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1
INTRODUCTION

This report documents the conduct and findings of a Learning Review of Scottish Enterprise’s involvement in the development of Phase 1 of the Life Sciences Innovation Facility (LSIF) at Aberdeen University’s Foresterhill Campus.
The Review was conducted during August and September 2009, involving representatives of SE’s Appraisal and Evaluation, Business Infrastructure and Life Sciences teams and the University of Aberdeen (UoA) Senior Management Team, Commercial and Estates departments.
The Review process consisted of:

· An inception meeting with the SE Evaluation Team executive;

· A document review by the Consultants

· Selective consultation with executives from SE and UoA
· A facilitated workshop session involving representatives from UoA and SE

· The production of this report. 
2
REVIEW PURPOSE
The Review was commissioned by SE to:
· interpret and test the economic development and market appraisals underpinning the project rationale for Phase 1 of the LSIF;
· identify issues arising in the design and development of Phase 1;
· assess the benefits delivered through the ultimate occupation of Phase 1 by a single tenant;
· identify the learning from Phase 1,investigate any continuing market failure in the provision of incubation space for life sciences businesses in Aberdeen; and 
· consider how any learning might be applied in the design and delivery of any proposed subsequent development on the Foresterhill campus.

In the course of conducting the review it became apparent that the process would also assist in crystallising SE’s corporate knowledge of the Phase 1 project given changes in personnel in the Aberdeen office, with recent appointments to the Business Infrastructure and Life Sciences teams.
3
PROJECT BACKGROUND AND IMPLEMENTATION
Based on our consultations and document review we have prepared a description of the evolution of Phase 1 of the LSIF which is summarised in the timeline in Figure 3.1.  The timeline was presented at the Review workshop and confirmed as an accurate record of the project evolution.

Our research suggests that the LSIF Phase 1 project first entered the formal SE appraisal process in April 2005.  At the review workshop it was stated that SE and UoA had been in discussion over the project since 2003, when an initial feasibility study into the provision of incubator space was conducted. The project completed its passage through the SE approval process in September 2007 with the submission and approval of a paper to SE Grampian Board following receipt of a report on tenders and a consequent requirement for increased contributions from SE and UoA.
The project benefits were assessed in the first SEGr Board paper in 2005 as the creation of 197 Full Time Equivalent (FTE) jobs and £10.4m p.a. of GVA by Year 30 of the project operation.  These benefits were re-stated in a revised approval paper submitted to SEGr Board in 2006 and were not amended by any subsequent SE approval paper for the project.
The evolution of the estimated costs and contributions to the project are detailed in Table 3.1.

	Table 3.1: Evolution of Project Costs and Contributions

	
	Contribution (£000)

	Contributor
	06/06/2005
	07/08/2005
	18/09/2006
	03/09/2007
	Δ 2005-2007

	SE
	1,600
	1,600
	1,600
	1,750
	150

	U of Aberdeen
	350
	350
	350
	450
	100

	NHS (site)
	350
	350
	350
	350
	0

	Aberdeen CC
	-
	300
	300
	300
	300

	Total Cost
	2,300
	2,600
	2,600
	2,850
	550


Costs, and consequent levels of contributions increased at two identifiable points in the evolution of the project.  
In August 2005 approval papers identified an increase in cost as a result of the requirement to remediate the site for the project. This additional cost, assessed at £300,000, was offset by a commitment of funds from Aberdeen City Council, which, until this point had not been identified as a partner in the project.

In September 2007 costs were reported to have increased a further £250,000 following receipt of tenders for the work.  Given the period which had expended between the original cost estimate in 2005 and the tendering process this is not unexpected, particularly as the Aberdeen market had experienced capacity issues and significant building cost inflation over this period.

The University of Aberdeen took over budgetary responsibility for the project in the course of the approval process with the design team contracts novated from SE to the University.  This was to accommodate changes within SE as a result of the introduction of Resource Accounting processes. 
Consultations with the project manager suggested that the process of implementation ran smoothly and that completion was achieved on time and within budget.

