of the business

We recommend that the Centre considers the scope to provide greater support in these areas in the future

It is worth considering Intellectual Property support specifically.  The professional adviser delivering the service expressed some frustration that firms did not appear to appreciate the value of the information they are receiving through the current arrangement.  Feedback from firms suggested that the initial advice tended to the superficial and that when more detailed support was required they had to pay full market rates. Firms also suggested that the IP support should be structured in a similar manner to that of Finance or Sales and Marketing (both of which received very high satisfaction ratings by firms).

From an evaluation perspective we can see both sides of this feedback. We feel on balance however that Intellectual Property advice is fundamentally different to that of Finance or Sales and Marketing.  With the latter, it is relatively easy for firms to gain considerable insight based upon the intellectual know-how of the advisors involved.  Intellectual Property advice is different mainly because third party costs must be incurred and there are other costs associated with patent searches etc that are not practical to provide free of charge to tenants.  We therefore feel that the current arrangement is acceptable but may not be to many firms liking.  If their dissatisfaction appears to continue, we would recommend reviewing the service and possibly terminating the engagement and in future facilitating contact on IP on a case-by-case basis.

We recommend keeping IP support under review and potentially terminating provision in the future if dissatisfaction among firms continues

Facilities.

Broadly speaking, firms rated the facilities highly.  Two areas were put forward for improvement: air-conditioning - many firms appeared to have their own portable air-conditioning units; small-scale lab space - a proportion of firms would welcome a small but dedicated space for light scale electronics or bespoke PCB assembly and soldering. Apart from this, the general ambience and access to meeting rooms and the board room were considered to be  key strengths and highly rated.

Just over a quarter of the firms who had graduated would have welcomed follow-on space locally.  We are aware that the Phase Two of the Centre has not proceeded but would note that there appears to be interest in such space among a proportion of firms.  The proposed development of three new office-based units should provide an indication of likely demand.

Quantitative benefits.

The present below in table 5.2 a summary of the key impacts.
	Table 5.2 – Impacts Summary
	To Date
	In 2 years

	Programme Cost
	£3,200,000
	£3,200,000

	Gross sales
	
	£12,360,000
	£39,144,000

	Gross profit increase
	£1,859,400
	£4,192,000

	Gross cost reduction
	£12,000
	£0

	Gross Employment*
	1,192
	-

	Project Additionality [%]
	37
	37

	Displacement – Local [%]
	13
	13

	Displacement – National [%]
	20
	20

	Net sales - Local
	£9,589,865
	£37,387,274

	Net Sales - National
	£8,792,189
	£36,679,885

	Net  profit increase
	£1,768,762
	£4,940,580

	Net cost reduction
	£12,000
	£0

	Net Employment
	441
	-

	Net Sales Local  per £1000 public investment in HPIC
	£2,996.83
	£11,683.52

	Net Sales National  per £1000 public investment in HPIC
	£2,747.56
	£11,462.46

	Cost per net job*
	
	£7,256
	-


Based on total employment change in sample firms and giving 441 net FTEs (see Employment impacts, Chapter 4)

Balanced Scorecard

The Centre has made good progress against its Balanced Scorecard targets.
	Table 4.17 Benchmark Indicators
	
	
	
	Based on

	
	2003
	2004
	2005
	Evaluation

	Contribution to GDP p.a.
	£4.2m
	£5.4m
	£6.7m
	£6,180,000 gross

	Cumulative
	
	£5.4m
	£12.1m
	£4,794,500 net*

	
	
	
	
	

	Employment (Cumulative)
	
	
	
	

	Renfrewshire
	170
	200
	240
	

	Scotland
	325
	390
	450
	1192 gross

	
	
	
	
	441 net**

	Clients (Cumulative)
	72
	87
	103
	107

	
	
	
	
	

	High Growth Starts (Cumulative)
	29
	35
	41
	

	
	
	
	
	

	New Products and Processes (annual)
	12
	20
	19
	

	
	
	
	
	

	R&D Spend
	£600k
	£1m
	£950k
	£7.9 m ***

	
	
	
	
	

	University /ITI Spin-outs
	3
	1
	1
	


* This figure for GVA is calculated through converting turnover impacts to GVA impacts.  Using data provide by the Scottish Executive (http://www.scotland.gov.uk/Resource/Doc/933/0007804.xls) the ratio of Turnover:GVA for firms of HPIC’s profile is around 2:1.  The GVA figure presented above includes both direct and induced effects.

** Based upon the change in employment of assisted firms of 1,192 gross, additionality of 37% and 441 jobs net.

*** Based upon the £90,000 average per firm that was spent within the past year. 

How can HPIC maintain momentum and continue to be a success?

The Centre has been a success

· Occupancy and above average firm performance

· Strong growth: sales & employment

· Good return on investment (SER/EU £:turnover generated and SER/EU£ : job created

· High commitment to the economic development objectives by the private sector partner (Caledonian Land)

How can this success be maintained/developed? To an extent, this depends upon the objectives of partner organisations.  For Caledonian Land, a high yield in the future is important.  For Scottish Enterprise Renfrewshire, growing firms that make a significant contribution to the economy is the primary focus.  For our discussion here, we have focus on the (latter) economic development objective. 
 We see four principal areas:

· The Centre could help firms to identify, develop, protect and exploit Intellectual Property more effectively.  Firms appear to be investing heavily in Research and Development activity presently - this needs to be continued and built upon.  

