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SCOTTISH PROPERTY SUPPORT SCHEME
 2009 - 2013


1.0
Introduction

1.1 The Scottish Property Support Scheme has been revised for 2009-13 in accordance with the new General Block Exemption Regulation - Commission Regulation (EC) No 800/2008 of 6 August 2008, Article 13, Regional investment and employment aid, Article 15, SME investment and employment aid and Article 26, Aid for consultancy in favour of SMEs.( ‘GBER‘ ) As such, the scheme is exempted from the notification requirement of Article 88(3) provided that any aid awarded under the scheme also fulfils the conditions of this regulation. 

In order to meet the requirements of the regulation the scheme has been reduced as follows:-

· Only “transparent” aid covered – grants, rental guarantees, loans 
· Non transparent aid – loan guarantees, joint ventures
are not currently covered 

A copy of the scheme is attached as Appendix 3.(p 16) .
2.0
Aim of Scheme


The purpose of the Scottish Property Support Scheme is to support the development of premises and buildings for commercial purposes by the private sector. Such development can involve the construction of new buildings and/or the renovation and conversion of existing ones. 

This support will be provided in situations where there is, in the view of the implementing bodies, a market failure. Examples of such market failures are situations where the estimated development costs of the property exceed its estimated end market value or where risk aversion and uncertainty in forecasting project outcomes prevents property development. 

Using various instruments the implementing bodies will at their discretion provide an amount of aid that is the minimum necessary for selected property development projects to go ahead, with the maximum aid intensities as determined by the relevant State aid regulations.

2.1
The purpose of the Scottish Property Support Scheme is to help raise the long run, sustainable growth of Scotland’s economy by stimulating private sector property development and investment.
 It aims to increase the private sector’s provision of property for growing businesses and to improve the competitiveness of Scotland as a globally attractive location. The scheme operates to address market failure in the provision of industrial property
 in certain locations and industry sectors by supporting the private sector through a range of aid instruments. Over the longer term the aim is to promote a self-sustaining property market throughout Scotland.

3.0
General Conditions

3.1
The following general conditions must be met before any project is undertaken or receives assistance under the Scheme:


i.
The project must address an identifiable example of market failure by meeting an unmet demand, which, if met, will provide net economic benefits to Scotland.


ii.
Funding is for initial investment in property. Operating aid is excluded.

iii.
The project should be undertaken at the minimum cost necessary for it to proceed, or should otherwise demonstrate value for money to Scottish Enterprise. It should always not exceed the maximum State Aid intensity ceiling.

iv.
The project must be one that would not have gone ahead without Scottish Enterprise assistance, or would only have gone ahead on a materially  longer timescale, or on a materially smaller size or scope.

 v.
Projects that have commenced before an application is submitted will not be eligible for support.


vi.
The project should not compete with existing or proposed unassisted developments.

vii.
Assistance should be structured in such a way as to promote market adjustment.


viii.
The recipient must be solvent and capable of funding its share of the cost.


 ix.
All development expenditures must be competitively tendered, where applicable in accordance with the EC public procurement regulations. Where competitive tender is not possible or practicable, independent Chartered Surveyors should be employed to verify that the costs do not exceed market levels.


 x.
All acquisitions and sales or leases of property must be conducted at market prices as determined by an open call for tender or a valuation carried out by an independent Chartered Surveyor.


 xi.
The scheme excludes the use of aid for the acquisition of plant and machinery specifically needed by an occupier to carry out their business. 
 


 xii.
UK taxation law applies.


xiii.
Aid contributions will be paid at an agreed rate of award against the production of receipted invoices or independently certified evidence of expenditure. Where payments are made in stages during the development of a project, the final payment will be withheld pending independent appraisal of the total expenditure.


xiv.
Assistance offered must comply with EC rules on state aid.


 xv.
All awards are discretionary. Projects will be individually appraised in accordance with the Project Appraisal Guidance contained in the Scottish Property Support Scheme Guidelines. 

4.0
Market Failure and Levels of Intervention

4.1
Economic efficiency can only be improved if government intervention is able to successfully correct some market failure.  The diagnosis of market failure should be based on appropriate analysis of the workings of the specific property market in question, including an assessment of the relevant empirical evidence. Having established that market failure is inhibiting private sector development and investment, it is also necessary to demonstrate that intervention can, in an appropriate cost-effective form, lead to a net improvement in economic efficiency.

