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Executive Summary

Frontline was commissioned to evaluate the <£100,000 R&D and Innovation Support Grant (ISG).  These two products were formed from the previous SCIS grant, which was designed to increase R&D and innovation activity in the Scottish company base.  The evaluation was designed to evaluate the two products including a full economic impact assessment.  The evaluation included:
· an assessment of the strategic case – both fit with policy and rationale for intervention
· a review of stakeholder views on the two grants
· in depth telephone inter views with around 100 participant companies

The evaluation covered the period 2007-2010 (though 2010 only included projects funded in the first three quarters of the year and therefore does not represent a full year’s activity).  The base year for discounting was 2007 and all impact values are presented in 2007 prices.

Strategic case – rationale, inputs and activities

The evaluation found that there was a strong strategic case for intervention in both R&D and innovation activity.  Scotland lags behind other UK nations and regions on Business Enterprise Research and Development (BERD) and also lags on key measures of innovation performance (such as innovation activity and product innovation).  In addition, there appears to be a clear fit with wider evidence on market failure, with both R&D and innovation having issues around imperfect information and positive externalities.  However, the direct evidence from companies is relatively weak with few citing lack of information or externalities as a problem.  However, more indirect evidence shows that companies feel R&D is risky because there is no clarity on returns (highlighting imperfect information) and businesses protect their intellectual property to avoid other companies benefiting from their work (highlighting positive externalities).
In addition, the programme has a clear fit with the Government economic strategy as well as the wider Scottish government policy framework around innovation and the Scottish Enterprise business plan.  The <£100,000 R&D product in particular will play an active role in supporting progress towards the national indicator to half the gap in total R&D spending compared with the EU average by 2011.
Since the two products were launched in 2007 there has been 239 <£100,000 R&D awards with a total value of £5.7 million and 275 ISG awards with a total value of £4.0 million.  The companies accessing the products are also accessing a broad range of other Scottish Enterprise support suggesting strong linkages with other product and support offerings.

Stakeholder views

Stakeholders recognised that there was a need for the two schemes – as well as their potential contribution to R&D and innovation activity within companies, though there were some sectoral stakeholders who were less aware of the specifics of the products and what they offered.

The strategic and operational stakeholders involved in the two schemes were generally positive about the management and operation of the schemes, which were deemed to be working well.  However, the issue of processing and evidencing claims was raised by a few, who felt that the process could be improved and simplified.  However, despite these issues it was clear that there were a number of examples of good practice in the operation of each scheme as well as ongoing learning and process improvement.

Stakeholders also suggests that there has been and will continue to be a high demand for both the <£100,000 R&D and ISG.  A small number of improvements were suggested, though these tended to reflect minor tweaks to the scheme rather than substantial changes.

Overall, stakeholders were generally positive about the management, operation and delivery of both schemes, and felt that the ongoing learning would see continued process improvement as the grants develop.

Company R&D journey

The company R&D/innovation journey (as summarised in the diagram below) covers the process from developing an idea to taking it to market. The main stages break down as:
· development – the point from which the project was raised until application
· application – from submitting the application for the project to confirmation of award
· delivery – the period over which the funded activity was delivered
· implementation – the commercialisation of the activity that was undertaken
The average company journey takes less than 2 years from idea generation to being ready for market.  In that time the company is central to the process with only limited examples of other partner involvement, though SE is involved in the early stages (development and application).  Generally companies did not report major barrier at any stage though financial issues were most evident in the delivery and implementation stages (either through lack of resource or the time is takes to generate sales to cover the costs of the activity).  Satisfaction with SE was generally high throughout the process, from how the application was dealt with to how supportive they were around implementation.
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Company outputs

The companies participating in the scheme had realised or were in the process of realising a wide range of benefits.  This included:
· spend on R&D / innovation of around £17.6 million along with wider follow on spend of around £6.4 million, a leverage ratio of 1: 11.4 and an additional BERD contribution of £7,097,751 (from a total R&D spend including SCIS R&D only companies of £10,923,001)
· generation of intellectual property protection – mainly patents

· development of new products- many of which are new to the market

· wider innovation, including the development of updating of marketing plans

The companies also experienced a range of wider benefits including improved capability around planning, managing and delivering R&D/innovation activity, follow on benefits (capacity and projects) as well as greater support for ideas and market launch – all with relatively high behavioural additionality.

The evidence of wider knowledge or market spillovers was less clear, with some evidence that any effects within Scotland could be lower than effects elsewhere.  This suggests the benefits are largely felt within the companies rather than across the economy as a whole.
Economic impact and value for money

The economic impact assessment suggested that the <£100,000 R&D and ISG awards were leading to positive economic impacts.
There was a peak of 144 net additional jobs in 2009/10 associated with the support as well as the potential for this to rise to 486 jobs by 2010/11.  In addition, the support is estimated to have led to a net additional GVA impact of around £13.2 million PV, a cost benefit ratio to date of 1: 1.41(by 2010).  This is projected to increase to a cumulative impact between 2007 and 2020 of £81 million of net additional GVA, a cost benefit ratio of 1: 8.63.
There was a strong suggestion that there has been very high value for money associated with the two products.  As the grants are relatively modest in size, with most well below the maximum grant threshold there was a strong suggestion of high economy associated with the schemes.  The wide range of company outputs cited also suggested that the project inputs were leading to the desired outputs – indicating positive efficiency.  When the cost benefit ratio to date is considered the effectiveness would appear to be low, though this has the scope to increase to a high level of effectiveness if companies grow as projected.

This suggests a strong positive contribution to the Scottish economy and activity showing strong evidence of clear value for money.