In October 2007, during the implementation of the LSIF project, one of the anchor tenants identified in advance of completion, Haptogen, was acquired by Wyeth, a global pharmaceuticals company. Wyeth expressed interest in maintaining a presence in Aberdeen, but had other location options available to them in Europe.  Discussions with the company suggested that a bespoke fit out of the LSIF for single occupation by Wyeth would be central to their continued location in Aberdeen.
The arrangements for fit-out and single occupation were agreed between the parties in January 2008, allowing Wyeth to take occupation of the LSIF in October 2008.
4
PROJECTED AND OUT-TURN BENEFITS
Clearly there are likely to be variations in the quantifiable economic benefits delivered from single occupation of the LSIF by a global pharmaceuticals company over an initial 10 year lease, and those than might be delivered from the incubation of a number of businesses over the lifetime of the facility.
In essence, following single occupation by Wyeth, the building is no longer an incubation facility but takes the form of bespoke accommodation for an inward investing company in the Life Sciences sector.
The net economic impacts from the LSIF as originally conceived were assessed in 2005 at Years 1,5,10,20 and 30.  The table detailing these benefits is reproduced below:

	Net Economic Impact (Years 1,5,10,20,30)

	
	
2006/07
	2010/11
	2015/16
	2025/26
	2035/36

	Cumulative Employment (ftes, at year end)

	Grampian
	8
	39
	133
	242
	351

	Scotland
	9
	43
	146
	266
	386

	Cost Per Job (£, at year end)

	Grampian
	203,001
	40,600
	11,941
	6,548
	4,511

	Scotland
	184,577
	36,915
	10,857
	5,954
	4,102

	Annual GVA (£m)

	Grampian
	0.2
	1.2
	3.9
	7.2
	10.4

	Scotland
	0.2
	1.1
	3.7
	6.8
	9.9


These figures were quoted in the original SE approval papers as amounting to £10.4m of GVA p.a. by Year 30 and a net additional FTE employment level of 179 FTEs at the Grampian level and 197 FTEs at the Scottish level.
This analysis reflected the incubation capacity of the LSIF by assuming that, from year two, two tenants per annum would graduate and free up 120m2 of space for new companies to occupy.

This incubation function will not occur under the current occupancy of the facility.
The current number of Wyeth employees accommodated in the LSIF is estimated at 40.  This is in line with the potential total occupation of a facility of 1,000 m2 assuming one FTE per 25m2 of floor space and is in line with the assumption of 1 FTE per 20m2 of floor-space made in the appraisal of the multi-occupancy facility.
We further understand that this gross employment figure is unlikely to significantly increase whilst Wyeth remain in occupation as they have advised the University that the building does not have capacity for additional employees.

Estimation of net additional employment and GVA from the Wyeth occupation is less straightforward.  The company acquired by Wyeth (Haptogen) had latterly indicated interest in occupying up to 50% of the LSIF.  However, following its acquisition of Haptogen, Wyeth considered re-location of this division to an alternative base in Dublin, Ireland.  We therefore consider it appropriate to compare the economic impact of the LSIF as originally appraised (including occupation in part by Haptogen) with final occupation by Wyeth as a sole tenant  making a location decision based on the alternatives then available to them.  Our assumptions for assessing the economic impact of the current occupation by Wyeth are:

· Total gross employment of 40 FTEs housed in the LSIF.
· GVA per employee of £45,281 for the sector in Scotland, as suggested by SE for LSIF2 Appraisal. 

· No deadweight – Wyeth business unit would have located outside Scotland in absence of the LSIF facility.
· Displacement of GVA and FTE of 10% reflecting impact on factor markets.
· Leakage of 20% of GVA, reflecting returns to investors outside Scotland. No leakage of employment.

· No substitution effects (Wyeth did not acquire Haptogen to secure access to subsidy).
· Combined indirect and induced multiplier effects at Scottish level of 1.74 for GVA and 1.67 for Employment reflecting Scottish Input-Output table values.

Adopting these assumptions generates the following estimates of economic impacts at the Scottish level for the current occupation of LSIF1 by Wyeth:
· Net Additional Employment: 60 FTE Jobs

· Net Additional GVA £2.27m p.a.
These compare with the LSIF1 appraisal estimates at the Scottish level of 

· Net Additional Employment: 197 FTE Jobs
· Net Additional GVA p.a.: Year 1 £0.2m: Year 5 £1.2m; Year 10 3.9m; Year 30 £10.4m
The comparison demonstrates the importance of tenant turnover in generating increased levels of net additional employment and GVA from the facility when operating as an incubator.
However, if we assume that Wyeth remain in occupation of the LSIF until the expiry of their initial 10 year lease of the facility then comparison of the Net Present Value of the annual GVA generated is more illustrative.

