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1
INTRODUCTION

This evaluation was commissioned by Scottish Enterprise (SE) in May 2009 and conducted by MWC (the Consultants) during June 2009.  The evaluation was required to consider the effectiveness, efficiency and economy of the current provisions for property asset management and, informed by these findings, consider options for best value delivery of PAMS in the five year period following expiration of the current service provider contract.  PAMS are currently provided to SE under contract by a third party service provider (Colliers CRE) with the contract due to expire in June 2010.

The evaluation brief is attached at Appendix A.
In the remaining sections of this report we present:
· The Scope and Purpose of the Evaluation and the research process.

· The findings from our document review and consultations

· Options for the future provision of the PAMS
· A Preliminary Appraisal of these Options 
· Our conclusions and recommendations on implementing a preferred option
2
EVALUATION SCOPE, PURPSOSE AND PROCESS
2.1
Evaluation Scope and Purpose
The evaluation was required to consider:

· The value for money delivered by the current PAMS provider measured in terms of its economy, effectiveness and efficiency.

· Options available to SE for future procurement of PAMS given:

· Foreseeable changes in the scale and type of services required in the period between 2010 and 2015; and

· A requirement to secure best value in providing all aspects of the property asset management service.

The evaluation should provide SE with the information necessary to identify a preferred method for the management of its property assets in the period 2010-2015.

2.2
Evaluation Process

.
The Review was conducted in three stages.  

· Stage 1: 
Inception and Document Review
· Stage 2: 
Consultation Programme and Service Specification
· Stage 3:
Option Appraisal and Reporting
The main tasks undertaken in each of these stages are summarised in the following sections.

2.3 
Stage 1: Inception and Document Review
At the inception meeting the Consultants received advice and guidance on the current service provision and performance over the period since 2005. This provided important context to the consultation process and confirmed the emphasis on identifying the options for future service provision rather than undertaking a critical assessment of the current service providers.
The Consultants received feedback on the draft consultation topics previously provided and alterations were incorporated in the topic guides for both client and service provider consultations and included at Appendix B   A minute of the meeting was prepared by the Consultants and forwarded to the client.
In the period immediately following the inception meeting, and in the course of conducting consultations, the Consultants were also provided with the following information and documents:

· The Invitation to Tender and Contract Document for the Current Service Provision 
· A sample monthly report from the service provider to SE on portfolio performance and management issues
· Summary information on the structure of the portfolio and its performance 

2.4 Stage 2: Consultation Programme and Service Provision 
With assistance from the client, the Consultants accessed diaries to arrange a programme of 5 face to face consultations with SE executives who had either partial or continuous involvement in overseeing the management of the portfolio.  This programme also included executives with responsibility for legal and procurement aspects of the service.
A group consultation was also conducted with the current PAMS providers (Colliers CRE) to provide insight to their organisation of the service provisions and explore particular issues which impacted on the management of the portfolio.  This consultation included the SE client relationship Director, Property Investment Management Director and the management executives responsible for provision of services to SE. 
Consultations were conducted using the agreed topic guides on a non-attributable basis to encourage candid expression of opinions and potential learning.  
2.5
Stage 3: Option Appraisal and Reporting
In this final stage of the report the outcomes from the document review and the consultations were synthesised to identify and appraise options and present recommendations for the future provision of PAMS.

3
DOCUMENT REVIEW AND CONSULTATION FINDINGS
3.1
Introduction

We have synthesised the consultation and document review findings to feedback learning on the following aspects of the SE Portfolio and the current arrangements for PAMS:
· Portfolio Characteristics

· Anticipated Changes to the Portfolio

· Core Service Specification
· Additional Service Specification 

· Management Information and Performance Measurement

· Resources 

· Contracting and Remuneration 

3.2
Characteristics of the Current SE Portfolio 
The most recently available data on the SE Portfolio (October 2008) provides details on the type, scale, location and value of the constituent holdings. Figure 3.1 presents an analysis by value of the portfolio.
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The greatest proportion of the portfolio, by value, comprises development land retained for future use for economic development purposes.  Science Parks comprise over one third of the portfolio by value, whilst the management intensive business centres represent only 3% of the portfolio, by value. 
Figure 3.2 illustrates the geographic location of the portfolio, by value.
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The West region contains 50% of the portfolio, by value, with the East region comprising just under one third.  The Grampian share of 12% is largely comprised of Aberdeen Science park.  The Tayside and South regions are, by comparison, less significant in their contribution to the value of the portfolio.   
Figures 3.3 and 3.4 provide further analysis of the geographic location of land and buildings by area.
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Analysis of land holdings demonstrates the significant levels of development land held in the West region, which also has the largest area of “non economic” land.  Land on Science Parks represents the greatest proportion of land held in both the East and Grampian regions.   
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Analysis of building area by type demonstrates greater parity between the East and West regions in relation to Science Park and Investment buildings.  The analysis also highlights the importance of Aberdeen Science Park, both in terms of the share of total SE owned science park building area and its share of total floorspace in the Grampian region. The dominance of Business Centre floorspace in the South region is also evident, with this region also having the highest proportion of Business Centre floorspace across the portfolio.
SE also provided us with information on the income and expenditure associated with the Portfolio and this is detailed in Table 3.1.

	Table 3.1: SE Portfolio Income and Expenditure Analysis 2008-09 (£m)

	Income
	
	Expenditure
	

	
	£m
	%
	
	£m
	%

	Rent
	8.4
	75.7%
	Recoverable SC
	3.9
	37.5%

	SC
	1.6
	14.4%
	Non-rec SC
	3.0
	28.8%

	Recoverable Exp.
	0.8
	7.2%
	Headlease Costs
	2.5
	24.0%

	Dilapidations
	0.3
	2.7%
	Prof. Fees
	0.4
	3.8%

	
	
	
	Direct Rec Costs
	0.4
	3.8%

	
	
	
	Assoc. Sales Fees
	0.2
	1.9%

	Totals
	11.1
	100.0%
	
	10.4
	100.0%


The analysis suggests that the portfolio generated a surplus of £700,000 on an income of £11.1m in 2008/09.  Non recoverable costs accounted for £3m of expenditure in this period.  The gap between Recoverable Service Charge expenditure incurred of £3.9m and Service Charge payments received in the period of £1.6m suggests a combination of vacancies and Service Charge debtors.
3.3
Anticipated Changes to the Portfolio
Our consultations revealed expectations that the portfolio was likely to change in the period running up to 2010 and beyond.  This reflected the reconciliation of the  historic characteristics of the portfolio (identified above) with the evolving response of SE to its client base of existing, new start and inward-investing businesses.
Changes which were anticipated included:

· The inclusion of fewer high value strategic sites within the portfolio

· Fewer isolated and non-strategic small sites 

· Potential use of the portfolio asset base to lever additional funds.
SE has identified a series of capital income targets from disposal of assets from the portfolio of £33m in 2009/10, £30m in 2010/11 and £29m in 2011/12. In total these disposals would reduce the value of the portfolio by £92m by 2012 – equivalent to a 43% reduction on the April 2008 value of the portfolio.  This would be counteracted  by any acquisitions but it is probable that the scale of the portfolio will be significantly reduced in the coming years, with implications for its future management.

We have sought to reflect these anticipated changes in preparing our portfolio analysis and in considering options for future management services provision.
3.4
Core Service Specification and Value
The specification of the services currently provided under the existing portfolio management service is formed by the invitation to tender issued by SE in 2005  and the subsequent response by Colliers CRE.  The Contract issued makes provision for a Service Level  Agreement (SLA) to be incorporated within the terms of the contract. 
 The Core services provided by Colliers CRE under the current provisions are:

· Rent Collection

· Tenant Liaison

· Debt Management

· Service Charge Management and Collection
· Rent Reviews (MOBs)

· Lease Renewals (MOBs)

· Marketing of available units (MOBs)

The total value of the core services procured by SE over the period since 2005 the annual service fees paid have averaged £269,000 with limited variations and a reversal of a moderate increase trend in the last full year of analysis.
3.5 Additional Service Specification and Value
SE may also elect to purchase additional services from the core service provider on a call-down basis at rates specified in the provider’s tender response.  Services available under the call-down provision are:
· Building Surveying

· Rent Reviews and Lease Renewals for SOBs

· Investment Agency and Asset disposal

· Marketing of SOBs

· Strategic Consulting

· Energy Performance Certificates (EPCs)
· Planned & Preventative Maintenance (PPM)
SE can choose to draw down these services at the tendered rates without recourse to further competitive tendering.  It has also re-negotiated rates below the tendered rates where market conditions allowed.
The total value of call-down services procured by SE over the period since 2005 is presented in Figure 3.5. 
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Over the period since 2005/06 call down service fees paid have averaged £110,000 and demonstrated a significant increase trend from 2006/07.