Conclusions and recommendations

The main conclusions from the study are that:
· there is a strong rationale for intervention associated with both the <£100,000 R&D and ISG schemes
· there is a clear fit with policy for both products and the potential for them to make a contribution to the achievement of policy goals

· there has been mixed used by key sectors, with a balance between targeted areas and the wider business base

· the grant schemes are generally seen to be working well – with only minor issues around the processing and evidencing of claims

· the grant schemes both generate substantial leverage, amounting to around 1: 11

· the grants are clearly delivering a wide range of company benefits as well as making a contribution to key national government priorities and Scottish Enterprise targets

· the grants are having a positive impact on company competency around R&D/innovation activity

· there is a positive economic impact arising from the support and the projects both deliver clear value for money

The main recommendations flowing from these conclusions were that:

· both grant streams should continue

· Scottish Enterprise should clearly articulate the balance between use by key sectors and the wider business base and work towards achieving that balance

· project monitoring should explicitly consider sectoral take up which can be used to monitor progress to sectoral targets and be shared with sectoral teams

· guidance should be developed for companies around what should be included in project applications to ensure they are done to a minimum standard
· there should be the introduction of a more formal briefing process with companies on the information requirements around claims where projects have been approved.  The existing best practice in this area should be developed as standard practice across the agency

· Scottish Enterprise should explore how grant awards can support process improvement or service development as well as wider product development as a means of generating more value from the grant funding

· support for companies should taper off if they come back for funding for new projects, unless there is clear evidence previous projects have not been successful.  This will ensure any market failures are being overcome rather than just propped up

The logic models that summarise the projects are included overleaf.
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1 Introduction and Context
Research and development and innovation have been identified as a key UK and Scottish productivity driver.  They are the starting point in a value chain that can lead to the development of new intellectual property that can be used to develop new products/processes/services.  This in turn can lead to new or extended company sales, improved efficiency and reduced waste, all with the ultimate benefit of improving company competitiveness and growing the economy.
Scottish Enterprise and the Scottish Government support this activity in a number of ways, with a broad portfolio of support from light touch one to many support associated with information sharing to individual grants to businesses.  The two grants under focus in this evaluation cover:

· below £100,000 R&D grant

· Innovation Support Grant (ISG)
1.1 Evaluation aims and objectives

Scottish Enterprise commissioned Frontline Consultants to conduct a full evaluation of the sub £100,000 R&D and ISG products between 2007/08 and the present (2009/10)
.

The key objectives for the evaluation were to split into three broad stages, each with a number of specific objectives under each.

The first stage was focused on the strategic case for the R&D Grant and the ISG.  The specific objectives included:

· assessment of the strategic rationale for investment

· assessment of the strategic fit with the policy context

· assessment of linkages and dependencies across SE activity

· reviewing monitoring arrangements and activities

· assessment of project performance against objectives

· development of an underpinning logic model for the intervention
The second stage was focused on understanding the company experience and impact of the interventions.  The specific objectives included:

· assessing the reality of the market failures identified in the first stage of the work
· assessing delivery processes and customer satisfaction

· assessing the fit with the equity and equalities agenda

· consideration of value add at the strategic level – including the direct outputs from support (short term) as well as wider outcomes (longer term benefits)

· economic impact – taking full account of additionality, optimism bias and adjustment for economic risk brought together in a cost benefit analysis

The final stage involved bringing these findings together and developing conclusions and recommendations.
1.2 Below £100,000 R&D Grant
The R&D Grant is designed to support companies to grow their business through the development of new products/processes/services in Scotland, to a value of up to £100k.

It aims to increase the level of Business Enterprise Research & Development (BERD) and see a greater contribution to a company’s turnover through the products launched, processes implemented or services delivered
.

The intervention provides financial support in the form of a discretionary grant towards the creation of new products, processes or services, which fit within the EU definitions of ‘industrial research’ and ‘experimental development’, defined as:

· industrial research: the planned research or critical investigation aimed at the acquisition of new knowledge and skills for developing new products, processes or services.  It comprises the creation of component parts to complex systems, necessary for the industrial research, with the exclusion of prototypes (which are eligible under the experimental category below)
· experimental development: the acquiring, combining, shaping and using existing scientific, technological, business or other relevant knowledge and skills for the purpose of producing plans and arrangements or designs for new, altered or improved products, processes or services.  These may also include e.g. other activities aiming at the conceptual definition, planning and documentation of new products, processes and services.  The activities may comprise producing drafts, drawings, plans and other documentation, provided that they are not intended for commercial use
1.3 Innovation Support Grant

The Innovation Support Grant product is aimed at supporting innovation in the business base around the development of new or improved products, processes or services
 and is designed to support all forms of activity required to successfully develop and commercialise a product, process or service.  The intervention is designed to encourage companies to adopt innovative behaviours and to undertake innovative development.  The purpose of the grant is to facilitate a change in attitude and culture, and to help build the innovation skills and capacities of participating firms.

The intervention was developed from the Small Company Innovation Support (SCIS) grant at the end of 2007, which also supported R&D activity in addition to the market research and market launch activity funded under the ISG
.
A maximum grant is available up to £30,000 covering support from the initial idea stage through to the exploitation stage of a new product, process or service design but excludes R&D activity.  Supported activities covers:
· support for ideas: to develop ideas for new products or services including market research, expert advice on technical feasibility, IP studies, regulatory studies, investigation of funding source and external support related to the production of sample designs/models necessary for market research or prototyping
· light touch ‘feasibility’ option: support for external costs to investigate a projects feasibility and support for approved SEEKIT projects

· support for wider ‘innovation development’: support for development activity that is not eligible through the R&D but where the company develops a new product, process or service which does not fit the definition of industrial research or experimental development (as outlined in section 1.2 above)
· support for market launch activity: support for all forms of work aimed at assisting the preparations specific to launch of the new product, process, service or business model as a result of a current innovation/product development project.  This can include market tests, adaptation of a product for different markets and the launch of design advertising

· support for the development of innovation culture: support to investigate or introduce innovation support processes to the applicant company.  This should encourage innovative behaviours and cultures within an organisation where no culture currently exists
2 Methodology
The evaluation looks specifically at the last three years of the R&D Grant and ISG projects (to Q4 2009/10).  The approach is shown below.