4.2
As an initial guide to what intervention should generally be available under the Scottish Property Support Scheme for particular projects, property markets may be considered to correspond to 3 broad levels, which relate the extent of market failure to the permitted forms of intervention. 
· LEVEL 1 Private sector activity is generally viable or likely to become so in the short term.  The role of Scottish Enterprise at this level should normally be confined to the provision of advice and information, except that where it is essential to the viability of a potential project, joint ventures may be undertaken, or loans and loan guarantees provided, but only on a commercial basis.
· LEVEL 2 Currently, returns on capital allow only marginal private sector activity, but there is a prospect of stimulating private sector investment and achieving a degree of market adjustment, leading to viability in the medium term. At level 2, Scottish Enterprise may undertake any activities allowable in Level 1, and additionally may offer grant aid.
· LEVEL 3 Currently, little or no private sector activity, whilst opportunities to stimulate private investment are likely to be long-term. Scottish Enterprise may offer any assistance allowable at Levels 1 and 2 and, where appropriate and justified, may also directly provide industrial premises.

4.3
The decision on the appropriate form of intervention for a particular project will be taken in the light of a project appraisal, undertaken in all cases in accordance with the current Scottish Enterprise Project Appraisal Guidance and policies on sustainability and equal opportunities and the EC rules governing State Aid.

5.0
Exceptions to Normal Levels of Intervention

5.1
It is recognised that there may be exceptional circumstances, which necessitate flexibility around the level of assistance indicated by the project appraisal for a particular project. Subject always to complying with EC State aid rules, the following exceptions will be allowable:

i. Direct provision in Levels 1 and 2 circumstances
ii. Level 2 intervention in Level 1 circumstances, where there is clear evidence of market failure. For example, isolated pockets of economic decline or urban deprivation in otherwise prosperous areas; small unit/managed workshop developments; non-mainstream and specialist properties;

iii. Level 3 intervention in Level 1 and 2 circumstances where a project is undertaken in support of a bespoke property case, including inward investment cases, and where that level of assistance is necessary to secure the project;

iv. Level 3 assistance in Level 1 and 2 circumstances where a project is undertaken in support of Social Inclusion objectives, where that level of assistance is necessary to secure the project, and with the agreement of the relevant Partnership body; and

6.0
EC State Aid 

6.1
When operating outside Assisted Areas, the Scottish Property Support Scheme is limited to aid to small and medium-sized enterprises. Aid to large enterprises outside the Assisted Areas is not permissible under the Scheme.

6.2
Intervention under the Scottish Property Support Scheme will be outside the scope of State aid where the intervention does not subsidise a project. Accordingly, joint ventures, loans and loan guarantees on commercial terms do not constitute State aid and may, subject to fulfilment of the conditions set out in the Guidelines at Appendix 1  be offered to enterprises outside the Assisted areas.

6.3
Direct provision of property by Scottish Enterprise does not constitute State aid and, subject to complying with the Guidelines at Appendix 2, is allowable outside assisted areas in Level 3 circumstances.
7.0
Aid Beneficiaries

7.1
In assessing the state aid element of any proposal it may be necessary to identify who will benefit from the aid. With regard to projects supporting speculative development, i.e. projects that are not for occupation by a user who is known at the time of application, the beneficiaries of aid can be property developers, investment companies, financial institutions and other enterprises, who undertake an initial investment in property development.

7.2
With regard to projects supporting bespoke developments, the beneficiary of aid is assumed to be the identified occupier of industrial premises who is undertaking an initial investment within the said premises.

8.0
Aid Intensity Ceilings

8.1
The European Commission has set a limit on the amount of grant
 that may be paid to a developer for any one project. These maximum figures, generally referred to as “aid intensity ceilings”, are calculated as a percentage of eligible expenditures. 