· NPV of GVA Years 1-10: – Wyeth:
 
£18.90m

· NPV of GVA Years 1-10: – Incubator: 

£13.05m

This analysis suggests that, on the basis of the foregoing assumptions the NPV of GVA generated by Wyeth’s occupation of the incubator facility is 45% higher than that of the LSIF operating as an incubator.  

After Year 10, assuming vacation of the facility by Wyeth, it would be possible for the facility to revert to operation as an incubator, although generation of benefits anticipated at appraisal after Year 10 would be delayed as the facility established momentum and throughput of companies.
Overall we would conclude that, in quantitative terms the economic benefits from occupation of LSIF by Wyeth have the potential to exceed those anticipated for the operation of the facility as an incubator during the first 10 years of occupation in terms of GVA to the Scottish economy.


However, this assessment (and the original appraisal of LSIF operating as an incubator) does not take account of any potential benefits from the future expansion of businesses created as a result of the existence of an incubator facility.  This is the means by which the important medium to long term economic impacts of the incubation process are delivered.  At present the foundations for the delivery of these longer term benefits are not being established as a result of the occupation of the LSIF by Wyeth.  However, there are significant, if less quantifiable, benefits to the establishment and future development of the pharmaceuticals and biosciences sectors in the North East and Scotland as a result of the Wyeth location decision and commitment to Aberdeen.  In time this will further encourage innovation in research and commercialisation in the city and may well contribute to a more effective incubation process going forward if suitable facilities are available for spin out businesses.
5
TRANSFERABLE LEARNING
The workshop session with SE and UoA staff was organised around a series of topics identified through consultation and document review.
The workshop was focussed on transferring learning between the partners and on identifying learning which would benefit:

· The planning and implementation of any subsequent phases of the LSIF.
· The planning, appraisal, funding and implementation of other innovation facilities.

A copy of the agenda for the session is provided at Appendix 1 to this report.
Comments made in the course of the session were not attributed to individuals, however an anonymised transcript of the session has been prepared and is included at Appendix 2 to this report.
The key leaning points from the session were:

· It had been useful in planning and specifying Phase 1 of the LSIF to bench mark the project with other similar facilities. This established that: 

· Location was very important to the success of the project. Specifically, proximity to the university facilities is important for companies and easy access to the commercial centre, important to their employees. 

· There can be problems in providing for succession of tenants and ensuring the facility fulfils the role of incubator on a permanent and ongoing basis.  
· The University of Aberdeen is developing mechanisms to move tenants on from the Phase 2 incubator as they expand. They are also considering factoring out rental collection from tenants of this facility to establish an arms length relationship and avoid conflicts of interest where the university is both an investor in, and premises provider to, the business.  This will also assist in application of policies to encourage tenants to move on from the incubator as they grow.
· Designing flexibility into the building structure is vital. The provision of capital intensive communal facilities such as autoclave and wash-up areas is important in attracting and servicing tenants.  However fit out of individual units should allow each company to adapt the space to its own requirements. This basic fit out needs to be factored in as part of rent. 