Evaluation  Method
Diagram 2.1
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Following project initiation and in depth desk review, an initial assessment of the strategic case and stakeholder consultations were completed.  These consultations focused on:

· the rationale for intervention

· project management and delivery

· project outputs and outcomes

· the perceived future of the grants and suggestions for improvement
In parallel with the first stage a research framework and extensive questionnaire was designed covering a range of topics
, including:

· company characteristics

· background and context with R&D / innovation activity

· project development
· project application

· project delivery

· client satisfaction

· project implementation

· project outputs

· economic impact – to date (2009/10)
· economic impact – in the future (to 2020/10)
The questionnaire mapped out the company journey from the formulation of the idea for the project through to the commercialisation (or implementation) of the project and the potential benefits and impacts of support.
A telephone survey captured the views of 111 companies who had accessed support between 2007/8 and 2009/10
.  Although this was less than the original target of 135 completed interviews, our sample population of 205 was less than original envisaged which impacted on the ability to increase completion rates further  i.e. a 54% response rate is very good for a telephone survey with predominately SMEs.
While 111 interviews have been completed a small number were light touch interviews for companies who would not participate in an interview longer than 20 minutes.  The 111 interviews covered:
· interviews with 43 companies who accessed the <£100,000 R&D grant

· interviews with 39 companies who accessed ISG grants

· interviews with 29 companies who accessed SCIS grants

The desk based information, stakeholder interviews and company survey were brought together into an evaluation report covering:
· the strategic case

· stakeholder views

· company R&D/Innovation journey

· company outputs

· economic Impact

· conclusions and recommendations

3 Strategic Case

3.1 Summary

This section of the report provides a desk based overview of the following:

· the rationale for intervention

· the strategic fit of the products

· the inputs to the projects

· the activities associated with the projects

In summary:

· Scotland performs poorly in relation to R&D investment as measured by BERD (10th from 12 UK nations and regions according to the latest published data)
· Scotland also performs poorly in relation to innovation as measured by innovation activity (9th from 12 nations and regions) and product innovation (11th from 12 UK nations and regions)
· a case can be made for R&D / innovation based on imperfect information and positive externality market failure arguments – though the evidence from companies on this is weak and indirect
· since 2007/8 SE has funded 239 <£100,000 R&D grants (99 of which are technically SCIS awards) and 275 ISG projects (71 of which are technically SCIS awards)

· since 2007/8 SE has committed around £5.7 million to <£100,000 R&D (though technically £1.9 million was for SCIS projects) and £4 million to ISG (though technically £1.1 million was for SCIS projects)

· there is a strong fit of the two schemes with the policy environment as dictated by Government and that designed by Scottish Enterprise – though the fit is strongest for the <£100,000 R&D Grants

· there is fit with the objectives of almost all the key sectors as outlined in the industry demand statements – though only a few of the statements make explicit linkages with the products and 3 of the key sectors haven’t used any <£100,000 R&D grants at all
· the companies who access the grants access a wide range of other Scottish Enterprise innovation and commercialisation supports, with 60% of the ISG companies accessing 2 or more projects, while 59% of the <£100,000 R&D companies accessed 2 or more projects
3.2 Rationale

The rationale for the R&D and ISG scheme reflects a number of barriers, failures and reasons for intervention.  These can be grouped into two broad areas:

· equity issues

· market failures

This section outlines the evidence around these areas, culminating in a clear assessment of the rationale for intervention.

3.2.1 Equity issues
Equity rationales are based on the logic that there is somehow an uneven distribution of activities or outcomes across a pre-defined geography.  The equity issue varies depending on the type of grant covering:

· an equity rationale for R&D intervention
· an equity rationale for Innovation intervention
3.2.1.1 Scotland’s position on Business Enterprise Research & Development (BERD)
In the case of the <£100,000 R&D Grant the equity rationale is focused on Scotland’s poor UK positioning on BERD. 
Scotland’s level of BERD as a proportion of GDP amounted to 0.48% in 2008 (the latest year for which data are available), placing Scotland 10th from 12 UK nations and regions.  This was less than half the UK proportion and one sixth of the proportion in the East of England, which recorded spend of 3.35% of GDP
.

In addition, the level of spend was relatively static from 2007 (where the level of spend was 0.47% of GDP), in which Scotland was also 10th from 12 UK nations and regions.

Full details are included in Table A1.1 in Appendix 1.

3.2.1.2 Scotland’s position on innovation metrics
In the case of the Innovation Support Grant the equity rationale is focused on Scotland’s intermediate position in relation to companies who are innovation active and those specifically who are product innovators.
In total 56% of Scottish companies were innovation active according to the latest available Community Innovation Survey data analysis (covering 2005), CIS 4, placing Scotland 9th from 12 UK nations and regions.  The top performing area  in the UK is the South East of England with 60% of companies involved in innovative activity.

In total 22% of Scottish companies were product innovators according to the CIS 4 data, placing Scotland 11th from 12 UK nations and regions.  This is against 28% for the top performing of the UK i.e. the South East of England.

These two indicators show that Scotland is performing worse than its UK comparators, with its ranking placing it in the bottom quartile in each case suggesting an equity rationale to bring Scotland in line with the rest of the UK.
Full details are included in A1.2 and A1.3 in Appendix 1.
3.2.2 Market failures
Market failure refers to a situation where the market has not and cannot by itself be expected to deliver an effective outcome
.
The product specifications for both the R&D grant and the Innovation Support Grant do not cover a market failure rationale.  It is clear, however, that the market failures evident for R&D will be very similar for innovation activity – as both are ultimately inputs to the development of new or improved products/processes/services.  As such the generic market failure relevant to both are outlined and then the specific elements which make up a rationale for either R&D or innovation investment are considered.