Maximum aid intensities are determined by the relevant state aid guidelines Each award will respect the relevant aid intensity ceilings stipulated in Articles 13, 15 and 26 of (EC) No 800/2008. The key points are as follows:

· Large firms, whether property developers or owner occupiers can only be supported within the Assisted Areas, as defined in the UK Assisted Areas map for 2007-13

· The maximum aid intensity for large firms in Assisted Areas will be 10 or 15% of eligible costs, depending on the areas involved

· In Assisted Areas, the grant level can be increased for SMEs – up to 30-35% for small enterprises and 20-25% for medium enterprises

· Outwith the Assisted Areas, the beneficiary of the aid must be an SME i.e. aid will be limited to property developers who are SMEs or bespoke projects where the end users are SMEs, and all the benefit accrues to the SMEs. 

· Outwith Assisted Areas, the maximum aid intensity is 20% for small enterprises and 10% for medium enterprises.

Aid will be calculated as a percentage of eligible expenditure8. The aid intensities shall not exceed the following limits:

Maximum Aid Intensities:

	
	
	Size of Enterprise:

	
	Area
	Large
	Medium
	Small



	1.
	Statistical Effect Areas (Highlands and Islands)
	30%
	40%
	50%

	2.
	Article 87 (3) (c) areas – Group (a) below
	15%
	25%
	35%

	3.
	Article 87 (3) (c) areas – group (b) below 
	10%
	20%
	30%

	4.
	Non Assisted Areas  
	-
	10% 
	20% 


	(a).
	Wards designated as Assisted Areas within Clackmannanshire, Dundee City, East Ayrshire, East Dunbartonshire, Falkirk, Fife, Glasgow City, Inverclyde, North Ayrshire, North Lanarkshire, Renfrewshire, South Lanarkshire, Stirling and West Dunbartonshire.



	(b)
	Wards designated as Assisted Areas within South Ayrshire.


8 expressed as a %ge of eligible costs
9.0
Instruments or Forms of Aid 

9.1
Aid for a particular project may take any form permitted under the GBER, , including grants, low-interest loans or interest rebates, rental guarantees, and services at concessionary prices . Instruments may be used singly or in combination. Whether operating each instrument on its own or in conjunction with one or more other instruments, all aid must be within the appropriate maximum aid intensity ceilings. Where the aid is in a form (or forms) other than a capital grant, the cash grant equivalent of the aid (GGE) must be calculated in accordance with the Guidelines on national regional aid. 

10
Details of permitted aid instruments are as follows:-

Development Grants
10.1
The main type of aid to be to be provided by the scheme is the Development Grant, which is a “gap funding” grant aimed at bridging the difference between the market value and the actual cost of a project. Subject always to any award not exceeding the relevant aid intensity ceiling
 applying to the UK Regional aid map, the maximum award for any project will be the gap between eligible costs and market value. Aid will be the minimum necessary for a project to proceed.  

10.2
Aid beneficiaries will be private enterprises undertaking an initial investment in property development.

10.3
Prior to any offer of Development Grant, an appraisal of market value and estimated costs will be made on behalf of Scottish Enterprise by a Chartered Surveyor who is independent of the beneficiary.

10.4
The following costs will be eligible:

Land. The actual purchase price or market value, whichever is lower.

Construction. Actual construction or refurbishment costs of buildings.

Infrastructure and Services. The actual costs of providing infrastructure and related services specific to the property.

Finance charges. Interest or similar financing charges directly and exclusively related to the project.

Development fee. A level of fee to the developer, which is appropriate to the type and scale of development and the risks associated with development.

Professional fees etc. All other costs, including design fees, marketing and promotional expenses, legal fees, and sale or letting costs actually incurred in the course of the development, directly and exclusively related to the project.

11
Subsidised Loans/Interest Rebates 
11.1
In most cases assistance will be given in the form of development grants. However, in some cases, such as where the market failure causes inadequate access to capital, it may be more cost-effective to structure assistance for a project as a loan.  The loan term, interest rate and other conditions relating to the loan will depend upon an appraisal of asset life, project cash flows, and the financing that can be secured from private sources. 

11.2
The amount of loan to be offered will be the minimum necessary for the project to go ahead.  Security over the assets financed by the loan will be sought and a valuation will be carried out on behalf of Scottish Enterprise by an independent Chartered Surveyor in accordance with current Royal Institution of Chartered Surveyors’ standards. Eligible costs will be restricted to initial investment costs.

11.3
The beneficiary of the aid will be the borrower, who will be undertaking an initial investment in property development.