Figure 3.6 presents further analysis of the fees paid against service type under the call-down contract provisions.
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Analysis of services provided by value demonstrates the increasing levels of Agency services being procured which reflects the increasingly pro-active asset management approach being adopted.  It is also the case that SE has reflected changes in the market by re-negotiating downwards the call down fees quoted by the service provider in their original tender.  SE has also procured agency services from other providers over this period.
3.6 Management Information and Performance Measurement

Colliers CRE  provided us with a sample standard monthly report.  This is produced against a template which reports against the following standard headings:

· Marketing Report & Available Property Schedule

· Building Surveying Instructions

· Rent Review Update

· Minutes of Meetings with SE in previous month

· Income Report

· Expenditure Report

· Payment Performance Summary

· TBS Report 

· Property Inspection Reports

· Health & Safety Report

· Delegated Authority Summary

· Scottish Property Network Database Report

· Outstanding Colliers CRE Fees

· Rent Reviews and Lease Renewals

We  investigated the provision and presentation of portfolio management information with all of our consultees.  Client perceptions were that, currently, information on the portfolio was not as readily accessible as might be expected.  Requests for information beyond that presented in standard reports – for example to inform strategic asset management  decisions – were considered to take longer than expected to process. There appeared to be limited functionality in the database and/or its interrogation and reporting properties to facilitate bespoke investigation of  geographic areas or types of property.  

Client representatives acknowledged that expansive monthly reports were presented at meetings but that these were not comprehensive in their coverage with gaps in information on lease terms and other details relating to properties in the portfolio.  There was also a desire for a “dashboard” of KPIs for the portfolio providing regularly updated core data on portfolio performance which could be quickly assimilated and acted upon.
We discussed the extent to which the service providers were currently incentivised to reduce expenditure on the portfolio and to maximise occupancy levels on the MOBs where they were responsible for securing new tenants.  From the perspective of the client it was considered that there was no discernible incentive to fulfil either of these performance enhancing roles. It was further noted that an exercise conducted over the course of the last financial year, driven by the client had readily achieved over £750,000 of cost savings.

The service providers considered that, whilst there was no financial incentive for portfolio performance enhancement, professional standards and pride ensured they worked to maximise performance within available resources.  They also considered that with the availability of more resources for marketing, including for the provision of web-sites for the Science Parks and larger MOBs, they could secure greater levels of occupancy.  On-site representation on each of the MOBs was also considered essential to securing lettings, as many enquiries came from direct approach to representatives on site. 
3.7 Resources 

Our consultations with the client and service provider provided us with the information required to undertake an assessment of the human resources employed in the management of the portfolio.  This is presented in Table 3.2 below.
	Table 3.2:  Human Resources Applied to Portfolio Management

	Internal SE
	Current Service Provider

	Job Description 
	% of time
	Job Description 
	% of time

	Director of BI
	10
	Client Relationship Director
	20

	Property Asset Manager
	25
	Asset Management Director
	80

	Senior Surveyor
	100
	Surveyors (x3)
	100

	Property Manager
	100
	Facilities Managers (x6)
	100

	
	
	Receptionists (x4)
	100


Whilst we are not party to the remuneration offered for these positions we have consulted the most recent survey of RICS salary levels
 to arrive at an informed estimate of the resources applied by the service provider to deliver the service on the basis defined above.  This would suggest that total costs of employing the persons allocated to the SE service for the proportions of time identified by the service provider would be in the range of £275,000 to £325,000 per annum.  This figure does not include employee costs in delivering Call-down services.

We have also undertaken an assessment of the total costs of employing the SE executives with direct responsibility for the managing of the portfolio and, based on our consultations  have assessed the direct costs of their employment to be in the region of £120,000 per annum.
Taken together these figures suggest that the total costs of managing the SE portfolio under the current configuration of SE resource and third party service provider is in the region of £395,000 to £445,000 per annum.  In addition to this the value of call down services has averaged £110,000 per annum.
It should be noted that with the exception of the Service Provider’s Client Relationship Director and Asset Management Director the remaining staff are employed through a subsidiary company (Nile St Management) and are considered by the service provider to hold TUPE rights to continue in employment in the management of the SE portfolio.
3.9
Contracting and Remuneration

At the time of conducting this evaluation a formal  contract for the services had only recently been forwarded to the current service provider for final consideration and completion.  In the intervening period since successful tendering the client and service provider relied on the offer of services in the tender, and acceptance by the client, as forming the contractual basis for the provision of services.
The draft contract as provided to the consultants specifies the duties and obligations of each party and refers to the specification of fees in Schedule 4 to the contract. We do not, at this interim reporting stage, have a copy of the schedule which specifies the basis upon which fees payable are calculated (although we do have the recorded amounts of fees paid as analysed in Sections 3.4 and 3.5 above)
In the preceding analysis of core and call-down services we have presented data on the value of services procured.  Total fees received by Colliers CRE, over the period since their appointment in 2005, are summarised in Table 3.3.
	Table 3.3: Expenditure on Property Services - Core and Call Down 2005-2009 (£000)

	
	2005/06
	2006/07
	2007/08
	2008/09
	Total

	Core Services
	266
	287
	296
	226
	1075

	Building Surveying
	48
	23
	66
	53
	190

	Agency
	31
	33
	67
	89
	220

	Other
	3
	15
	-
	11
	29

	Total
	348
	358
	429
	379
	1514

	Core % of Total
	76.4%
	80.2%
	69.0%
	59.6%
	71.0%


Under the agreed Heads of Terms between Colliers and Scottish Enterprise the contract has an expiry date of June 2010 with provisions for extension by SE if required.  Consultation with SE Procurement confirmed that the Contract could be extended by up to 50% of time or value before a re-tendering was required.  The timescale for re-tendering from OJEU notice to appointment was assessed by SE as being up to 12 months. 
Extension is an internal SE procedure with a sign-off by SE Director of Procurement.

Given the foregoing it is possible for SE to extend the contract with Colliers to December 2012.  Given the timescales for re-tendering it would be prudent for SE to commence the tendering process by Autumn 2011, if it wished to proceed in this way.
4
OPTION APPRAISAL
4.1
Introduction
This section of the report presents our consideration of a series of options for the future management of the portfolio.  The option appraisal was conducted through a process which involved:
· Preparation of Outline Options for consideration by the client, informed by the consultation findings and analysis of the portfolio.

· Conduct of an Option Appraisal Workshop with the SE BI Team
· Further analysis of preferred Options identified through the Workshop proceedings
4.2
Portfolio Analysis Framework
To assist in the process of generating options portfolio analysis framework has been prepared which considers the potential management implications of key aspects of the components of the SE portfolio.  These aspects are:
· Draw on Management Capacity  – workload
· Draw on Management Capacity –  on-site representation
· Share of Portfolio Investment Value

· Strategic Contribution to National Economic Development

· Share of Current Portfolio Revenue Generation
· Call-down service requirements
· Recoverable Expenditure

There is clearly a strong correlation between strategic decision making on the portfolio and options for the future management of the portfolio.  We are not suggesting that decisions on the structure of the portfolio should be driven solely by potential future costs of holding (including management). However these could be a consideration where holdings with limited national economic development value have achieved their income potential and are management intensive.  
The completed framework is attached at Appendix C.  The process of populating the Framework and consideration of the results allows characterisation of the Asset Classes.  These are, by necessity, generalisations but it would be possible to apply the framework to individual assets where this was considered necessary.

Our conclusions on each of the Asset Classes are:

Science Parks

· Significant contributors to portfolio value

· Significant contributors to National Economic Development

· Management intensive and require on-site representation

· Only moderate levels of recovery on expenditure

Development Land

· Major contributor to portfolio value

· Potential for contribution to National Economic Development
· Low draw on Management capacity

· No recovery on expenditure

Investment Properties

· Not a significant contributor to portfolio value
· No significant contribution to National Economic Development
· Some draw on Management capacity, but most are single occupant.

· High levels of recovery on expenditure where occupied.

Business Centres
· Insignificant contribution to portfolio value
· Limited contribution to national economic development
· Management intensive and require on-site representation
· High levels of recovery on expenditure
Non-economic Land

· No contribution to portfolio value

· No contribution to national economic development

· Require management to comply with legislation and regulations

· No recovery on expenditure

4.3
Variables for Option Generation
Our review of the portfolio, consultations and experience of property management solutions in place elsewhere suggest that the following variables apply to the generation of options for the future procurement of the management of the SE portfolio.
· Balance of Public and Private Sector Service Provision (All public to All private)

· Location and extent of service provision (local to national)

· Asset Classes (All classes or individual classes)
· Range of services (Core service to full service)

These variables are not mutually exclusive – for example the public sector could directly provide core services for one class of asset and procure private sector provision of full service provision for another class of asset. In order to make the process of option appraisal manageable it was therefore important to identify a series of preliminary options and to use these to assess the potential for variations on these as alternative means of delivering that primary option.

Throughout the process of option generation it was important to confine the number of options to those which were technically feasible and which in line with overarching corporate policy.  For example, it would not, all other things being equal, be appropriate to suggest full service provision directly by the public sector in an organisation which was actively pursuing an outsourcing policy and/or reducing the level of direct employment.
It was expected that the process of appraising the Preliminary options would lead to the identification of a series of more tightly defined options for final costing and more extensive appraisal.