A detailed review of a range of source material on market failure suggests that the main market failures evident around R&D and innovation centre on:

· imperfect information – the situation in which a company is not perfectly informed about the options available to them and also the costs and consequences of their decision making processes

· positive externalities – the situation in which one company’s actions or behaviour directly impact on others welfare, which is not included in the market price for the product/process/service

Taking imperfect information first it is clear that while the information requirements of companies around R&D or innovation investment are substantial the sources of reliable and robust information are in short supply.  This lack of information means that such activities are inherently risky and companies are likely to under invest in them.  The companies therefore need access to good information at a reasonable cost and the ability to process the information in ways that aid decision making.
Looking at positive externalities it is also clear than R&D or innovation activity will attract wider market attention, especially if it is successful.  That attention can then lead other companies to do similar activity, but without making the initial investment or taking the risk.  Competitor companies can therefore gain market share arising from R&D and/or innovation of a competitor by copying, replicating or improving on the original idea.  The risk of this means that unless R&D or innovation outcomes can be clearly protected there will be under investment in the activity.
3.2.2.1 Specific market failure issues for R&D investment

As stated, the market failure for the R&D Grant is founded around imperfect information and positive externalities.

To be perfectly informed regarding R&D investment businesses would need to fully understand:

· company information on R&D costs – across staff, equipment, materials, external knowledge and overheads

· the cost of acquiring information on R&D planning

· the detailed technical specification of the work they are planning and the science or technology that underpins it

· the size of the potential market for any new product/process/service, routes to market and likelihood of market penetration

· the cost of acquiring information on markets and routes to market

· the full costs of undertaking the R&D and taking it to market against the benefits of market share or process efficiency benefits
On a project-by-project basis the greater the amount of information that is missing the greater the risk in investing in the activity and the more likely that it will not happen.  It may even be that the information exists, but the company does not have suitable staff or skills to be able to process it and use it in ways that aid decision making.

There are also likely to be positive externalities around R&D investment as companies that do R&D can aid their competitors through:

· showing that certain technical areas are either feasible or not 

· loss of staff to competitors – with those staff then using their expertise in the competitor company

· through reverse engineering of any products/processes/services that are launched or introduced

· loss of staff to competitors – with those staff then using their expertise in the competitor company or in the development of similar product lines

· building the market for certain new or improved products/processes/services only for others to benefit

These activities mean that the R&D can have value to more than just the company carrying out the activity.  Where there is strong scope for competitors to recruit staff or follow R&D activity there will be a greater disincentive to invest in it.
This suggests that there is a market failure in this space with a lack of information and also the danger of competitors benefiting but with lower levels of investment.
3.2.2.2 Specific market failure issues for innovation investment
The market failure for the Innovation Support Grant is founded on a similar imperfect information and positive externalities argument.

Imperfect information arises on the basis that for companies to be perfectly informed (around innovation activity) they would need to fully understand:

· company information on innovation costs – across staff, equipment, materials, external knowledge and overheads

· the cost of acquiring information on innovation

· an understanding of the feasibility of the innovation and the demand for it
· the size of the potential market for any innovation activities, routes to market and likelihood of market penetration

· the cost of acquiring information on markets and routes to market

· detailed understanding of the issues around market launch – including the preparations needed, ensuring it meets the specific needs of the market and getting the marketing of the product/process or service right
· the full costs of doing the innovation activity and taking it to market against the benefits of market share or process efficiency benefits
The greater the information gaps the greater the risk in investing in the activity and the less likely it will happen.  It may even be that the information exists, but the company does not have suitable staff skills to be able to process it and use it in ways that aid decision making.

There are also likely to be positive externalities around innovation investment as companies that do innovation can aid their competitors through:

· showing there is a demand for certain types of innovation
· showing that certain types of innovation are technically feasible
· through reverse engineering of any products/processes/services that are launched or introduced
· loss of staff to competitors – with those staff then using their expertise in the competitor company or in the development of similar product lines
· building the market for certain innovative products/processes/services only for others to benefit
· highlighting the types of market launch activities that lead to successful commercial release

These activities mean that the innovation can yield value to more businesses than just the company carrying out the activity.  Where there is strong scope for competitors to recruit staff or follow R&D activity there will be a greater disincentive to invest in it.

This suggests that there is a market failure in this space with a lack of information and the danger of competitors also benefiting but with lower levels of investment.

3.2.3 Market failure – the company view

The company survey provides some evidence around the reality of these market failures in the business base.  While there is a strong logic in the failures underpinning R&D and innovation activity there is little clear evidence in the company base.

In relation to the information failures just 16% of the companies suggested these as barriers to R&D or innovation, with the two main areas within this centred on:

· limited availability of information on markets (9%, or 8 companies)
· limited availability of information on technology/knowledge applications (8% , or 7 of the companies)

In relation to externalities just 10% of the companies suggested these as barriers to R&D or innovation, with the two main areas within this centred on:

· companies being unable to adequately protect their IP (7%, or 6 of the companies)

· fear other competitors will benefit from their R&D / innovation activity (just 3%, or 3 of the companies

The implication is that while the logic around market failure is well established, the evidence to prove its existence is not.  However, it is also more complicated than simply asking companies reasonably direct questions.  

For example, the main barrier cited by companies was the cost of R&D (cited by 87% of companies).  The fact that they are looking to access public sector resources suggests they want to minimise risk because it is unclear if the investment will deliver a sufficient return to make it worthwhile.  Risk by its very nature is a factor of information.  If sufficient information exists, risk would be lower.  The fact that risk is still evident suggests some sort of information failure.

Taking the externalities argument – few companies suggest this as a barrier.  However, 86% of the companies take formal steps to protect their IP and 58% use strategic means to protect it.  This suggests they are actually concerned about other companies taking their idea and copying it to the detriment of the innovating company – the classic argument around externalities.