· Actively target firms with potential and help them to grow bigger, sooner through

· providing access to finance (notably private-sector risk finance)

· growing firms aspiration - through coaching and mentoring inputs

· more effective marketing and greater/faster market penetration - especially as technology-based firms that are traditionally weak in these areas

· Consider the possibility of providing follow-on space/growth services to firms that wish to graduate.  If this is done, recognise that greater personnel and resources are required.

· Overall, to be effective in the future, HPIC could place more emphasis on firms offer growth potential and who can benefit from incubation growth services on offer.  The team could give a priority to firms with protectable Intellectual Property/Intellectual Assets, concentrating growth resources on these.  This will influence the appraisal process that is currently used - high potential firms would be offered greater assistance in return for a commitment to act upon the advice provided.

Possible risks to future operation

When considering risk, it is appropriate to consider the two components of the HPIC model:

· Physical

· Professional Team

Of these two, we feel that the risk associated with the physical development is relatively low primarily because it will relate to revenue/occupancy levels.  These can be monitored and any changes in performance detected early so that ICS can alter its strategy to minimise the effect on  revenue.

We considered that the people risks are likely to be more significant because of their implicit variability.  The people risks fall into two broad categories

· fracture - where a significant event occurs that affects in a fundamental way the Centre’s operation 

· creep - where subtle changes occur that have cumulative effect on performance over time.

Fracture

The most likely fracture risk is a loss of key personnel.  Should the Centre director or the  Innovation Manager choose to leave, this could have the significant influence on the service offered to firms and their subsequent performance.  It is difficult to quantify the benefit "of the team" but it appears that there is a good team in place presently, and that the current strength comprises a mix of generalist technology based incubation inputs coupled with selected specialist inputs on Sales & Marketing, Finance and IP.

Creep

To an extent, there may be some creep risks presently.  We understand the contracts with the specialists providing Sales and Marketing and Intellectual Property input have not been renewed and that it is proposed to recruit personnel to deliver these inputs.  This subtle change may have a significant influence on performance - firms who used the Sales and Marketing personnel rated their input very highly.  We suggest that this position is monitored.

With the creation of ICS and the expansion of service to cover new geographies, there is a risk associated with key personnel becoming overstretched and their input to HPIC being diluted.  To minimise this, contingency plans should be in place to allow for "backfill" cover when key personnel are engaged on new projects.

Lack of personal development/growth among both the managerial and special staff could lead to a loss of motivation.  This would ultimately affect performance but it might take some time to identify any change.  What’s more, by the time it is recognised as being an issue, considerable service degradation may have occurred.  Consequently, we suggest that ICS considers explicitly personal and professional development needs of staff.

� This figure for GVA is calculated through converting turnover impacts to GVA impacts.  Using data provide by the Scottish Executive (� HYPERLINK "http://www.scotland.gov.uk/Resource/Doc/933/0007804.xls" ��http://www.scotland.gov.uk/Resource/Doc/933/0007804.xls�) the ratio of Turnover:GVA for firms of HPIC’s profile is around 2:1.  The GVA figure presented above includes both direct and induced effects.


� the research suggests that European incubators typically have around 5,800 square meters of space for tenants, sufficient to accommodate some 18 firms at any one time in a variety of units. Smaller incubator space than this is likely to make it more difficult to generate economies of scale. Another key lesson from the research is the need to operate at no more than around 85% occupancy levels


� Appraisal and Evaluation in Central Government – HMSO
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Targets by 2008

GDP £43m contribution

Jobs - 345 net jobs Renfrewshire

         - 650 net jobs Scotland

Clients – 150 

High Growth Start-ups – 60 

Company R&D Spend - £5m, 11% of

         GDP contribution

New products/processes – 100

University/ITI spinouts – 5 

Fig 4.6  Hillington Park Innovation Centre - Five Year Scorecard

Partnership

Private Sector

		MEPC as a member of the company managing the Centre

		Excellent relationships with the business community

		   More secondments from the private sector

		   Entrepreneurial support to client companies

		   Increased involvement from the private sector

		Universities

		Improved relationship with Universities, especially Paisley   

		   Collaboration between researchers and client companies

		   A presence by University staff in the centre

		   HPIC support for University spin-outs

		   More student placements

		Public Sector

		Greater support and buy-in from the SE network



Learning & Growth

Advisory

		Greater understanding of the clients

		Knowledge of current business trends

		Knowledge of leading consultancy practice

		Innovation

		Knowledge of best practice in innovation & incubation

		Improved understanding of the process of innovation and development

		Markets

		Improved ability to research new technologies and markets

		Greater awareness of future technologies

		Greater understanding of the barriers of entry

		Networks

		Expanding network of business contacts





Culture of continuous improvement

Customers

		More intensive account management

		More use of SE/SER products

		Greater client understanding of the centre’s strategic aims

		Improve scoring on the value of business development support in centre evaluations

		Improved scoring on the level of service provision



Internal Processes

		Better information to Centre staff on SE/SER products and targets

		Improved communication between centre staff and SE/SER staff

		Implementation of the SE CRM system

		Improved reporting of centre activities

		Improved preparation of client action plans 

		Improve documentation of client innovation activities



Strategy

The strategic aim to create the premier incubation

 and company building mechanism in the UK.



Its mission is to support the development and creation

of the next generation of knowledge-based, high-growth

technology companies in Scotland by providing critical

solutions and connections. 
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Figure 4.2.  Distribution of turnover of firms from when the firm arrived at HPIC until the present.
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Figure 4.4 		Impact Measurement
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