4.4
Preliminary Options for Future Delivery of Property Management Services 
In advance of the Option Development workshop, and informed by the review findings, the Consultants generated a series of preliminary options.  These were forwarded to the client in an interim report for consideration in advance of the workshop.  

A total of five preliminary options were presented in the interim report for consideration at the workshop.  It was anticipated that there might have been a series of sub options around each of these preliminary options with more subtle variations in the mix of services provided. In all cases, where reference was made to Core and Call-down services in defining the preliminary options, it was assumed that these services would be specified as in the current service provision.  There was also potential for alternative options to arise in the course of the workshop discussion.
The five preliminary options presented in the interim report and at the workshop by the Consultants were:
Preliminary Option 1:  Maintain provision on the same basis as is currently operated – Core Service provision and option for call-down services as currently specified through a single private sector service provider.

Preliminary Option 2:  Provide all core and call-down services using SE internal team resourced from current BI Team supported by SE Finance Team. 

Preliminary Option 3: Provide all core services using SE internal team and procure currently specified call-down services from a pre-qualified panel of private sector providers at tendered rates.
Preliminary Option 4: Segment portfolio. Provide core services to development sites and non-economic land holdings using SE internal team.  Procure Science Park and Business Centre core services individually on full service contracts to include incentivised provision of marketing services. Call-down services for other assets to be procured from a panel as per Option 3.
Preliminary Option 5:  Segment portfolio.  Provide core services to development sites and non-economic land holdings using SE internal team.  Procure all Science Parks  together on a full service single contract to include incentivised provision of marketing services.  Business Centre services procured on individual contracts for each centre with incentivisation for marketing services.   Call-down services for other assets to be procured from a panel as per Option 3.

In the course of the workshop the Consultants facilitated members of the SE Asset Management team in an assessment of the validity and achievability of these preliminary options. The attendees were also asked to identify any further options which might to be considered. 
4.5
Option Appraisal Criteria


To facilitate the review of the preliminary options the Consultants included a series of assessment criteria in the interim report. These were reviewed in the course of the workshop to facilitate appraisal of the Preliminary Options. The criteria, as amended and confirmed in the workshop were designed to assess the potential variation from the current service provision model and the extent to which each option provided for:
· Reductions in cost of the provision of management services to the portfolio

· Preservation or improvement of the management service level provided to SE

· Preservation or improvement of the management service level provided to tenants

· Reductions in the levels of expenditure incurred by SE in holding the portfolio
· Maximisation of occupancy levels within the Portfolio

· Maximisation of the revenue generated by assets

It was further agreed that the appraisal should assess the extent to which each option could be implemented using current organisational capacity and any implications for investment in institutional capacity building.
In the course of the workshop we then tested the validity of the Preliminary Options against these agreed criteria. A record of this appraisal of the Preliminary Options is included at Appendix D.
Overall, the workshop concluded that the preliminary options provided a wide range of potential ways to deliver the management of the current portfolio.  There were valid concerns from all attendees over the segmenting of the portfolio and in particular the appointment of multiple agents to manage MoBs dependent on their functions and location. These centred on the potential for confusion amongst tenants and service providers and also the duplication of management by the SE BI Team with meetings with more agents and multiple reports to review. 

There was however considered to be some merit in further appraising the options for splitting the land and buildings components of the portfolio and also the concept of drawing down non-core services from a panel of providers.
Workshop attendees also confirmed that they wished the option of procurement through the Office of Government Commerce (OGC) to be considered. We have investigated the OGC Framework provision arrangements as far as is possible. Registration with the service is required to receive full information and this would need to be undertaken by SE  The OGC Buying Solutions facility is an Executive Agency of UK government working on a commercial basis to collectively procure services at advantageous rates.  The primary benefit of the service is its ability to fore-shorten the procurement process by pre-qualifying a range of service providers and removing the requirement for users of the service to go through full OJEU tendering procedures.  The eight pre-qualified providers of services under the Estates Professional Services are representative of the range of national chartered surveying practices and include the current providers of portfolio management services to SE.  We would question whether these providers would not, in competition for a contract issued by SE, provide rates equal to those previously agreed with the OGC.
We are of the opinion that the OGC route represents an alternative method of procuring  SE’s portfolio management services – both core services and call down services.  However we do not consider it to be a stand-alone option capable of appraisal at this stage.  The OGC route may offer savings in resourcing the procurement process – although SE has its own in-house procurement team.  We would suggest that if and when a decision is made to procure services externally then further investigation of this method of procurement may be appropriate.  
4.6
Options Identified for Further Appraisal
As a result of the discussions at the workshop it was agreed to progress 5 options for further appraisal.  This appraisal would combine an assessment of the financial costs of each option using a bespoke appraisal model configured to assess the Net Present Value (NPV) of each option.  These NPV figures would be combined with an assessment of each option against the criteria already established for assessing the Preliminary Options.
The five options identified for further appraisal were.

· Option 1 – Do Minimum. Appoint Managing Agents for portfolio in entirety with provision for call down services.  This option would incorporate retention of the current managing agents for a period up to the end of 2011.
· Option 2 - Internal Provision of All Services.  SE provide all services, managing all of portfolio and providing call down services. This option would retain the current service providers for a period of 6 months to facilitate instruction and handover of the portfolio management.
· Option 3 – SE Internal management of Land holdings, Managing Agents appointed for buildings.  Call down services procured from Panel of service providers.
· Option 4 – Appoint Managing Agents for portfolio in entirety with call down services provided by panel.
· Option 5 – SE Internal management of all holdings with purchase of all down services from Panel of services of providers.

The bespoke model for the appraisal of the financial costs of each option was constructed using proprietary spreadsheet software. The financial appraisal of each option is included at Appendix E.

The core assumptions for the financial appraisal model are:

· Services to be procured over a five year period commencing from start of financial year 2010/11.
· Value of services procured to decline progressively from second year of service provision  (2011/12) to reflect ongoing rationalisation of the portfolio.

· Value of Call Down Services to decline progressively from second year of service provision (2011/12) to reflect ongoing rationalisation of the portfolio.

· SE Teams established and/or expanded would remain in place at full strength throughout the five year period.

· Services procured through a Panel would be 10% less expensive, on average, than direct procurement.

· Where SE undertook to provide services directly these would be subject to a period of handover and instruction from the current providers at a cost equivalent to 6 months of their service provision fees.
· The appraisal makes provision for capital investment by SE in order to facilitate service provision.  Such investment may be necessary in procuring, maintaining and  amending IT systems and software to facilitate invoicing of rent and service charge,  and to track the KPIs and critical dates associated with portfolio management. We have been provided with initial estimates of £50,000 in Year 1 an £10,000 in subsequent Years to reflect these costs.
· Employment costs beyond salaries are not included in any additional SE staff resourcing.  We understand that salary costs would require to be absorbed by SE in any event, however Green Book consistent appraisal requires that all costs likely to be incurred in an investment or service procurement should be valued at market prices to reflect the best alternative use that they could be put to (within or outside the organisation).
· Where management functions were transferred into SE it has been assumed that the salary costs of TUPE staff would be incurred by SE.  Even if staff with TUPE rights elected not to transfer to SE, it would still be necessary for SE to employ equivalent staff to manage its holdings.
· To provide for meaningful comparison the costs of each option have been discounted to their Net Present Cost at the start of the contract period. Costs have been discounted at the Social Time Preference Rate (STPR) (Currently 3.5%) which is the relevant rate for public sector investment decisions.
4.7
Financial Appraisal Results

The Net Present Cost of each of the options are summarised in Table 4.1
	Table 4.1: Net Present Cost of Options (£) in April 2010

	Option 
	Description
	NPC
	Rank

	1
	Do Minimum – External Service Provider for Core and Call Down Services
	£2,623,065
	3

	2
	All Core and Call Down Service Provision by SE internal team
	£3,480,139
	5

	3
	SE Manage Land External Service Provider Manage Buildings.  Call Down Services from Panel

	£2,607,196
	2

	4
	External Service Provision with Call Down Services from Panel 
	£2,597,053
	1

	5
	SE Internal Provision of Core Services with Call Down Services from Panel
	£3,259,662
	4


The financial appraisal demonstrates that Options 1, 3 and 4 have similar costs of provision over the five year period.  In purely financial terms Option 4 is the least cost option, although the variation from Option 3 is less than 0.5%, and the variation from Option 1 is only 1%.  In light of the potential for variation in the assumptions underlying the financial appraisal the results of the financial appraisal cannot be considered conclusive in suggesting which of these 3 options is preferred. 

Options 2 and 5 are substantially more expensive, reflecting the fixed costs of expanding the SE internal team for the whole of the five year period, the requirement to provide for salary increases over that period and the costs of meeting TUPE obligations. In line with required public sector practice in financial appraisal we have included the costs of existing SE staff re-deployed to work in these appraisals.  The additional cost incurred in implementing Options 2 and 5 would suggest that these Options are unlikely to generate the additional service improvements and portfolio cost reductions required to offset the higher cost.  