In summary, the company survey doesn’t really provide strong evidence of clear market failure, but does provide indirect evidence that is suggestive of the failure outlined above.  Further investigation, possibly on a case by case basis may be the best way to probe for these issues.
3.2.4 Market adjustment

While the evaluation found evidence of market failure there is more mixed evidence around market adjustment.  When companies were asked about the change in barriers to R&D and innovation activity over the past three years (the period of the evaluation) just under half (49%) suggested that there had been no change.  Furthermore 38% suggested that the barriers had actually got worse over the past three years.  This compared with the minority (13%) who suggested the barriers had reduced.  The implication is that the underlying barriers that constitute the failure have not corrected.

However, the companies later go on to suggest that they have built their competency around R&D and innovation activities and have in many cases clear evidence of increased revenue.  This would suggest that the information barriers and fears of externalities should be reducing – as the companies are more aware of what they need to do to make the R&D or innovation activity work (better information) and they know they can generate sufficient return without competitors poaching their ideas and market share (less risk of externalities).

The final issue is that the group of supported companies account for only a small proportion of the Scottish business base and as such it is impossible to know if the underlying failures are being addressed at the economy level.  It may be that the failures are reduced amongst the supported companies, but not for those who don’t access support.  Long terms review of R&D levels and innovation performance will be the only way to check if the underlying failures are addressed.

3.3 Strategic fit

The <£100,000 R&D Grant and ISG are both focused on growing the economy through innovation activity, either via R&D or wider innovation activity (such as market research and market launch).  As both projects are focused on similar goals the overall policy context is considered here, with any specific variations highlighted.

3.3.1 Fit with the Government Economic Strategy

The Government Economic Strategy has five strategic priorities one of which is to create a supportive business environment.  Within this priority their approach has:

“A clear focus on strengthening the link between Scotland’s research base and business innovation and addressing the low levels of business R&D.”

The Scottish Government further reinforces its support for increasing R&D activity within Scottish companies in its Science for Scotland strategy which states that:

“A key challenge for Scotland is to bring about radical change in cultures and performance to increase business research and development, and business demand for and use of the science base in ways which help support growing businesses and sustainable economic growth.
”

The government recognises that a strong correlation exists between higher spending on research and development (R&D) - particularly business expenditure on R&D (BERD) – and high rates of economic growth.  This is reinforced by wider research carried out by the OECD which highlights a 1% increase in BERD drives multi factor productivity by 0.13%
.

In addition, higher R&D expenditure demonstrates the strength of the economy, as it requires advanced levels of expertise, sophisticated skills and a supportive business environment to undertake R&D activity.  Innovation is crucial for businesses to remain competitive and to provide high value products and services in a global, knowledge-based economy. Consequently, Scotland's ability to achieve sustainable economic growth and create highly skilled, better paid jobs, will be heavily influenced by its R&D performance.

As Scotland lags behind other UK regions (as outlined in 3.2.1.1) and OECD and EU nations
, one of the main national indicators used by the Scottish Government in the National Performance is to:

· at least halve the gap in total research and development spending compared with the EU average by 2011

The Scottish Government therefore makes clear the importance of R&D activity to the economy.  This highlights the strong fit of the R&D Grant activity to delivering on the Governments priorities.  It also highlights the role of innovation in meeting economic growth objectives. The innovation element is less strong, however, and tends to be a follow on to R&D activity rather than a specific priority in its own right, though there is a stronger focus on innovation specifically in other policy documents.

3.3.2 Fit with the’ Innovation for Scotland’ framework

The Scottish Government ‘Innovation for Scotland’ document represents a strategic framework for innovation in Scotland.

The Governments approach to innovation is focused on four underlying principles:

· working with businesses to stimulate greater demand for innovative ways of working and aligning support to meet that demand

· support for innovation beyond the commercialisation of science and technology to include the innovation of new services and new sources of ideas

· a systems based approach that recognises how all players – public, private and voluntary need to be aligned to achieve sustainable wealth creation

· a focus on the outcomes of innovation

The ISG has the clearest fit with this framework, with R&D being included as one of many drivers of innovation
.  The ISG is about improving innovation activity throughout the business base (with some key sector targeting) and wider innovation, not just the more traditional technological models traditionally associated with R&D activity.

While the ISG has a strong fit with the priorities of the innovation framework, the product is only cited as part of the broad intervention framework product grouping.  

Overall, it is clear that the <£100,000 R&D support has a close fit with the framework while the ISG has a clear fit and role in developing a culture of innovation in all its forms across the Scottish business base.
3.3.3 Fit with the SE business plan
The SE Business Plan for 2010/13 focuses on addressing Scotland’s lagging productivity performance and preparing for recovery from the global recession.  This is to be achieved through a focus on:

· supporting competitive companies – which includes helping companies grow through innovation
· building globally competitive sectors – through working with key sectors and others to grow and develop the businesses within them
· establishing a globally competitive business environment – by providing appropriate infrastructure and access to finance

This focus is underpinned by two cross cutting themes focused on:

· responding to our economic geography – ensuring balanced economic growth across Scotland
· working in partnership – with core partners to deliver added value to the Scottish economy
The R&D Grant and ISG fit closest with the focus on globally competitive companies – through the encouragement of technical R&D and wider business innovation.  In each case the main focus of the projects are on improving productivity and international competitiveness of companies.

There is also a strong fit with the globally competitive sectors element of the plan with the R&D and ISG activity being focused on engagement with key sectors as well as the wider business base.
Both of the projects are covered in the plan, with the Scottish Enterprise target for BERD expected to come from R&D and SMART investments.  While much of the R&D target will come from large R&D (in effect above £100,000) the volume of smaller grants will also make a contribution.  The Business Plan also makes specific focus on developing innovation through implementing new products, services and/or processes, which will be supported by the ISG and <£100,000 R&D grants.