· Any proposals for the second Phase of the LSIF could be based on a facility twice the size of Phase 1 building currently occupied by Wyeth. This was the intention if Phase 1 had been fully occupied. The scale of Phase 1 reflected a conservative interpretation of demand by the partners given the un-tested nature of the market at that time.
· Time delays increase costs. Managing the project through one organisation speeds up delivery, thus governance issues needs to be determined early on and this requires trust between the funding partners. The experience of delivering Phase 1 provides the University with the experience necessary to specify and implement the Phase 2 facility.
· Good communications between partners is important – particularly where organisations have a number of divisions involved in the appraisal and delivery of the project.
6
CONTEXT AND IMPLICATIONS FOR FUTURE PHASES
UoA has progressed the planning of a second building at the Foresterhill campus which is configured to operate as an incubation centre.  In the period since the completion of LSIF Phase 1 they consider that the  potential demand for purpose built life science incubation space has continued to grow.  They anticipate this demand will further increase with the relocation of the Rowett Research Institute to Foresterhill and the potential accommodation requirements of new and existing spin-out businesses from the Institute.
The UoA have identified potential existing demand for LSIF Phase 2 accommodation totalling 10,700 ft2 from .  The potential occupancy of individual tenants ranges from 100 ft2 to 4000 ft2.  On the strength of this identified level of potential demand, UoA have specified the second phase of the LSIF at 20,000 ft2 gross internal area – delivering 18,000 ft2 of net internal areas for let to tenant companies.  Based on the identified current requirements UoA anticipate 75% occupancy of the Phase 2 facility soon after completion. This level of occupation is considered optimal in terms of initial viability and the maintenance of headroom for tenant company expansion and new spin out accommodation.
Based on the assumption of 1 gross FTE per 250 ft2 occupied, the Net Economic Impact of the Phase2 LSIF over a 25 year modelling period has been assessed at 196 net additional FTE jobs with Net GVA established at £4.0m p.a. from Year 4 onwards.
The assumptions made in calculating the Net Economic Impact of Phase 2 vary slightly from those used in the assessment of Phase 1.  Gross employment density is assumed lower in Phase 2 (1 FTE per 250ft2 compared to 1 per 200ft2 in Phase 1).  There are also slight variations in assumptions on deadweight, displacement, leakage  and multipliers.
The model also assumes that, in each year after reaching mature occupancy at Year 4:
· One start up tenant company fails;

· One start up company tenant graduates to larger premises in LSIF2; and

· One growth company tenant graduates to larger premises outside LSIF2.
Together these changes lead to a net annual increase in additional employment of 6 FTE jobs.  

These assumptions demonstrate again the importance of the incubation effect and the requirement for succession management amongst tenants to provide headroom for new spin out  companies and growing companies.
In terms of the learning identified from Phase 1 we consider that the application of following learning is central to the success of Phase 2:

· Provision of flexible accommodation which can be configured to meet changes in the market and the requirements of growing tenants.
· Configuring and specifying units which strike a balance between provision of essential facilities and equipment and bespoke fitting out.
· Providing communal facilities and equipment which young and rapidly growing companies need to progress, but which they are unable to fund from cash flow.
· Maintaining clear communications between the LSIF investors and developers to ensure required resources are approved and released in line with market demand and capacity for implementation.

· Putting in place appropriate and effective project governance to allow efficient procurement and management of the facility.

· Providing, through communal facilities and tenant relationship management, opportunities for tenants and others on the Foresterhill campus to meet and realise synergistic benefits to their mutual advantage.
· The establishment of a policy to manage the succession of tenants through and from the centre to ensure sufficient headroom exists to maintain the incubation effect and tenant life cycle.
7
CONCLUSION

Our research has demonstrated that the LSIF Phase 1 has been successfully 
developed to a point where it is delivering significant economic benefits to the region 
and Scotland.  Clearly, whilst these benefits have been delivered in a way not envisaged in conceiving and appraising the facility, all of the project partners consider the decision to accommodate Wyeth to have been correct at the time and given the options available.  Moreover, the existence of Wyeth in LSIF1 is likely to enhance the potential for success of LSIF2.  It has also been demonstrated that the estimated economic benefits delivered from LSIF 1 in the first 10 years of occupation by Wyeth will exceed those estimated for its functioning as an incubator over this same period.
Research and feasibility assessments undertaken by UoA suggest a continuing and indeed higher level of demand for incubation space on the Foresterhill campus which it is proposed be addressed through the development of a larger LSIF Phase 2 facility.

All partners have recognised the issues which arose as a result of delays in securing all of the funding for LSIF1, and in particular the escalation in costs as a result of building cost inflation and supply constraints within the Aberdeen construction sector.  

UoA has demonstrated its ability to bring such a project in within time and on budget and has a clear view on how Phase 2 should be procured and managed.

The ongoing management and tenant succession policy of LSIF2 will be central to its delivery of economic benefit and, in time, the partners will need to give consideration to the supply of suitable premises for companies which graduate from this facility.
APPENDIX 1

WORKSHOP SESSION AGENDA

Project Review Session, Wednesday 2nd September 2009

12:00 – 14:00 

Venue

University of Aberdeen

Committee Room 2, University Office, Regent Walk

Introduction and Purpose

This session has been arranged by SE to review the implementation of the LSIF project from conception, through appraisal, to completion.  In conjunction with the University of Aberdeen, SE is seeking to capture the transferable learning from the project for application in future phases of the LSIF and in the appraisal and implementation of similar projects elsewhere.