We have also, at the request of the SE BI Team, re-run our appraisals excluding the costs of expansion of the BI Team to undertake internal provision of core and call down services where relevant to each option. The results of this illustrative analysis, which is inconsistent with HM Treasury guidance on option appraisal, are summarised in Table 4.2.
	Table 4.2: Net Present Cost of Options Excluding Costs of SE Staff (£) in April 2010

	Option 
	Description
	NPC
	Rank

	1
	Do Minimum – External Service Provider for Core and Call Down Services
	£2,623,065
	5

	2
	All Core and Call Down Service Provision by SE internal team
	£2,231,847
	1

	3
	SE Manage Land External Service Provider Manage Buildings.  Call Down Services from Panel

	£2,510,582
	2

	4
	External Service Provision with Call Down Services from Panel 
	£2,597,053
	3

	5
	SE Internal Provision of Core Services with Call Down Services from Panel
	£2,615,566
	4


Unsurprisingly, this analysis elevates Option 2 (the most intensive user of internal SE resources) to the least cost option generating a NPC saving of 16.4% over the least cost external service provision option (Option 4).  However, we do not consider this to be a competent measure of the actual costs of this option for the reasons identified in the preceding paragraph.
For the avoidance of doubt comments regarding the appraisal of benefits and risks in the remainder of this report and our recommendations are based on the NPCs summarised in Table 4.1.

4.8
Benefits Appraisal 

Each of the options were also assessed against the previously agreed criteria in order to gauge their capacity to deliver the required benefits.  The results are presented in the tables for each option included in Appendix F.  
This assessment suggests that Options 2 and 5 present the greatest challenges to improving services to SE and tenants and in reducing the costs to SE of holding the portfolio.  This is related to the limitations on incentivisation of an internal team as this would need to be accommodated within SE’s policy on performance related pay. There are also issues over maintaining and improving service levels in the short term as SE gears up to provision and trains staff in the specific roles they need to perform. This is mitigated in part by an allowance in costs for capacity building in the form of shadow provision and instruction from the current managing agents in the first 6 months of the service contract period. There is also less flexibility in this model to provide for any variations in the portfolio workload over the contract period. Staff engaged in core management are likely to have progressively lower levels of utilisation as the portfolio is rationalised, whilst those providing call-down services will be retained by SE regardless of the volume of work they are engaged in at any point. 
The analysis of Options 1, 3 and 4 is less conclusive.  It is likely that Option 1 (the maintenance of service provision on the same basis as currently) provides least potential for service disruption or discontinuity.  Option 3 requires the segmentation of the portfolio between land and buildings and the enhancement of the SE team to facilitate this.  Arguably this creates some potential for disruption to service and duplication in dealing with utilities and service provider, although there is a potential benefit in placing more focus on the management and revenue generating potential of land holdings.  
Options 3, 4 and 5 all also propose the procurement of call down services from a panel of providers. This has the potential to reduce the cost of these services, although any reduction is likely to be marginal – our appraisal assumes 10% which equates to c £10,000 p.a. at the average take up of call down services. 

4.8
Risk Appraisal 

We consider the most relevant risks relating to the continuing provision of the asset management service are:
· Reductions in Revenue Collected by SE

· Reductions in Level of Service to SE

· Reductions in Level of Service to Tenants

· Increase in Cost of Service to SE
· Disruption/Discontinuity in Service due to change-over in Service Provider

Table 4.3 provides an analysis of each of the options assessing risk as High, Medium or Low against each of the identified factors.
	Table 4.3: Risk Assessment

	Risk
	Option 

	
	1
	2
	3
	4
	5

	Reductions in Revenue Collected by SE
	Low
	Med
	Med
	Low
	Med

	Reductions in Level of Service to SE
	Low
	Med
	Med
	Low
	Med

	Reductions in Level of Service to Tenants
	Low
	Med
	Med
	Low
	Med

	Increase in Cost of Service to SE
	Med
	High
	Med
	Med
	High

	Disruption/Discontinuity in Service 
	Med
	High
	Med
	Med
	High


This summary analysis highlights the potential risks from  bringing all or significant parts of the Portfolio management in-house. There is considered to be some risk of reduction in revenue generated from  those options which bring the management of all or the majority of revenue-generating assets under the control of SE staff.  This reflects the time required to establish new systems and procedures and an increased  potential for non-commercial issues to intervene in the contractual relationship between SE as a landlord and individual tenants.  The arms-length relationship through an agent reduces the potential for this intervention and blurring of SE’s responsibilities as a landlord and an economic development agency. Finally restrictions on incentivisation of SE staff to maximise revenue is likely to limit the capacity for higher revenue generation, which can otherwise be incorporated in contracts with external service providers.
It is also considered that the risk of reductions in levels of Service to SE and Tenants are likely to be elevated from low to medium as a result of bringing management of the portfolio in-house.  This reflects the fact that the SE team will be on a learning curve in providing the service and the limited capacity for incentivisation of SE staff to improve service to the organisation and the tenants.

Our financial appraisal of the options has already demonstrated the fact that internal SE provision of services will lead to a significantly higher cost of provision. This is based on stated assumptions.  However, in addition, whilst the cost of service provision by external providers is determined in a competitive environment and capable of being fixed over the contract period, this certainty is not available from internal SE provision.  The potential exists for escalation of costs of internal provision where, for example, initial assessments of resource requirements prove too low or additional investment in the creation or maintenance of business infrastructure is required.   
Finally the process of migrating service provision to SE from an external provider carries a high risk of disruption to or discontinuity of service to SE and tenants.  The SE provision will essentially be from a start-up service provider and will require time to establish and refine operating procedures and manage business risks. Conversely transfer to an experienced third party provider of asset management services is more likely to be relatively straightforward as all experienced providers in the market have experience in transferring client services to and from other providers.
5
CONCLUSIONS AND RECOMMENDATIONS
5.1
Conclusions 

The conclusions from our analysis of the SE portfolio, review of the current service provision and consideration, with the BI team, of the options for future service provision are as follows.

· The SE portfolio is continuing to evolve through a programme of rationalisation and significant changes in the scale and structure of the portfolio are anticipated in the next 12-18 months.
· Opportunities exist to improve revenue generation and service levels through incentivisation of the Portfolio management service providers.

· Through a process of Portfolio review and option generation a range of five options covering a range of internal, external and combined service provision were specified and appraised in relation to Net Present Cost, Benefit and Risks.

· Green Book compliant appraisal of these options identified significantly higher costs for internal provision given the requirement for TUPE staff transfer, service team establishment and resourcing, and investment in infrastructure and equipment.
· Risk appraisal identified high levels of risk attaching to a transfer to internal provision of services in particular to uncertainty over the continuing cost of the service, potential for discontinuity or disruption of service and limitations on revenue maximisation and service improvement due to restrictions on incentivisation of internal staff.
5.2
Recommendations

Our findings, conclusions and discussions with the BI team suggest that the following approach to the future management of the portfolio is likely to be optimal given the established criteria.

· Maintain provision through the existing service provider through to the end of financial year 2011/2012.  This is consistent with EU procurement requirements in relation to existing contracts. This would allow the rationalisation of the portfolio to proceed and for re-tendering of management services to be based on a more representative scale and form of portfolio.

· Commence re-tendering process for portfolio management  services in autumn 2011 to provide for appointment of new agents by planned expiry of the extended contract with the existing supplier in April 2012.  Consider re-tendering call down services separately from a panel of providers.  A decision on whether to adopt a panel approach should be based on the practicalities of this approach given the anticipated nature of the portfolio in 2012. Whilst there is likely to be a cost reduction from a panel approach this is likely to be in the order of 10% of the value of call down services. This modest saving would not be sufficient to justify a panel approach if that approach caused SE operational or managerial difficulties such as additional effort in liaising with tenants or extended procedures for procurement of the call down services.
· Re-tender and contract all external services on the basis of a clearly defined Service Level Agreement with provision for incentivisation in relation to occupancy, revenue and cost reductions. Consider, with SE procurement team, using the OGC Buying Solutions approach to tendering for these services.
6
ADDENDUM

6.1
Background 

In the period between the circulation of the draft final report and the production of this final report SE Procurement advised the BI Team on a recent EC ruling on extension of existing contracts procured under OJEU procedures.  This decision upheld an appeal against continuation of an existing service provision contract.  The decision is currently being appealed, but SE Procurement advised that they would not now sanction an extension of the current SE property asset management contract. 

SE procurement have also further advised that it would not be appropriate for SE to pursue procurement through the OGC Framework referred to in Sections 4.5 and 5.2.
Whilst our conclusions from this evaluation remain unchanged in the light of this our recommendations are revised as follows.

6.2
Recommendations

Our findings, conclusions and discussions with the BI team suggest that the following approach to the future management of the portfolio is likely to be optimal given the established criteria.

· Commence re-tendering process for portfolio management services in autumn 2009 to provide for appointment of new agents by planned expiry of the contract with the existing supplier in June 2010. This tender should provide for the provision of services over a two year period to reflect the potential for scaling down of the portfolio by and after June 2012. Consider re-tendering call down services separately from a panel of providers. Whilst there is likely to be a cost reduction from a panel approach this is likely to be in the order of 10% of the value of call down services. This modest saving would not be sufficient to justify a panel approach if that approach caused SE operational or managerial difficulties such as additional effort in liaising with tenants or extended procedures for procurement of the call down services.