This suggests that the two projects have a close fit with the objectives in the plan and also in helping to achieve the specific targets around supporting the achievement of innovation activity and business R&D targets outlined in the plans performance measures.
3.3.4 Fit with the Scottish Enterprise Policy on Innovation
The Scottish Enterprise New Operational Policy on Innovation was introduced in April 2008 as a mechanism by which Scottish Enterprise could drive innovation activity in Scotland.  The three core components of the policy cover:
· business innovation – with a greater focus on innovation in businesses
· commercialisation – focused on the company building process around high growth new starts

· innovation environment – ensuring an innovation system that provides the appropriate range of supports

The fit with both the <£100,000 R&D grant and ISG is strongest in the innovation environment strand of the policy.  The grant mechanisms by which businesses are supported are seen as being key parts of the right range of support needed to drive innovation in Scotland.  There is a stronger fit with the ISG in this policy with a focus on wider innovation – moving away from just R&D and technology.

However, both projects can fit clearly into the policy and both will have a role to play in feeding in to the performance measures which focus more on the end goal – or net additional GVA for Scotland.

The ISG fits with the measure around number of companies involved in innovation activity, while the <£100,000 R&D grant fits with the push in increasing R&D investment in businesses and the overall scale of R&D done in Scotland.  Both then link with the intermediate objectives around additional turnover growth in businesses and the goal of increased GVA within the economy.

There is therefore a good fit with the projects and the operational policy on innovation – though more as one of the many contributors to innovation (such as the innovation service or commercialisation support).
3.3.5 Fit with Industry Demand Statements

R&D Grant and ISG support is not restricted to specific sectors of the economy.  However upon reviewing the Industry Demand Statements (IDS) produced by SE for the period 2010-2013 there is a clear fit with a number of the key sectors.  Table 3.1outlines the broad fit of the various IDS documents.  This looks at the extent to which:

· the products are cited in the industry demand statements

· the documents focus on R&D and innovation activity as a means by which the sectors can be developed

High Level Fit with ISG and R&D Grant
Table 3.1
	Sector
	Innovation Support Grant mentioned
	<£100k R&D product mentioned
	Innovation activity focus
	R&D activity focus

	Thermal generation and carbon capture and storage
	
	
	√
	√

	Tourism
	
	
	√
	

	Aerospace, defence and marine
	√
	√
	√
	√

	Chemical sciences
	
	
	√
	√

	Construction
	
	√
	√
	

	Digital markets
	√
	√
	√
	√

	Enabling technologies
	
	√
	√
	√

	Food & drink
	
	
	√
	√

	Forest industries
	√
	
	√
	√

	Financial services and business services
	√
	
	√
	

	Life sciences
	
	
	√
	√

	Oil & gas
	
	
	√
	√

	Renewables
	
	
	√
	√

	Textiles
	
	
	√
	√


It is clear that R&D and innovation are crucial areas across all sectors, though the specific mention of the R&D Grant and ISG is lacking in many of the ‘demand statements’.  The specifics of the rationale for action or the types of activity to support R&D and innovation vary substantially across all the sectors. Some of the variation in issues faced across the sectors includes:

· innovation in key technology areas in the supply chain in the thermal generation and carbon capture and storage sector
· establishing a culture of innovation in the tourism sector

· focusing R&D grants on account managed aerospace, defence and marine businesses

· business university innovation in the chemical sciences sector

· market intelligence as a driver of innovation activity in the construction sector

· a focus on  increasing innovation and R&D take up in the digital media sector

· R&D and innovation support being a key asset that should be exploited in the enabling technologies space

· building innovation capacity in the food & drink sector

· developing technological innovation in the life sciences sector

· developing R&D centres as a mechanism for diversification in the oil & gas sector

· innovation in key supply chain technology areas in the renewables sector

· gaining recognition of product and process innovation in the textiles sector and increasing value add through innovation activity

The projects have a strong fit with the ethos of most of the industry demand statements, though the specific linkages are not widely articulated and tend to be more implicit than explicit.

3.3.6 Contribution to other SE activities

The R&D Grant support fits in with a range of other activities supported by SE.  The companies accessing the R&D Grant and ISG were mapped against companies
 who had accessed a range of commercialisation support provided by Scottish Enterprise between 2004 and 2008 (a full list of the project covered are included in Appendix 3). 

In the case of the 216 companies who accessed the Innovation Support Grant between April 2007/8 and December 2009.  40% accessed no other commercialisation support.  However, 60% accessed at least one other form of commercialisation support breaking down as:

· 32% accessed two mechanisms

· 14% accessed three mechanisms

· 14% accessed more than three mechanisms
Only a small proportion of the companies accessed four or more supports, though one company had accessed eight commercialisation supports in total.

There was a similar pattern for the R&D Grant with 41% of the companies accessing no other commercialisation support.  However, this meant that 59% accessed at least one other support breaking down as:

· 31% accessed two mechanisms
· 12% accessed three mechanisms

· 16% accessed more than three mechanisms
Again, only a small minority of companies accessed four or more supports, though one company had accessed nine commercialisation supports in total.  Full details are included in Table 3.2.
<£100,000 R&D and ISG Sector of Company
Table 3.2
	
	Innovation Support Grant
	<£100,000 R&D

	Number of supports accessed
	No.  of companies
	% of

companies
	No.  of companies
	% of companies

	1
	87
	40%
	85
	41%

	2
	70
	32%
	63
	31%

	3
	31
	14%
	25
	12%

	4
	12
	6%
	15
	7%

	5
	9
	4%
	8
	4%

	6
	5
	2%
	5
	2%

	7
	1
	0%
	3
	1%

	8
	1
	0%
	0
	0%

	9
	0
	0%
	1
	0%

	Total
	216
	100%
	205
	100%


A number of the companies accessing the grants were also Designated Relationship Managed (DRM) status.  While it was not possible to assess the number of all companies accessing the supports who were DRM, it was possible to do this for the survey sample.   