The session is to be facilitated to assess the processes and outcomes in delivering the project and will be relatively informal, focussing on the positive learning from the successful implementation of Phase 1 of the LSIF.

It is anticipated that the session will move on to consider the case being prepared for the development of the second phase of the LSIF, verifying the continuing economic and market failure rationales for Phase 2 and considering direct application of process learning from the Phase 1 implementation. 

Attendees are invited to come to the session with an open attitude informed by their knowledge of, and experiences from, delivering the LSIF and similar projects. 

The session facilitators will begin the session with a short presentation on the key stages in the evolution of Phase 1 of the LSIF.

An agenda for the session, identifying particular areas for discussion is attached – but discussion of other aspects of the project and future phases will be encouraged. 

The findings from the session will be written up and circulated to attendees as a record of the session and will include a series of learning points.

Agenda and Proposed Topics for Discussion
Part 1 - Learning from Implementation of Phase 1 (12:00 – 12:50)
Introductory Presentation 

Re-visit economic appraisal – are employment and GVA benefits predicted for Year 30 of multi-occupancy facility likely to be achieved by Phase 1 and single occupancy by Wyeth?

Assess whether the Business Case justification for the project which informed the investment decision was realistic given experience in delivery.
Re-visit appraisal and approval – changes in the total costs and contributions – what were the main reasons for these?

Time expired between original approval and award of contract (31 months) – what caused this and how can this be avoided in future?

Communications between the parties over the period of project development

What learning gained from the implementation and fit out phases may be valid for Phase 2?

Lunch and Part 1 Feedback (12:50 – 13:10)
Part 2 - Establishing the Business Case for Phase 2 (13:10 – 14:00)
Is the original market failure still valid and is an incubator facility still a valid intervention?

What market information and intelligence suggests that market failure continues to exist?

How is information on potential demand influencing the scale and configuration of Phase 2?

What are the anticipated economic impacts for Phase 2 and should, these be adjusted to reflect the recession?

What are the proposed arrangements for the ownership, governance and day-to-day management of the facility?

Is there an expectation of, or capacity for, further phases of the LSIF?

Is there an expectation of market adjustment and is public sector investment in the LSIF anticipated beyond Phase 2?

What information does SE require in order to consider any contribution to Phase 2 (including waiving any right to future income)?
APPENDIX 2

TRANSCRIPT OF 

WORKSHOP DISCUSSION

Discussion on Life Sciences Innovation Facility, Foresterhill Phase 1

  September 2nd Regent’s Walk, Aberdeen University

Present:

From SE 

Malcolm Greig, SE Appraisal Life Sciences

David SE Industry Delivery

Lorraine Wildblood SE Infrastructure

From University of Aberdeen

Professor Stephen Logan, Senior Vice Principal

Professor Dominic Houlihan, Vice Principal , Research & Communication

Professor Neva Haites, Vice Principal and Head of College of Life Sciences and Medicine 

Dr Liz Rattray  Deputy Director Research and Innovation

Calum Proctor, Project Manager, LSI 1

Notes on format

Bold = questions posed by MWC

Italics = responses from SE

Other = responses from UA

Background as described by UA for benefit of new SE members

There had been internal discussions concerning the concept of developing accommodation for life science companies housed in the university, before 2005. A feasibility study was done in 2003 looking into the requirement of an incubator facility in the city.

Funding for phase 1: 0.3 million from Aberdeen city council for land remediation of the site as part of the city’s commitment to economic development.

The contract was signed with Wyeth in Jan 2008 and they were in occupation by Oct 2008.

Originally, phase 1 project was run through SEG, but they decided they couldn’t do it anymore (balance sheet liability), so it was handed over to the university to run with funding from SEG. In between deciding to do it and SEG handing it over, there had been a long delay in progress when the project had been handed to SE centre.

There were no difficulties in local communications as SEG were in the same position as UA, since SE had taken over such projects.

In May 2005, the team got their contribution from the university management group. The money sat around for a while which could have caused bad feeling amongst other departments who could have used it, but this did not happen.

Because the project stalled, the university did lots of work with accommodating spin off companies internally.