11.4
All aid applicants will be financially vetted by a suitably qualified Scottish Enterprise employee, or an external accountant appointed by Scottish Enterprise.

11.5
The cash grant equivalent of any investment aid given in the form of a subsidised loan will be calculated by discounting the loan cash flows in accordance with the Guidelines on national regional aid.
 In any event, the aid will not exceed the applicable UK Regional aid map maximum intensity ceilings, expressed as a percentage of eligible initial investment costs.

11.6
As an alternative to the direct provision of a loan by Scottish Enterprise, aid may be provided in the form of an interest rebate for loans provided by commercial lenders. The circumstances under which this form of aid might be appropriate include new or expanding enterprises, where cash flow may be under particular pressure in the early years of developing or commercialising innovative products or processes. In such cases it may be appropriate, subject to full appraisal of the costs and market value of the initial investment, for Scottish Enterprise to offer support for a limited period over the early years of the project by meeting interest payments. The payments would be made to the borrower who, as the developer of the property, would be the beneficiary of the aid. An independent accountant’s certification that the commercial loan is on the best market terms available to the borrower will be obtained. The grant equivalent of aid in the form of an interest rebate will be calculated in the same manner as a subsidised loan. The aid will not exceed maximum aid intensity ceilings, expressed as a percentage of eligible initial investment costs.

12.0
Development Financing Aid
12.1
This aid instrument is a grant
 to support property development projects, which are not otherwise economically viable. Aid is limited to supporting the costs of financing during the lifetime of the project and which form part of the initial investment. 

12.2
With regard to speculative development projects, the beneficiary of aid will be the property developer, investment company, financial institution or other undertaking, which undertakes the initial investment in property development. With regard to bespoke development projects, the beneficiary of aid will be the identified occupier of commercial premises who is undertaking an initial investment within the said premises.

12.3
The aid will be the minimum necessary to enable the project to proceed and, in any event, will not exceed the applicable UK Regional aid map intensity ceilings, expressed as a percentage of eligible initial investment costs.

13.
Joint Venture Finance
13.1
Scottish Enterprise may enter into co-development or partnership projects where it shares the risks and rewards of a venture with the private sector. Scottish Enterprise will act as a market investor sharing risks and rewards in proportion to investment. 

14
Development Services  
14.1
Scottish Enterprise may undertake or procure services to support or manage a property development project without charge or at less than cost. The aid is the difference between the cost of the services and the amount charged, and is subject to the relevant aid intensity ceilings in the GBER  and 50% maximum for consultancy costs for SMEs
15
Repayment Conditions
15.1 The right for Scottish Enterprise to seek repayment in full will be stipulated in the event of breach of the conditions of an award.

15.2 The award will be conditional on the initial investment being maintained for a minimum period of five years.

15.3 An enforceable contractual obligation will be required and, where practicable, tangible security will be sought.

15.4 Profit participation may be sought where any profit is realised by the project above agreed levels.

16
Cumulation of Aid 
16.1 Article 7 of (EC) No 800/2008 applies. Aid exempted by the GBER may by cumulated with any other aid under this regulation a long as those aid measures concern different identifiable eligible costs. Aid exempted by the GBER shall not be cumulated with any other aid exempted under (EC) No 800/2008 or De Minimis aid (EC) No 1998/2006 or with any other community funding relating to the same (partly or fully overlapping) eligible costs if such cumulation would result in exceeding the highest aid intensity or aid amount applicable to this aid under (EC) No 800/2008
17
Aid Monitoring and Control Measures

17.1 Papers submitted for approval to the relevant SE approving body or approved under delegated authority arrangements must include a section analysing compliance of the project with the State aid rules summarised in these Guidelines.

17.2 Where an enterprise is considered to be an SME, approval papers should provide details of employment, balance sheet value, turnover and ownership, in confirmation of the SME definition.

17.3 The European Commission requires an annual monitoring report to be provided on the operation of the Scottish Property Support Scheme. Regional Business Infrastructure teams are required to supply SE Business Infrastructure Directorate by 31 March each year with details of projects assisted under the Scheme over the course of the preceding calendar year.

17.4 Detailed reporting formats will be agreed between SE Business Infrastructure Regional Business Infrastructure Teams  on an annual basis. The information to be provided for the Annual Monitoring Reports will include:

1.
Expenditure committed each year for new assisted projects, with separate figures for each aid instrument (grants, soft loans etc.)