In total the survey sample includes 271 company contacts across the ISG and <£100,000 R&D projects.  Of this group 157 were DRM companies, or 58% of this sample group.  While the sample may have been skewed slightly towards DRM companies (as this was where contact details were more readily available), it still suggests that the majority of those accessing the supports are managed by Scottish Enterprise in some way.
3.4 Inputs

This evaluation covers 239 R&D projects funded between 2007/08 and the first three quarters of 2009/10
 and 275 Innovation Support Grants over the same period.  Total SE expenditure against these projects
 amounts to around:
· £5,727,066 for the R&D projects

· £4,015,235 for the ISG projects

An annual breakdown of the funding contribution is included in Table 3.3.

Approved Funding for <£100,000 R&D and ISG Projects
Table 3.3
	Year
	Project Value

<£100,000 R&D
	Project Value

Innovation Support Grant

	2007/08*
	£1,926,904
	£1,108,319

	2008/09
	£2,639,270
	£1,077,674

	2009/10*
	£1,160,892
	£1,829,242

	Total
	£5,727,066
	£4,015,235


* Note: projects have been assigned to either <£100,000 R&D or ISG based on the best fit relative to the actual SCIS grant

** Note 2009/10 only covers the first three quarters of the year

3.5 Activities

The following sections look at the various activities associated with the R&D Grant and ISG awards.
3.5.1 Project cost summary
In total there have been 514 R&D and ISG projects funded over the evaluation period 2007/08-2009/10.  This is a definitive count of projects supported based on Scottish Enterprise records
.  This amounts to:

· 239 <£100,000 R&D awards, with a total SE investment of around £5.7 million, or an average award size of £24,000 (a median value of £22,700 in 2009/10, the latest year)
· 275 ISG awards, with a total SE investment of around £4 million, or an average award size of £15,000 (a median value of £4,300 in 2009/10, the latest year)
It is clear that the number of Innovation Support Grants have increased substantially, with 122 in the first three quarter of 2009/10 alone, significantly greater than the last full year with a total of 82 awards.  Full details are included in Table 3.4.
Number of Awards and Funding for <£100,000 R&D and ISG Projects
Table 3.4
	
	<£100,000 R&D
	Innovation Support Grant

	
	Number
	Value
	Number
	Value

	2007/08*
	99
	£1,926,904
	71
	£1,108,319

	2008/09
	90
	£2,639,270
	82
	£1,077,674

	2009/10**
	50
	£1,160,892
	122
	£1,829,242

	Total
	239
	£5,727,066
	275
	£4,015,235


* Note: projects have been assigned to either <£100,000 R&D or ISG based on the best fit relative to the actual SCIS grant

** Note 2009/10 only covers the first three quarters of the year
3.5.2 Key sectors

Scottish Enterprise aims to work with businesses which have the potential to grow and are important to the economy.  Key sectors are defined as being those where Scotland has a distinctive capability in areas with growing global demand and where businesses in those sectors have the potential to be internationally competitive.  

The Government Economic Strategy highlights that emphasis should be placed on the following sectors:

· life sciences

· energy

· creative industries

· financial and business services

· food and drink

· tourism

It also states that assistance should be provided to technologies that support or enable their development.  In addition there are a number of other growth sectors which SE support that make a specific contribution to the Scottish economy, including:

· chemical sciences

· aerospace

· defence & marine

· construction

· textiles

· forest industries

Analysis of CRM records of the companies accessing the support shows a fit with either a key sector or a growth sector, with most of these falling within the key sector groupings.  It should be noted that as this is based on CRM Records the total numbers cited will be different from the total number of awards to companies.

In relation to the ISG 88% of the companies are in key sectors, while 12% are in growth sectors.  This breaks down as:

· 46% in DMET

· 14% in energy

· 11% in life sciences

In relation to the <£100,000 R&D 86% of the companies are in key sectors, while 14% are in growth sectors.  This breaks down as:

· 41% in DMET

· 19% in life sciences

· 17% in energy

Full details are included in Table 3.5 below.  This shows that the grants are entirely focused on key sectors or growth sectors.  It is unclear the extent to which wider companies outwith these sectors are supported.
<£100,000 R&D Grant and ISG Beneficiaries – Sector Focus
Table 3.5
	
	Innovation Support Grant
	<£100,000 R&D Grant

	Industry Sectors
	No.  of projects
	% of

projects
	No.  of projects
	% of

Projects

	Key sectors*
	149
	88%
	139
	86%

	DMET
	78
	46%
	66
	41%

	Life Sciences
	19
	11%
	31
	19%

	Energy
	23
	14%
	27
	17%

	Food & drink
	14
	8%
	4
	2%

	Tourism
	3
	2%
	2
	1%

	Financial services
	12
	7%
	9
	6%

	Growth sectors**
	20
	12%
	22
	14%

	Chemical Sciences
	5
	3%
	11
	7%

	Textiles
	5
	3%
	3
	2%

	Construction
	6
	4%
	7
	4%

	Forest Industries
	1
	1%
	0
	0%

	Aerospace, Defence and marine
	3
	2%
	1
	1%

	Total
	169
	100%
	161
	100%


* Key sectors represents the sum of projects in electronic markets, life sciences, energy, food & drink, tourism and financial services
** Growth sectors represent the sum of projected in chemicals, textiles, construction, forest industries and defence & marine
3.6 Equalities and diversity

Equalities and diversity represent a wider fit with the aims of government, with new legislation requiring further embedding of existing practice to promote fair and equitable access for all groups within society.