Haptogen wanted high quality lab facilities to attract investors and UA wanted to keep Haptogen in the NE. Don’t think any companies were lost from the Aberdeen because there was no accommodation, but the university lost them from their accommodation and lost potential links.

The handover of the project from SE to UA went smoothly, but getting  money spent in time was a problem given the delays caused by SE. The city council money needed to be spent because the government was going to take it back if it wasn’t. Had to accelerate parts of the project.

Because of the delay in the project, the costs increased. Once the job had gone to tender, the proposal went before the SE Board and the UMG and went smoothly, although UA had to put in more than their share of the increase in costs. Discussions with SEG went well and additional contributions were secured. Both UA and SEG wanted project to happen.

Discussions required for SE around branding and rent and running of facility went nowhere – time wasted as far as UA concerned. UA ran it so discussions irrelevant. Same happened in Dundee. Single ownership makes things easier.

Description of Physical Delivery

Building had been designed flexibly and this was very important. Movable walls allowed companies to expand and contract as they needed to. UA looked at other units being constructed. Planned on 8 units per building but then got Wyeth as a tenant and their requirements took over. Wyeth wanted more and more space and a self fit which superceded what UA were going to do (basic walls, communal wash-up and autoclave).

All parties worked well together. SEG still involved to check the building was still true to the spirit of their investment.

There was never any discussion on whether to build Wyeth a bespoke facility and leave LSI1 as it was intended. Instead, UA wanted to start phase 2 as soon as possible. The tenant had secured the success of LSI1.

UA perceived signals from SE that there was no more capital to build phase 2.

Economic benefits of Wyeth ?

An economic impact of all spin out companies in Scotland was done in 2006-07 in terms of employment but this hasn’t been updated. A report has been done by Biggar Economics which is being discussed at the UMG on Monday. They have looked at the impact of this project on the whole of Scotland and in Aberdeen. (20% of 11,000 jobs at UA are involved in commercial activity, so could calculate impact of university from this but it may be biased) Wyeth has not been asked for data on employees yet. UA don’t use GVA in its reckonings.

The LSI1 was designed to employ 60 staff. Wyeth currently have about 40 but want to increase to 60.

Wyeth fit out has contributed to value of building. 

Wyeth was a very important presence at Foresterhill in terms of prestige for the university, attracting other such companies to the north east and potential academic interaction with Wyeth such as facilitating studentships.

UA are committed to commercialising university. Growing small companies is vital.

LSI1 was brought in under budget and has 70-80% occupancy which breaks even.

UA are not an economic development agency but have a huge economic impact and need SE’s experience. Funding Council don’t fund this kind of activity.

Need for these facilities?

The proximity of Wyeth to the university is vital to UA. The Rowett is moving to Foresterhill soon. Anticipate demand from Rowett spin-offs.  Proximity is important to other small companies.

There is plenty of space on site for larger development and ACC funding paid for all land to be cleaned up.

Would private sector do phase 2?

Project designed with 2 phases and need phase 2 to get more companies in to achieve SE reason for funding. Phase 2 has always been on the cards from 2005.

There is a governance issue with phase 2. We need to decide who runs it early on and this needs trust. Can’t wait for cycles of board meetings in 2 organistaions. With 1 manager, things are much quicker.

UA now have experience of whole process, so things will be quicker anyway.

UA did benchmarking with other facilities in Dundee and Edinburgh. This information was shared with SE. Emphasised that location was very important. Academics location to other academics and for other staff, need good links to shops etc which Foresterhill has.

If another Wyeth came along when doing LSI2, would UA go for it again with  a single tenant? 

Yes. Would have to re-think internal university space to accommodate smaller companies.

Important to form links with Wyeth to keep them here. We would need to provide an LSI3 for expansion of Wyeth into intelligent production (mass production would be done overseas).

How do UA aspirations fit with SE’s?

It’s a work in progress, SE have not had big aspirations for the North East as a site for Life sciences. We need to sell the North East to them.

SE: is an incubator the right thing to build if medium to large sized companies make a demand?

Need both. We don’t have bigger companies lined up yet. Some will come from growth of small companies, but haven’t met the need for these yet. Could lose small companies if they have no space to grow into.

Why did Wyeth come?

Building, academic base, good deal, competitive costs, but building is key. There are incentives to keep them in Aberdeen.