2.
Actual payments for new and current projects, with a breakdown by aid instrument.

3.
Names of all developers supported under the Scheme over the course of the financial year.

4.
Number of new assisted projects.

5.
Estimated overall number of jobs created or maintained by new projects.

6.
Estimated overall amount of investment aided by new projects.

7.
Breakdown of amounts by assisted area/SME.

8.
Breakdown by beneficiaries’ sector for bespoke projects where the occupier is the aid beneficiary.

9.
Other relevant information and remarks.

18.0
Acquisition and Disposal of Property

Scottish Enterprise may acquire and dispose of property in accordance with the relevant Scottish Enterprise policy on acquisitions and disposals.  http://home.scottishenterprise.net/publications/9c4d4b1e-303e-4513-ae81-9fcf4a2bcff7___policydocumentfinal.doc 
Land should not normally be acquired in advance of need, except for land considered to be of strategic importance to Scotland, provided that there is a reasonable prospect of the land being utilised in the short term.

APPENDIX 1
PROPERTY SUPPORT SCHEME: 

LOANS AND GUARANTEES ON COMMERCIAL TERMS

1
Loans 
Scottish Enterprise may provide loans on a commercial basis for the provision of industrial property by the private sector, subject to the following conditions:

1. 
 A full appraisal to determine the need for and the amount of loan must be undertaken in each case in accordance with current Scottish Enterprise Project Appraisal Guidelines.



2. 
Any loan should be offered at the minimum achievable cost to Scottish Enterprise.


3.
The interest rate charged for commercial loans should be no less than the EC Reference Rate for secured loans and 4% above the EC Reference rate for unsecured loans. The term of loans advanced by Scottish Enterprise should normally be between 2 and 10 years but can be longer, based on the investment needs of the development and the asset life as demonstrated by the project appraisal. 



4. 
A valuation of the property or proposed development should be obtained from a professional valuer. The valuation should be addressed to Scottish Enterprise and should contain an acknowledgement by the valuer of a duty of care to Scottish Enterprise. The valuation basis should be in accordance with current RICS practice.



5. 
All applicants must be financially vetted by a suitably qualified Scottish Enterprise employee or by an external accountant appointed by Scottish Enterprise. Covenant strength should be thoroughly investigated and details of each case formally recorded.



6. 
Loans should be suitably secured where possible.


7. 
In the event of default by the borrower, appropriate steps should be taken to enforce securities and recover debts, wherever practicable.

2
Guarantees 
Scottish Enterprise may provide guarantees on a commercial basis for the provision of industrial property by the private sector, subject to the following conditions:


1.
A full appraisal to determine the need for and the amount of guarantee must be undertaken in each case in accordance with current Scottish Enterprise Project Appraisal Guidelines.

2.
All applicants must be financially vetted by a suitably qualified Scottish Enterprise employee or by an external accountant appointed by Scottish Enterprise. The borrower must not be in financial difficulty. Covenant strength should be thoroughly investigated and details of each case formally recorded.          


3.
The guarantee must be linked to a specific development project, be for a fixed maximum amount, must not cover more than 80% of the outstanding loan or other financial obligation, and must not be open-ended.


4.
A market price should be paid by the borrower (which should reflect, amongst others, the amount and duration of the guarantee, the security available, the borrower’s financial position, the relevant sector of the property market and its outlook, rates of default, and other economic conditions). 

APPENDIX 2
PROPERTY SUPPORT SCHEME: DIRECT PROVISION 

1
Direct Provision

1.1
Direct development schemes are those where Scottish Enterprise acquires the site and undertakes reclamation, remediation and/or development works either directly or in partnership with another public body.  Direct development is not confined to the Assisted Areas and may be used anywhere within the geographical boundaries of Scottish Enterprise.


Types of direct development


Direct development covers:

· 
Acquisition of land/buildings;

· 
Preparation of land;

· 
Provision of services and infrastructure;

· 
Development/refurbishment of buildings;

· 
Sale or lease of land/buildings.