· Re-tender and contract all external services on the basis of a clearly defined Service Level Agreement with provision for incentivisation in relation to occupancy, revenue and cost reductions. 
If, in the period before tendering the service from June 2010, the appeal on the decision referred to in Section 6.1 is upheld, or SE procurement consider an extension to the contract would not contravene existing EU procurement provisions, then the original recommendations set out in Section 5.2 would have precedence over the above.
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Introduction
Scottish Enterprise (SE) wishes to appoint consultants to undertake a full evaluation of its current Property Asset Management service and review options for future delivery of same.   

The evaluation will consider the ways in which SE could potentially manage its property portfolio by assessing if the current system offers best value to the organisation both in financial and delivery terms, and undertake a detailed analysis of  options for procuring services in the future. A number of options are suggested but the successful applicant should not limit themselves to this list, indeed additional options are actively sought.  As an options appraisal, the study should place emphasis on identifying the costs and benefits, or advantages and disadvantages, on identified options for the future format, delivery and resourcing of the service rather than an in-depth evaluation of the current system. 

The analysis will be both qualitative and quantitative in nature to ensure a better understanding of the effectiveness of the project in meeting its strategic objectives.

SE is contracting this evaluation externally.  As such, quotes from specified consultancies are being sought.  

Background
Brief project description  
Scottish Enterprise owns an investment property portfolio of some £150M  of land and buildings.  Technical input from a qualified property management agent is essential in sustaining a well managed property portfolio, and this project essentially governs that input. 

The effective management of the Scottish Enterprise property portfolio makes a contribution to the strategic objectives of SE in that the property portfolio plays an important role in making Scotland a world-class business location for the globalisation programme of overseas and domestic companies.  Specifically, the property portfolio is core in income generation for the organisation, generating some £30M - £40M per annum in capital and revenue that SE can use to deliver its frontline services.

The Asset Management Contract is currently held by Colliers CRE. The current contract begun in June 2005 and is due for renewal in June 2010. Prior to 2005, Colliers CRE (formerly NAI Gooch Webster) held the contract since 2000.  

The total current contract value over the contract period of 2005-10 is in the region of £3.5M (inc of VAT), which is split as follows:

· Base level of management services  - £1.7M inc of VAT

· Anticipated additional ‘call-off’ services - £2M. ‘Call-off’ services are services such as agency, building surveying and general professional advice
Date of any previous evaluations
No previous evaluations have been conducted on the service.

Property Asset Management Contract
Strategic Context and Project Rationale

As the economic development agency for lowland Scotland, Scottish Enterprise can play a catalytic role in contributing to the Government’s overall target of raising Gross Domestic Product (GDP) to the UK level by 2011, and other purpose targets, alongside private and public sector partners. The Government Economic Strategy (GES) shows that increased GDP growth is driven by increased productivity, population growth and economic participation.

Scottish Enterprise is best placed to focus on the first of these: productivity. Furthermore, the strategy diagnoses Scotland’s current poor productivity performance being down to shortfalls in:

· enterprise, 
· innovation, 
· investment and; 
· skills. 
The property portfolio is a critical contributor towards investment: helping to create the right conditions for growth companies and industries to have access to property, markets and finance to help them grow.

The importance of physical infrastructure provision and management is reflected in the GES:
“Harnessing the opportunities that our geography provides, through investment in our physical and electronic infrastructure and Scotland's planning, development and funding framework, is a critical role for government. We aim to make these factors enablers - rather than inhibitors - of sustainable growth.”

In particular, the GES states that SE has a remit to ensure that effective business infrastructure is in place to support strategically important business developments:

“Scottish Enterprise will continue to deliver economic development projects of regional or national significance”
Market failure

As the proposed contract relates to a service contract there is no market failure as such and no displacement.

Project Objectives

As stated above, SE’s property portfolio plays an important part in attracting and retaining businesses.  Technical input from a qualified property managing agent is essential in sustaining a well managed property portfolio. The property asset management service aims to ensure that SE achieves the most effective and best value service from the effective management of its property portfolio. 
Evaluation Objectives 

Review of rationale for intervention 

The main driver for this evaluation is to inform on how SE should manage  its Property Portfolio going forward for the next 5 years. There are a number of different options in which the organisation could potentially undertake this, and we need to evaluate the system of property management that is currently in place and establish if it represents best value for the organisation both in financial and delivery terms. Additionally the exercise needs to consider future options and their associated costs and benefits, and inform the most appropriate service that we should procure.  
The evaluation will review activities and services delivered by the property asset management contract project  from 2005 to the present day.  This will involve gaining a perspective of the project by consulting the contractor delivering the service and also gain an internal (SE) perspective by consulting those directly and indirectly involved in delivery of the project. 

Assess project objectives and targets achieved
This project evaluation is not an economic evaluation in the traditional sense, in as much as it is not considering the economic impact of the project, rather it is an appraisal of the efficiency and business benefits accruing from managing our property portfolio in the manner that we have done over the duration of the contract. Additionally it is required in order to consider how this activity is undertaken over the next five years. The Business Infrastructure team does not consider it appropriate simply to procure the ‘same again’ as there are a variety of delivery options for this activity that require appraisal.

Assess management and delivery 

The review will consider how the service is managed and delivered by the appointed contractor including management processes, communications and reporting and performance.
Options Appraisal

The appraisal should consider a number of potential options for management of the portfolio beyond 2010.  The options suggested should not be considered an exhaustive list and additional options are sought.

1. Extend the existing contract with Colliers CRE. To tie in with the current SE three year business plan, 2009 -2011.  Actions for the Business Infrastructure team over this timescale include an identified disposal programme of SE’s non core property which should result in a significant change to the scale and nature of the portfolio assets. This is potentially such that it would be very difficult at the point of retender in 2010 to specify what the organisation requires to be managed. This option has not been discussed with SE Procurement, and as such the appointed consultant will be expected to establish if this is a ‘real ‘ option in terms of public sector procurement rules, by discussion with the SE Procurement director.  

2. Re-tender the management contract on the same basis as 2005. This option would specify management on the existing basis: a base level of management services, with an additional ‘call-off’ contract for more specialist provision of professional services. Previously the process involved the Tendering Committee preparing an OJEU Notice, which was subsequently published on Tenders Electronics Daily (TED).  Pre-qualification Tenders were issued and the highest scoring PQQs invited to submit a full tender, from which the winning bid was selected. 

3. Expand the basic contract to include all professional services. This option would see the existing contract extended to include professional services currently procured on a pay-as-you-go basis through the ‘call-off’ contract. These include the provision of building surveying , lease advisory, rating surveyor and agency services. The potential advantage of this would be to secure a fixed price, or possibly a fixed rate, to include all services. The value to SE would depend on the extent to which the services were used and the premium paid for this.

4. Provision of services in-house. It may also be advantageous to provide property management internally using SE staff. This would have the advantage of removing the need to pay a contractor. However there would be resource pressures on existing staff and some specialist staff may have to be recruited. TUPE implications require to be considered here. Additionally there would need to be investigation as to whether existing financial systems can support these activities or whether there would be a requirement to purchase industry standard software.

5. Contract using the OGC framework. The Office of Government Commerce (OGC) framework for property services publishes guideline rates for property management services. Using these rates applied to either a basic plus call-of, or extended contract may result in savings. Currently there are no specific Scottish published rates and it may be that the UK rates are slightly too high to offer savings to SE. This should be investigated in the study.  Consultation with SE Procurement Director will be required. 

6. Re-tender a management contract with incentivisation. This would involve a base level of management services with additional ‘call-off’ services as required but introduce an element of incentivisation around expenditure and/or income. Additionally consider the notion of a ‘blind’ agent arrangement in parts of the portfolio, where SE has no direct or obvious connection to the property. The agent manages on behalf of SE in accordance with a set of predetermined delegated arrangements and SE has little or no direct involvement with the day to day management an d is not apparent as the Landlord. 
Presentation of key findings and recommendations for the future direction and delivery of the project 

The evaluation should provide evidence to support and inform SE’s decision on whether continued funding should be made available to continue to deliver the property asset management contract in its existing form, in an amended form or in house.  Consideration of the value for money and quality of the current service offered, estimated value and quality of options and resource allocation will be a given in the decision making process. In particular, if the service provision were to continue:

· what developments or modifications should be made to the contract, its operation and delivery for the future?
· what level of resources should be directed towards the project in the future?
Suggested key stages and methodology 

It is anticipated the evaluation will include the following stages, however additional suggestions are welcomed:   

Desk Research 

Desk research of relevant management information data (further detail in section 6)
Internal Consultation 

Internal consultation with relevant SE staff connected with the management contract. This would be likely to include:

· Gillian Adam (BI)
· Derek Ballantyne (BI)

· David Burns (Finance)
· Ken Dunion (BI)
· Jackie Edwards (Legal)

· Joni Milligan (Procurement)
Among other things, SE consultees would provide info on the following.