Wyeth could have gone to Dublin, their second choice, but they chose Aberdeen.

Is the original market failure (ie lack of incubator space) still here in Aberdeen? Are there still as many small companies needing such space?

There are more companies now. The Rowett has 4 or 5 new companies, the university have generated more spin outs, one to two a year since 2004. There is another company at the science park which may wish to move closer to the university.

Is any of phase 2 pre-let?

We believe there is sufficient demand to fill 75% at commercial rents. The university encourages the move from university property to incubator units. The Rowett can’t house commercial enterprise in either the old or the new building. These companies can be directed to the incubator unit too. There is a company at SAC which wants to come back from Craibstone.

With the life sciences and the new dental school there are more opportunities. There are no anchor tenants yet but some companies will need to move and they are feeding in their space requirements.

We would wish to build phase 2 at twice the size (20,000 sq feet with 18,000 sq feet usable) and 2 storey.

Is there a policy for succession?

The learning from Dundee and Edinburgh shows it is a problem to get tenants to move on from incubator units. We know we need to manage this, perhaps through ramping rental values. There are space issues.

We have looked at a model with 3 rental stages and at having an anchor tenant and other small units. We’ve worked on the basis of SEG policy of attracting rentals.

Have you done a demand analysis for phase 2?

Yes. We’ve looked at 75% occupancy and 60% occupancy without Wyeth taking extra space. 75-80% occupancy is break even. We want some expansion room for companies needing more space and we want to have the capacity to allow people to come in.

SE recognise the need for strong growth of small companies. What is the impact of no incubator space on these companies? Is this stopping growth?

We may not want the responsibility of collecting rents, so we’ve looked at factoring it out. Being at arms length is useful.

We are cautious about another single occupancy despite our previous good experience.

Single occupancy could go to science park.

What is the current state of discussions on phase 2?

The university has not formalised any financial arrangements, things are still in early stages. The university has outline commitment but no detail for funding.

The university is seeking clarification from SE re their contribution. SE may forgo rent on phase 1. We are scoping ACC for a capital contribution.

A feasibility study has been completed for phase 2 (Biggar Economics) looking at demand and economic impact and GVA and the university is not planning on doing any further studies.

In the SE paper there was a statement that there were no state aid issues from phase 1.

Discussions are at an early stage. More companies need incubator space, but are their needs the same as companies 4-5 years ago?

Most are biological companies who all want the same kind of space: a central communal core with autoclave, wash-up. There are some instrumentation companies, but most are biological companies.

University has equipment that commercial companies use, so the Foresterhill site is valuable for sharing equipment.

Need to keep the companies at arms length to avoid over support.

Is the Science and Technology Park an appropriate location for larger companies to move on to?

The science park is all energy companies. We need a cluster for life sciences companies there. This needs to be part of a 30 year growth plan.

By committing to the incubation centre and Wyeth, SE imply a larger place will be needed in the future for these companies to move on to. Let’s plan for 10, 20 30 years hence for the life sciences.

We need the Council on board too.

We got one big company to come here (Wyeth), we need to exploit this.

Is Wyeth’s facility good? Do they want something bigger?

They would want something bigger in the future. Pfizer is taking them over and will want to stay here initially. Pfizer need a biological input. Wyeth will be here for 5-10 years anyway.

Could you build for Wyeth and release Phase 1 back to incubator companies?

Yes. But Wyeth has spent a lot on the fit-out.

Are communications flowing?

One member of the University group is on the SE Board and finds this very helpful to communicate UA position.

Can use capital and recurrent money to grow life sciences.

Are there any other comments?

What is the timescale of what happens next? We don’t want a long time delay as happened last time. How far away are SE from decision-making process? We’re talking to UA and ACC.

Single approvals on the infrastructure budget take 2-3 weeks for approval. But you are looking at months not weeks.

Waiving of rentals is not an issue but additional capital expenditure is an issue. Phase 1 has not done what it was supposed to.

There are different benefits which need to be quantified. Some benefits are non-quantifiable. UA would consider phase 1 a success. There is concern about linkage between outcome of phase 1 and the impact on phase 2. How does SE view this?

Agree. There are non-quantifiable benefits which are very important.

Wyeth are an anchor tenant for phase 1. Single tenancy would not have been a problem if phase 2 had followed phase 1 immediately.
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