1.2
Direct provision of property is allowable provided that the following conditions are met:


i
Scottish Enterprise determines that the project is necessary in terms of the conditions set out for intervention in the section headed ‘Market Failure and Levels of Intervention’ paras.


ii
Scottish Enterprise is satisfied that the private sector is not prepared to participate in the development or that private sector participation is not a cost-effective option;


iii
A full appraisal, including assessment of additionality and displacement effects, must be undertaken in all cases and in accordance with the current Scottish Enterprise Project Appraisal Guidance  

1.3
Generally property should not be provided in advance of need, but Scottish Enterprise may undertake advance development where this would have a “demonstration” effect and help stimulate market adjustment. 

1.4
The key features of direct development projects are:

· SE may select any public sector partner and can do so by negotiation.

· The development must be on land totally within public sector ownership or control at the time the construction contract is let.

· All acquisition and disposal of land and buildings are required to be carried out at market prices as determined by a competitive process or an independent valuation in accordance with the code of the Royal Institute of Chartered Surveyors.

· All construction and related expenditure require to be competitively tendered wherever practical.  Where costs have not been exposed to competition, there is a requirement for independent surveyors to verify that costs do not exceed market levels.

· The contractors must not share in any risk or profit from the development, i.e. they must be employed as a contractor only, not as a private sector partner. 

· Disposals must, wherever practicable, be managed through an open, transparent and non-discriminatory competitive process in accordance with the SE Policy on Property Disposal and with the Commission’s communication on the sale of public land.


Default


Normal commercial/legal conditions apply in the case of default on rental or sales agreements. 
APPENDIX 3

Scottish Enterprise

Highlands and Islands Enterprise

Scottish Local Authorities

SCOTTISH PROPERTY SUPPORT SCHEME 2009-13

Member State

United Kingdom

Region

Scotland 

Title of aid scheme

Scottish Property Support Scheme 2009-13

Government or statutory bodies authorised to implement the Scheme

The implementing bodies are:

Scottish Enterprise

Highland and Islands Enterprise

Scottish Local Authorities

Legal basis

Enterprise and New Towns (Scotland) Act 1990, as amended 1 April 2001, by Scottish Statutory Instrument 2001 No. 126.

Local Government in Scotland Act 2003

Basis of Scheme

Commission Regulation (EC) No 800/2008 of 6 August 2008, Article 13, Regional investment and employment aid, Article 15, SME investment and employment aid and Article 26, Aid for consultancy in favour of SMEs. As such, the scheme is exempted from the notification requirement of Article 88(3) provided that any aid awarded under the scheme also fulfils the conditions of this regulation. 

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:214:0003:0047:EN:PDF 

Objectives of the scheme

The implementing bodies have a number of statutory functions including furthering the development of Scotland’s economy. The purpose of the Scottish Property Support Scheme is to support the development of premises and buildings for commercial purposes by the private sector. Such development can involve the construction of new buildings and/or the renovation and conversion of existing ones. 

This support will be provided in situations where there is, in the view of the implementing bodies, a market failure. Examples of such market failures are situations where the estimated development costs of the property exceed its estimated end market value or where risk aversion and uncertainty in forecasting project outcomes prevents property development. 

Using various instruments the implementing bodies will at their discretion provide an amount of aid that is the minimum necessary for selected property development projects to go ahead, with the maximum aid intensities as determined by the relevant State aid regulations.

Mechanism for granting of aid under the scheme

Property development projects to be funded under this scheme can be selected in two ways:

· They can be launched at the initiative of the implementing bodies when they own property that we want to develop. In that case, development proposals will normally be sought by public tender. Proposals will be assessed against design, price and other criteria specified in a development brief.

· Proposals can also be submitted to the implementing bodies by property developers or end users interested in the development of a specific property. Where the property is within the ownership or control of a private developer or end-user and where therefore the use of a public tendering procedure for selecting the proposals is not possible, proposals submitted by a developer or end-user are appraised by the implementing bodies against programme rules in order to decide whether to grant the aid or not.

For the purpose of implementing this scheme, projects can be classified into two categories:

· They can support speculative developments. In these cases, aid is given to the developer who initiates the project. The developer is free to rent or sell the premises thus subsidised. In each case, an independent Chartered Surveyor will ensure that the price charged by the developer is set at normal market levels.

· They can also support bespoke developments for known end users. In that case as well, aid is directly paid out to the developer who undertakes the work. 