· The detailed objectives and expected outputs of the study

· The current quality and value offered by Colliers CRE

· How the contract could be better managed

· The likely staff resource time and cost implications of in-house delivery

· Current expenditure on the contract to benchmark alternative options

· The implication of current economic conditions on the prices and competition in the property management market.

Delivery Agent Consultation 

Detailed consultation with Colliers CRE, the current delivery agents, would be required. This would provide us with, among other things, a detailed breakdown of their spend of our fee. A detailed breakdown of the actual spend on the existing contract can then be used to model the likely cost of alternative options.

Background Data Available 

All relevant papers, documents and data outlining the development, implementation and monitoring of the project will be made available to the successful consultant.  The following project data and reference material is available to support the evaluation:  
· All associated Approval and Contract papers.

· Monthly activity reports

· Management information including type and quantity of services provided, frequency of these, issues arising and number of call-off requests for professional services

· SE Business Plan 2008-11 (available on http://www.scottish-enterprise.com)
· Monthly Property Management reports 

Analysis and Reporting

Consultants will be expected to provide a high standard of project design, interview and analytical skills across their team including a detailed work schedule.  
Research Outputs

On completion of the research and consultation, the following outputs should be produced:

· A draft report 

· A presentation to the SE Evaluation Steering Group on the findings that will facilitate a discussion, between the appointed consultants and Evaluation Steering Group, 

· Final report. 

Final Report Format and Communications

3 hard copies of the final report and an executive summary should be submitted.  In addition,  electronic copies in Microsoft Word format and PDF formats should be submitted on CD-rom
All SE commissioned evaluation reports are made publicly available on the SE Evaluations Website www.evaluationsonline.org.uk. Commercially confidential information is not included in published reports. 

All documents produced for SE must be “web accessible” and able to be accessed by disabled people.  Guidance on making reports web accessible is available from the Scottish Accessible Information Forum via the following link: http://www.saifscotland.org.uk/publications/makeEcommAccess/11accessEdoc.htm)
Submission of Proposals
Study Team Proposed

Proposal should include details of the Project Manager for the evaluation and the level, names and any relevant expertise of individuals proposed to provide the service.  CVs of the proposed study team should be included.  Details of sub-contractors should also be included.  

Fees and Costs

Proposal should include fee costings, inclusive of all expenses, with VAT clearly defined. This element should detail the number of days to be committed to the project by each member of the study team and their associated daily rates.  In addition, all fieldwork costs, materials, travelling and subsistence costs plus any other costs or overheads must be specified. The Pricing Schedule in Annex 1 should be used to present this information.

Closing Date

3 hard copies of tender proposals (plus an electronic copy in Microsoft Word and PDF format on CD-rom) must be submitted to Gillian Adam by 12.00 on Monday 27April 2009.

Selection Criteria 

Consultants’ proposals will be assessed on the following: 
	Price (30%):

	· Price
	100%

	Quality (70%)
	

	· Consultants’ understanding of the project requirements
	25%

	· Evaluation expertise, including options appraisals
	20%

	· Good understanding of the commercial property market
	15%

	· A clear specification of input expected from Scottish Enterprise and the Project Team
	10%

	· Proposed approach and methodology
	10%

	· CVs of the key personnel comprising the study team
	10%

	· Workplan by team member detailing the study project and key milestones
	5%

	· Commitment to the specified timescales
	5%


Evaluation Timescales
The anticipated evaluation timescales (with and without interviews) and outputs are set out below.  The need for interviews will be decided once the proposals have been received.  In order to be taken forward  to interview proposal, proposals must  meet a minimum quality threshold. 

In addition, regular meetings will be scheduled with the SE Steering group at appropriate study milestones.  Weekly liaison with the project managers and interim reports throughout the lifetime of the study is also expected.
	Event
	With Interviews
	Without Interviews

	
	Deadline
	Deadline

	Deadline for submission of questions on the brief
	Tues 21 April 2009
	Tues 21 April 2009

	Deadline for submission of study proposals
	Mon 27 April 2009
	Mon 27 April 2009

	Notification of call for interview 
	Wed 29April 2009
	

	Interview of Consultants 
	Tues 5 May 2009
	

	Notification of Preferred Proposal
	Wed 6 May 2009
	Wed 6 May 2009

	Inception meeting and formal appointment of consultants
	Mon 11 May 2009
	Mon 11 May 2009

	Progress Meetings (dates to be determined) 
	2
	2

	Submission of draft report 
	Mon 15 June 2009
	Mon 15 June 2009

	Presentation of findings by consultants
	Wed 17 June 2009
	Wed 17 June 2009

	Submission of final report
	Wed 24 June 2009
	Wed 24 June 2009


3 hard copies of the proposal should be submitted.  In addition electronic copies in Microsoft Word format and PDF formats should be submitted on CD-rom.

Evaluation Management
The evaluation will be managed by Gillian Adam (Senior Executive, Business Infrastructure)  and supported by Malcolm Greig (Senior Executive, SE Appraisal & Evaluation Team).

Contractual Arrangements
This contract would be subject to Scottish Enterprise Terms and Conditions (appended).
Appointment to conduct this evaluation study would automatically exclude the successful consultant from tendering for the next round of the property asset management service delivery.
APPENDIX B

CONSULTATION TOPIC LIST

 SE Consultation Topics – Property Asset Management 

· Consultee’s role in managing the portfolio

· Extent and intensity of involvement with the current service provider.

· Core requirements for the management of the portfolio and how these might have evolved/continue to evolve in the period up to 2010 and through to 2015.

· Overall assessment of the appropriateness of the current service 

· Areas where the current service has exceeded expectations

· Areas where current service has fallen short of expectations and might be improved

· Factors considered essential to specification of the service in future

· Opinions on effectiveness and efficiency of the core management services provided

· Opinions on effectiveness and efficiency of the call-off services provided

· Extent to which call of services have been used and opinions on combining these with the core management services

· Discussion on other options for the provision of the service and benefits of these prompted, where appropriate. to  consider:

· Internal provision of some or all of the services

· Case by case procurement of non-core services

· Options for payment and incentivisation of service providers

· Capacity for internal provision of some or all of these services

· Potential for creation of a spin-out service provider 

· Critical success factors and key performance requirements/benchmarks for future service provision. 

· Arrangements for and factors governing future procurement of services from new and existing providers.

· Other issues considered important to the future management of the SE portfolio.

APPENDIX C

PORTFOLIO ANALYSIS FRAMEWORK

[image: image7.emf]Portfolio Analysis Framework

Science Parks Investment Properties Business Centres Development Land Non-Economic Land

Draw on Management capacity - workload

1

1 3 1 4 4

Draw on Management capacity – on-site representation

1

1 1 1 5 5

Share of Portfolio Investment Value

2

3 2 1 5 1

Strategic Contribution to National Economic Development

3

5 2 2 4 1

Share of Current Portfolio Revenue Generation

4

3 3 1 1 1

Call down service requirements

5

3 2 2 3 4

Recoverable Expenditure6

4 4 4 1 1

Aggregate Score 20 17 12 23 17

Rating Scale 1- 5: Where Low = 1, High = 5

1. Asset Classes which draw significant amounts of 

management capacity score low.

2.  Asset Classes which  contribute a large share of total 

portfolio value score high. 

3. Asset Classes which facilitate  National Economic 

Development score high.

4. Asset Classes which are significant contributors to 

revenue generation score high.

5. Asset Classes which have greater potential to require 

call down services score low.

6. Asset Classes which have low levels of recoverable 

expenditure score low.

Asset Type 


APPENDIX D

PRELIMINARY OPTION APPRAISAL 

WORKSHOP RECORD

[image: image8.emf]ASSESSMENT OF PRELIMINARY OPTIONS

Option 1                                       

Maintain Provision as Present

Option 2                                       Core 

and Call Down Services by SE Team

Option 3                                       SE 

Team Provide Core Services. Call-

down services from Panel

Option 4                                       

Segment Portfolio. Services to 

Land provided by SE Team. 

Services to Buildings by Managing 

Agent. Call down services from 

Panel

Option 5                                       

Segment Portfolio. Core services 

to land by SE Team. Science Parks 

procured together on one 

management contract. Business 

Centres on individual contracts. 

Call down services from Panel

OPTION APPRAISAL CRITERIA

Reductions in cost of the provision of management

services to the portfolio

Possible - However, current

provision procured competitively at

historic cost. Current provider

reports service has little margin. Re-

tendering in competitive market may

generate savings.

Possible - Provision by third party

requires margin and overhead recovery

on third party business infrastructure.

Dependent on SE treatment of

additional staff costs, overhead

recovery and extent of TUPE transfers

with portfolio.

Possible. See comments on Option

2. In addition panel of call down

service providers may present rates

which provide savings on current

provision.

Possible. See comments on Option

2. Less impact from TUPE as

management of

buildings



not

transferred to SE. In addition panel

of call down service providers may

present rates which provide savings

on current provision. Requirement for

increased time applied to liaison

between

three

sets of service

provider.