Grants for the selected projects will generally be made only on condition that all development expenditures are competitively tendered, where applicable in accordance with the EC public procurement regulations. Where competitive tender is not possible, independent Chartered Surveyors will verify that the costs do not exceed market levels. 

In each case, funding of a development project under the notified scheme is conditional on its falling within the definition of “initial investment” contained in Article 12.1 of (EC) No 800/2008 and on this investment being maintained for a period of five years, or three years in the case of SMEs located in Assisted Areas. The right for the granting authorities to seek repayment in full will be stipulated in the event of breach of the conditions of an award.

Aid will only be provided in situations where there is evidence of a market failure. Market failures may include situations where the estimated development costs of the property exceed the estimated value on completion (externality) or, where uncertainty in forecasting future market outcomes prevents property development.

The beneficiary must provide a financial contribution of at least 25% of eligible project costs, either through its own resources or by external financing, in a form which is free of any public support.

Scope of the scheme

The scheme will operate throughout Scotland. 

Within Assisted Areas, the scheme will provide scope for firms of all sizes to undertake both speculative and bespoke property developments. 

When operating outside the areas covered by the Assisted Areas Map, aid will be limited to speculative development projects in which the developers are SMEs and to bespoke development projects by all sizes of firms where the end-users are SMEs. In the specific situation in non-assisted areas where the grant exceeds the gap funding amount established by a Chartered Surveyor, both the developer and the final user shall be an SME. 

Eligible costs

Eligible costs under this scheme will be the price of the land, the cost of construction and infrastructure, the finance charges, the development fee and professional fees (such as legal expenses, design fees) when directly and exclusively related to the project.  A development fee is not permitted where the developer is the owner or occupier of the property or land. Prior to any offer of aid, an appraisal of the estimated costs will be made on behalf of the granting authorities by a Chartered Surveyor who is independent of the beneficiary.

Instruments or forms of aid

All aid will be transparent as stated in Article 5 of (EC) No 800/2008.

Aid for property development projects funded under this scheme will take the form of the following  instruments:

· Development grants

The development grant will be a “gap funding” grant sufficient to allow the project to proceed under market conditions. The maximum award for any project will normally be the gap between eligible costs and the estimated market value.  In all cases the award shall not exceed the relevant aid intensity ceilings calculated against the eligible costs.  In the case of large firms undertaking bespoke developments for Small or Medium sized firms in non-assisted areas the maximum award shall always be limited to the gap between the eligible cost and market value.   

· Subsidised loans and interest rebates
Assistance for a project may also be in the form of a subsidised loan, provided by the implementing bodies or in the form of an interest rebate for loans provided by commercial lenders. In the latter case, aid is subject to an independent accountant’s certification that the commercial loan is on the best market terms available to the borrower. The cash grant equivalent of any investment aid given in the form of a subsidised loan will be calculated in accordance with the Guidelines on regional aid. Aid can be made available to meet part of the developer’s loan interest during the period when the property remains vacant or unsold.

· Development financing aid
This instrument will be in the form of a conditional grant or guarantee, provided in situations where financing for a project is not available because of uncertainty about the short-term prospect of securing an occupier for the completed development. The maximum amount of aid will not exceed the equivalent of the cost of financing a two to three year rental void period and will not exceed the applicable aid intensity ceilings.

· Development services
The implementing bodies may procure services to support a property development project without charge or at lower than cost. The aid is the difference between the cost of the services and the amount charged, and is subject to the relevant aid intensity ceilings for investment aid and SMEs, expressed as a percentage of eligible initial investment costs.

Maximum aid intensity

Each award will respect the relevant aid intensity ceilings stipulated in Articles 13, 15 and 26 of (EC) No 800/2008.

Aid will be calculated as a percentage of eligible expenditure. The aid intensities shall not exceed the following limits.

	
	
	Size of Enterprise:

	
	Area
	Large
	Medium
	Small



	1.
	Statistical Effect Areas (Highlands and Islands)
	30%
	40%
	50%

	2.
	Article 87 (3) (c) areas – Group (a) below
	15%
	25%
	35%

	3.
	Article 87 (3) (c) areas – group (b) below 
	10%
	20%
	30%

	4.
	Non Assisted Areas  
	-
	10% 
	20% 


	(a).
	Wards designated as Assisted Areas within Clackmannanshire, Dundee City, East Ayrshire, East Dunbartonshire, Falkirk, Fife, Glasgow City, Inverclyde, North Ayrshire, North Lanarkshire, Renfrewshire, South Lanarkshire, Stirling and West Dunbartonshire.