Possible. See comments on Option

2. Less impact from TUPE as

management of

buildings



not

transferred to SE. In addition panel

of call down service providers may

present rates which provide savings

on current provision. Requirement for

increased time applied to liaison

between many



sets of service

providers.

Preservation or improvement in the management service

level provided to SE

Possible - Scope exists to enhance

service provision through tighter

specification of service levels and

exposure to market 

Possible. In medium term this could be

achieved but may be a period where

service level dips as staff gain

experience in new roles.

Unlikely. Split of roles is likely to lead

to confusion and increased

requirement for liaison between

tenants and call down service

providers

Unlikely. Split of roles is likely to lead

to confusion and increased

requirement for liaison between

tenants and call down service

providers

Unlikely. Split of roles is likely to lead

to confusion and increased

requirement for liaison between

tenants and call down service

providers

Preservation or improvement of the management service

level provided to tenants

Possible - Scope exists to enhance

service provision through tighter

specification of service levels and

exposure to market 

Possible. In medium term this could be

achieved but may be a period where

service level dips as staff gain

experience in new roles.

Unlikely. Split of roles is likely to lead

to confusion and increased

requirement for liaison between

tenants and call down service

providers

Unlikely. Split of roles is likely to lead

to confusion and increased

requirement for liaison between

tenants and call down service

providers

Unlikely. Split of roles is likely to lead

to confusion and increased

requirement for liaison between

tenants and call down service

providers

Reductions in the levels of expenditure incurred by SE in

holding the portfolio

Possible - Scope exists to incentivise

service provider to reduce

expenditure through provisions in

contract.

Possible. However capacity to

incentivise team to reduce expenditure

is limited by SE HR policy on

performance related pay.

Possible. However capacity to

incentivise team to reduce

expenditure is limited by SE HR

policy on performance related pay.

Possible. However capacity to

incentivise team to reduce

expenditure is limited by SE HR

policy on performance related pay.

Scope exists to incentivise service

provider to reduce expenditure

through provisions in contract.

Possible. However capacity to

incentivise team to reduce

expenditure is limited by SE HR

policy on performance related pay.

Scope exists to incentivise service

providers to reduce expenditure

through provisions in contract.

Maximisation of occupancy levels within the Portfolio Possible - Scope exists to incentivise

service provider to secure tenants

and improve occupancy through

provisions in contract.

Possible. However capacity to

incentivise team to increase occupancy

is limited by SE HR policy on

performance related pay. May also be

the case that SE has lower visibility in

market and amongst potential

occupiers.

Possible. However capacity to

incentivise team to increase

occupancy in MoBs is limited by SE

HR policy on performance related

pay. Procurement of marketing

services from panel may induce

competition between members to

maximise performance to secure

next instruction.

Possible - Scope exists to incentivise

service provider to secure tenants for

MOBs and improve occupancy

through provisions in contract. Focus

on land by internal team may assist in

realising opportunities for adding

value and disposal on non-economic

land.

Possible - Scope exists to incentivise

service provider to secure tenants for

MOBs and improve occupancy

through provisions in contract. Focus

on land by internal team may assist in

realising opportunities for adding

value and disposal on non-economic

land. Specialist provider of services

to SPks may increase occupancy.

Building level focus on MoBs, with

incentivisation may increase

occupancy.

Maximisation of the revenue generated by assets Possible - Scope exists to incentivise

service provider to increase revenue

generation through provisions in

contract.

Possible. However capacity to

incentivise team to maximise revenue is

limited by SE HR policy on performance

related pay.

Possible. However capacity to

incentivise team to maximise revenue

is limited by SE HR policy on

performance related pay.

Possible - Scope exists to incentivise

service provider to increase revenue

generation from MOBs through

provisions in contract. However

capacity to incentivise SE team to

maximise revenue is limited by SE

HR policy on performance related

pay.

Possible - Scope exists to incentivise

service providers to increase revenue

generation from MOBs through

provisions in contract. However

capacity to incentivise SE team to

maximise revenue is limited by SE

HR policy on performance related

pay.

Compatibility with existing SE Organisational Capacity High. SE is currently resourced to

delver the management of the

portfolio in this way

Low. SE is not currently resourced to

undertake management and accounting

functions and liaise with tenants.

Executives with core skills to deliver

core and call-down services exist in the

organisation but may not have practiced

in specific roles required to fulfil

contract requirements

Low. SE is not currently resourced to

undertake management and

accounting functions and liaise with

tenants. Executives with core skills to

deliver core services exist in the

organisation but may not have

practiced in specific roles required to

fulfil contract requirements

Medium. SE Team dealing only with

land which has lower levels of day to

day management and revenue

collection required. Current

members of team have relevant

experience but would require

additional resource and training to

deliver.

Medium. SE Team dealing only with

land which has lower levels of day to

day management and revenue

collection required. Current

members of team have relevant

experience but would require

additional resource and training to

deliver. More resource likely to be

required to liaise with multiple

external service providers.


APPENDIX E
FINANCIAL APPRAISAL OF

 AGREED OPTIONS

[image: image9.emf]DCF ANALYSIS RESULTS

Including SE Staff Salary Costs for Expanded Team

NPCost Rank

Option 1 Do Minimum - Maintain Management Service Provision Through External Service Agent With Call Down Service

£2,623,065 3

Option 2 All  Management Service Provision and Call Down Services Provided by SE Executives

£3,480,139 5

Option 3: Buildings Managed by Third Party Provider Land Managed by SE Internal Team 

£2,607,196 2

Option 4 - Management Service Provision Through External Service Agent With Call Down Service from Panel

£2,597,053 1

Option 5 Portfolio  Managed  by SE Internal Team Call Down Services from Panel of External Providers

£3,259,662 4

Excluding SE Staff Salary Costs for Expanded Team

NPCost Rank

Option 1 Do Minimum - Maintain Management Service Provision Through External Service Agent With Call Down Service

£2,623,065 5

Option 2 All  Management Service Provision and Call Down Services Provided by SE Executives

£2,231,847 1

Option 3: Buildings Managed by Third Party Provider Land Managed by SE Internal Team 

£2,510,582 2

Option 4 - Management Service Provision Through External Service Agent With Call Down Service from Panel

£2,597,053 3

Option 5 Portfolio  Managed  by SE Internal Team Call Down Services from Panel of External Providers

£2,615,566 4


[image: image10.wmf]SE Asset Management Option Appraisal - Core Assumptions

SE BI Team Costs

TUPE Staff Costs

SE Expanded 

Team Costs

per month

per annum

per annum

per annum

per annum

per month

per annum

2010/11

£25,000

£300,000

£120,000

£230,000

£113,000

£9,166.67

£110,000

2011/12

£23,750

£285,000

£123,360

£236,440

£116,164

£8,708.33

£104,500

2012/13

£22,563

£270,750

£126,814

£243,060

£119,417

£8,272.92

£99,275

2013/14

£21,434

£257,213

£130,365

£249,866

£122,760

£7,859.27

£94,311

2014/15

£20,363

£244,352

£134,015

£256,862

£126,198

£7,466.31

£89,596

2015/16

£19,345

£232,134

£137,768

£264,054

£129,731

£7,092.99

£85,116

NPV CALCULATION STPR

3.5%

p.a.

CSF Adjustment after 2010/11

-5%

BI Team Cost Adjustment after 2009/10

2.8%

TUPE Staff Cost Adjustment after 2009/10

2.8%

SE Expanded Team

Salary p.a

Portfolio Manager

£45,000

Portfolio Finance Manager

£30,000

Portfolio Finance Executive

£22,000

Portfolio Finance Administrator

£16,000

Proportion of Management Cost allocated to Land

15%

Proportion of Management Cost allocated to Buildings

85%

per annum

Call Down Services Fees 

£110,000

CDSF Adjustment after 2010/11

-5%

CDSF Reduction from Panel Competition

-5%

SE Call Down Service Team

per annum

Building Surveyor

£35,000

Rent Review Surveyor

£35,000

Assistant Surveyor

£20,000

Administrator

£16,000

Business Infrastructure

Year 1: Capital Investment IT Equipment, Software Licensing and Training 

£50,000

Year 2 Onward Recurrent costs, upgrades maintenance and support

£10,000

Core Services Fees                

External Provider

Call Down Service 

Fees - External 

Provider


[image: image11.emf]2010/11 2011/12 2012/13 2013/14 2014/15 2015/16

CORE SERVICE CONTRACT

£300,000 £285,000 £270,750 £257,213 £244,352 £232,134

CALL DOWN SERVICES

£110,000 £104,500 £99,275 £94,311 £89,596 £85,116

SE BI TEAM

£120,000 £123,360 £126,814 £130,365 £134,015 £137,768

Total Costs

£530,000 £512,860 £496,839 £481,889 £467,963 £455,018

NPCost  £2,623,065

Option 1 Do Minimum - Maintain Management Service Provision Through External Service Agent With Call Down Service
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SE BI TEAM