	(b)
	Wards designated as Assisted Areas within South Ayrshire.


Sectoral Restrictions

The scheme shall apply to all sectors of the economy with the exception of the sectors referred to in Article 1 (sections 3 to 6) of (EC) No 800/2008 and will primarily be aimed at the property development sector, but may be used to aid bespoke property developments for companies in other sectors. The scheme will not apply to the following sectors:

· Fisheries and aquaculture

· Shipbuilding

· The coal industry

· The steel industry

· Synthetic fibres

· Activities linked to the primary production of agricultural products as listed in Annex 1 of the Treaty

Maximum Thresholds

The scheme will abide by the individual notification thresholds as per Article 6 of (EC) No 800/2008.

Cumulation

Article 7 of (EC) No 800/2008 applies. Aid exempted by the GBER may be cumulated with any other aid exempted under this regulation as long as those aid measure concern different identifiable eligible costs.

Aid exempted by the GBER shall not be cumulated with any other aid exempted under (EC) No 800/2008 or De Minimis aid (EC) No 1998/2006 or with any other community funding relating to the same – partly or fully overlapping eligible costs if such cumulation would result in exceeding the highest aid intensity or aid amount applicable to this aid under (EC) No 800/2008.

Incentive effect

Article 8 of (EC) No 800/2008 applies.

� For the purpose of arrangements to be approved by the Scottish Executive in accordance with Section 4(1) (e) and (f) of the Enterprise and New Towns (Scotland) Act 1990, all Scottish Enterprise activities in relation to the provision of sites and premises, whether carried out directly or by others, are to be undertaken within the Scottish Property Support Scheme, with the exception of projects which are subject to another scheme approved by the Scottish Government.


� For the purpose of these operating guidelines, the term “industrial or industry” has the meaning assigned by Section 36(1) of the Enterprise and New Towns (Scotland) Act 1990 and “property” includes both land and buildings.


� Wholly competitive procurement may be accepted to be impracticable only where applicants have long-established working relationships with building contractors, professional advisers and suppliers, and are not willing to proceed with an investment unless they are able to work through their established relationships. Within the constraints of such relationships, much of the cost should remain subject to competitive procurement through the use of sub-contract arrangements.


� Facilities that are standard features of a building e.g. lifts, heating and lighting systems, etc., or are suitable for a range of potential occupiers, are permitted.


�  Provision of bespoke property for inward investment cases, must have the agreement of Scottish Development International.


� In certain circumstances, e.g. where a bespoke project is carried out by a property developer who leases or sells the completed development at market value, on an arm’s-length basis, the developer, rather than the occupier may be the aid beneficiary. In such cases, verification from an independent Chartered Surveyor that the disposal is at market value between unconnected parties is required.


� Where aid is given in a form other than capital grants, the gross grant-equivalent of the aid will be calculated in accordance with the rules set out in the Commission’s Guidelines on national regional aid.





� Grants will generally be made only on condition that all construction works must be competitively tendered, where applicable in accordance with the EC public procurement regulations. Where competitive tender is not possible or practicable, independent Chartered Surveyors will verify that the costs do not exceed market levels. Wholly competitive procurement may be accepted to be impracticable only when applicants have long established working relationships with building contractors, professional advisers and suppliers, and are not willing to proceed with an investment unless they are able to work through their established relationships. Within the constraints of such relationships, much of the cost should remain subject to competitive procurement through the selection of sub contract arrangements.


� Development fee is excluded where the developer (or an associated enterprise) is the owner or occupier of the premises or land and where the completed development is not sold or leased on an arm’s-length basis.


� As defined and assessed for “Development Grants”.


� Guidelines on national regional aid paragraph 41.


� Grants for development financing aid may be conditional contributions (i.e. guarantees, rather than donations) relating to interest or equivalent financing costs. 


� Annex 1 of Commission Regulation (EC) No 364/2004 of 25 February 2004 amending Commission Regulation (EC) No 70/2001 of 12 January 2001.
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