£120,000 £123,360 £126,814 £130,365 £134,015 £137,768

TUPE STAFF COSTS

£230,000 £236,440 £243,060 £249,866 £256,862 £264,054

SE EXPANDED TEAM

£113,000 £116,164 £119,417 £122,760 £126,198 £129,731

SE CALL DOWN TEAM

£106,000 £108,968 £112,019 £115,156 £118,380 £121,695

CAPACITY BUILDING

£150,000

BUSINESS INFRASTRUCTURE

£50,000 £10,000 £10,000 £10,000 £10,000 £10,000

TOTAL COSTS 

£769,000 £594,932 £611,310 £628,147 £645,455 £663,248

NPCost £3,480,139

Excluding Expanded Team Costs

£550,000 £369,800 £379,874 £390,231 £400,877 £411,822

NPCost £2,231,847

Option 2 All  Management Service Provision and Call Down Services Provided by SE Executives


[image: image13.emf]Call Down Services from Panel of External Providers

2010/11 2011/12 2012/13 2013/14 2014/15 2015/16

SE BI TEAM

£120,000 £123,360 £126,814 £130,365 £134,015 £137,768

SE EXPANDED TEAM

£16,950 £17,425 £17,912 £18,414 £18,930 £19,460

CORE SERVICE CONTRACT

£255,000 £242,250 £230,138 £218,631 £207,699 £197,314

CAPACITY BUILDING

£35,625

BUSINESS INFRASTRUCTURE

£50,000 £10,000 £10,000 £10,000 £10,000 £10,000

CALL DOWN SERVICES - PANEL

£104,500 £99,275 £94,311 £89,596 £85,116 £80,860

TOTAL COSTS 

£582,075 £492,310 £479,175 £467,005 £455,760 £445,401

NPCost £2,607,196

Excluding Expanded Team Costs

£565,125 £474,885 £461,263 £448,591 £436,830 £425,942

NPCost £2,510,582

Option 3: Buildings Managed by Third Party Provider Land Managed by SE Internal Team 
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CORE SERVICE CONTRACT

£300,000 £285,000 £270,750 £257,213 £244,352 £232,134

CALL DOWN SERVICES PANEL

£104,500 £99,275 £94,311 £89,596 £85,116 £80,860

SE BI TEAM

£120,000 £123,360 £126,814 £130,365 £134,015 £137,768

Total Costs

£524,500 £507,635 £491,875 £477,173 £463,483 £450,762

NPCost  £2,597,053

Option 4 - Management Service Provision Through External Service Agent With Call Down Service from Panel
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SE BI TEAM

£120,000 £123,360 £126,814 £130,365 £134,015 £137,768

TUPE STAFF COSTS

£230,000 £236,440 £243,060 £249,866 £256,862 £264,054

SE EXPANDED TEAM

£113,000 £116,164 £119,417 £122,760 £126,198 £129,731

CAPACITY BUILDING

£35,625

BUSINESS INFRASTRUCTURE 

£50,000 £10,000 £10,000 £10,000 £10,000 £10,000

CALL DOWN SERVICES - PANEL

£104,500 £99,275 £94,311 £89,596 £85,116 £80,860

TOTAL COSTS 

£653,125 £585,239 £593,602 £602,587 £612,191 £622,413

NPCost £3,259,662

Excluding Expanded Team Costs

£540,125 £469,075 £474,186 £479,827 £485,993 £492,682

NPCost £2,615,566

Option 5 Portfolio  Managed  by SE Internal Team Call Down Services from Panel of External Providers


APPENDIX F

BENEFITS APPRAISAL OF AGREED OPTIONS

[image: image16.emf]Compatibility with existing SE Organisational Capacity

High. SE is currently resourced to delver the management of the portfolio in this way

Maximisation of occupancy levels within the Portfolio

BENEFITS APPRAISAL OPTION 1

Possible - Scope exists to incentivise service provider to increase revenue generation through

provisions in contract.

Preservation or improvement in the management service level provided to SE

Possible - Scope exists to enhance service provision through tighter specification of service levels

and exposure to market 

Maximisation of the revenue generated by assets

Preservation or improvement of the management service level provided to tenants

Possible - Scope exists to enhance service provision through tighter specification of service levels

and exposure to market 

Possible - Scope exists to incentivise service provider to reduce expenditure through provisions in

contract.

Reductions in the levels of expenditure incurred by SE in holding the portfolio

Possible - Scope exists to incentivise service provider to secure tenants and improve occupancy

through provisions in contract.


[image: image17.emf]Possible. However capacity to incentivise team to reduce expenditure is limited by SE HR policy

on performance related pay.

Reductions in the levels of expenditure incurred by SE in holding the portfolio

Possible. However capacity to incentivise team to increase occupancy is limited by SE HR policy

on performance related pay. May also be the case that SE has lower visibility in market and

amongst potential occupiers.

Compatibility with existing SE Organisational Capacity

Low. SE is not currently resourced to undertake management and accounting functions and liaise

with tenants. Executives with core skills to deliver core and call-down services exist in the

organisation but may not have practiced in specific roles required to fulfil contract requirements

Maximisation of occupancy levels within the Portfolio

BENEFITS APPRAISAL OPTION 2

Possible. However capacity to incentivise team to maximise revenue is limited by SE HR policy on

performance related pay.

Preservation or improvement in the management service level provided to SE

Possible. In medium term this could be achieved but may be a period where service level dips as

staff gain experience in new roles.

Maximisation of the revenue generated by assets

Preservation or improvement of the management service level provided to tenants

Possible. In medium term this could be achieved but may be a period where service level dips as

staff gain experience in new roles.


[image: image18.emf]Medium. SE Team dealing only with land which has lower levels of day to day management and

revenue collection required. Current members of team have relevant experience but would

require additional resource and training to deliver.

Maximisation of occupancy levels within the Portfolio

BENEFITS APPRAISAL OPTION 3

Possible - Scope exists to incentives service provider to increase revenue generation from MOBs

through provisions in contract. However capacity to incentives SE team to maximise revenue is

limited by SE HR policy on performance related pay.

Preservation or improvement in the management service level provided to SE

Unlikely. Split of roles is likely to lead to confusion and increased requirement for liaison

between  tenants and call down service providers

Maximisation of the revenue generated by assets

Preservation or improvement of the management service level provided to tenants

Unlikely. Split of roles is likely to lead to confusion and increased requirement for liaison

between  tenants and call down service providers

Possible. However capacity to incentives team to reduce expenditure is limited by SE HR policy

on performance related pay. Scope exists to incentives service provider to reduce expenditure

through provisions in contract.

Reductions in the levels of expenditure incurred by SE in holding the portfolio

Possible - Scope exists to incentives service provider to secure tenants for MOBs and improve

occupancy through provisions in contract. Focus on land by internal team may assist in realising

opportunities for adding value and disposal on non-economic land.

Compatibility with existing SE Organisational Capacity


[image: image19.emf]Reductions in the levels of expenditure incurred by SE in holding the portfolio

Possible - Scope exists to incentivise service provider to secure tenants and improve occupancy

through provisions in contract.

Compatibility with existing SE Organisational Capacity

High. SE is currently resourced to deliver the management of the portfolio in this way and call

down services procurement through panel is compatible with SE practice elsewhere. 

Maximisation of occupancy levels within the Portfolio

BENEFITS APPRAISAL OPTION 4

Possible - Scope exists to incentivise service provider to increase revenue generation through

provisions in contract.

Preservation or improvement in the management service level provided to SE

Possible - Scope exists to enhance service provision through tighter specification of service levels

and exposure to market 

Maximisation of the revenue generated by assets

Preservation or improvement of the management service level provided to tenants

Possible - Scope exists to enhance service provision through tighter specification of service levels

and exposure to market 

Possible - Scope exists to incentivise service provider to reduce expenditure through provisions in

contract. Panel approach to call-down services has potential to reduce cost of these services.


[image: image20.emf]BENEFITS APPRAISAL OPTION 5

Preservation or improvement in the management service level provided to SE

Possible. In medium term this could be achieved but may be a period where core service level

dips as staff gain experience in new roles.

Preservation or improvement of the management service level provided to tenants

Possible. In medium term this could be achieved but may be a period where core service level

dips as staff gain experience in new roles.

Reductions in the levels of expenditure incurred by SE in holding the portfolio

Possible. However capacity to incentivise team to reduce expenditure is limited by SE HR policy

on performance related pay. Panel approach to call-down services has potential to reduce cost of

these services.

Maximisation of occupancy levels within the Portfolio

Low. SE is not currently resourced to undertake management and accounting functions and liaise

with tenants. Executives with core skills to deliver core services exist in the organisation but may

not have practiced in specific roles required to fulfil contract requirements. Call down services

procurement through panel is compatible with SE practice elsewhere. 

Possible. However capacity to incentivise team to increase occupancy is limited by SE HR policy

on performance related pay. May also be the case that SE has lower visibility in market and

amongst potential occupiers.

Maximisation of the revenue generated by assets

Possible. However capacity to incentivise team to maximise revenue is limited by SE HR policy on

performance related pay.

Compatibility with existing SE Organisational Capacity
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