The <£100,000 R&D Grant and ISG both pre dated the requirement for formal Equality Impact Assessment.  As such no assessments have been completed for either product.  However, as the projects are part funded by European money there was a requirement at the point of application to consider the key horizontal themes outlined as part of the Scottish ERDF programme.  This included:
· equal opportunities – to increase opportunities for all disadvantaged groups
· environmental sustainability – to promote the sustainable use and conversion of Scottish environmental assets
· social inclusion – to assist with reducing inequalities between the least advantaged communities and the rest of society

The implication is that while formal Equality Impact Assessment has not been completed this has been a key consideration for each programme, as without due consideration there will have been no approval to use European resources.  As such it can be suggested that the schemes both delivery activities that are focused on universal and free access to all groups in society.  
It may be that if the projects are further updated or refined that a formal Equality Impact Assessment could be completed for each product.

4 Stakeholder Views 
4.1 Summary

This section contains the analysis of these interviewees and covers:

· rationale and strategic fit

· management and delivery

· sectoral issues

· approval and funding

· good practice

· demand for support

· the future of the grants

In summary:

· there was a recognition of the need for the scheme – though few stakeholders articulated a market failure rationale for investment, but did see a clear fit with policy priorities and other projects

· there was a clear recognition of the role of the grants in the development of R&D and innovation activity within companies

· there was a strong view that the scheme was working well – especially around approval of projects, though there were challenges outlined around the quality of applications and the evidence requirements for claims

· sectoral teams were clear on the need for R&D and innovation supports – though there was far less clarity on the specifics of the <£100,000 R&D and Innovation Support Grant
· stakeholders outlined a number of examples of good practice in both grant schemes and suggested that there was ongoing learning and review feeding into the development of the grants

· the stakeholders suggested that there was a high demand for the grants and that this would only be increased due to the recession

· stakeholders made some recommendations for the future, but these were focused on tinkering with the schemes to make them better rather than wholesale changes

4.2 Introduction

In the course of the evaluation, a wide range of stakeholders were consulted, covering:

· strategic stakeholders – those with a strategic responsibility for taking forward the ‘innovation brief’

· operational stakeholders – those involved in the delivery of the grant schemes, including innovation specialists and product managers

· sectoral stakeholders – covering each of the key sectors
This section synthesises views of the stakeholders consulted only, it does not include wider evidence from the business survey and presents a relatively ‘straight’ account of the stakeholder views.
A list of consultees is included in Appendix 2.

4.3 Rationale and strategic fit

4.3.1 Rationale for intervention

There was recognition across the stakeholders that there were a number of reasons for investment in R&D and innovation at this level.  These included:

· equity arguments – around ensuring Scotland was not falling behind other UK nations and regions (and other countries)

· economy arguments – founded on the traditional market failure areas of imperfect information and positive externalities

· achievement of business growth – focused on the achievement of GVA through company growth

· achievement of policy aims – focused on delivering activities in key areas that contribute to the achievement of key policy aims

As set out in Chapter 3, the two main areas that make up the rationale for investment focused on the traditional equity and economy rationales.

The equity issues were focused on Scotland’s poor performance (or positioning) on a number of key R&D and innovation metrics – relative to the rest of the UK as well as globally.  There was a view that Scotland needed to be performing better on these measures in order to grow the economy and remain a viable location for new start businesses, existing businesses and potential inward investors.

The economy issues were focused on the traditional market failure arguments.  The two areas identified were the same as those outlined in the strategic case section focused on:

· imperfect information – with businesses not knowing about the benefits of R&D or innovation investment and having difficulty making the linkages between investment and improved business performance

· positive externalities – or wider spillover effects, with companies potentially not being able to appropriate all the benefits of the investment due to competitors copying ideas or developing similar products, processes or services

Only a small number of stakeholders focused specifically on market failure arguments, with others pointing to evidence of risk and lack of finance as barriers to R&D and innovation activity more generally.  While these do represent clear barriers, they ultimately represent imperfect information (the reason projects are risky) and positive externalities (spending scarce money that may spur competing activity by competitors).

Most stakeholders focused on why the two grant streams were used rather than why they are needed.  There was a clear view that the grants were about improving business growth and acting as spurs for change, both in attitude to and ability to deliver R&D or innovation activity.  By supporting companies in these areas there was scope for product/process or service innovation leading to improved business performance and competitiveness.  While this is ultimately what the grants are aiming to achieve – they are not a traditional rationale for intervention.  However, when linked with the more traditional rationale for intervention (equity and economy arguments) they present a powerful case for intervention in R&D and innovation support to businesses.

4.3.2 Strategic fit

All stakeholders were clear on the general fit of each of the grants to the wider policy priorities of the Scottish Government and Scottish Enterprise.  Both R&D and innovation were viewed as being central elements of economic strategy and therefore the grants had a strong fit with the overarching policy and were seen to be making a contribution to the BERD expenditure targets and on innovation activity to support business growth.

4.3.3 Linkages and dependencies

Stakeholders suggested there were a number of issues around linkages and dependencies between the two products and with other business support mechanisms.  These covered:

· the role of the R&D Grant and ISG grants in the ‘innovation ecosystem’
· the linkages between the two grants

The stakeholders were generally positive that the grants filled a niche in the business support market with each having a role to play; the traditional technological models of innovation covered through the <£100,000 R&D scheme and the wider innovation models more evident in the service sector and comprising activity beyond traditional technological innovation through the ISG.

However, a number of the stakeholders also recognised that they were just one part of a wider network of support (or ‘innovation ecosystem’).  This meant that the two projects have a specific niche, focused on the provision of direct grant support.  The range of other support, such as innovation workshops and sector specific projects, such as innovation trough collaboration, focus more on capacity building through the provision of information advice and guidance.  As such the two grants were seen as valuable and useful mechanisms by which R&D and innovation activity could be supported directly within companies.
Stakeholders also suggested that the linkages between the two products were not as seamless as they could be, with some companies accessing only one product but not the other.  The view was that crossover needed to be formalised when there was scope to better support companies.  Some of the sector team stakeholders suggested that there was not sufficient challenge by account managers or innovation specialists in devising a holistic R&D/innovation support.  Instead there was a view that some of the activity was piecemeal and not adequately followed through resulting in only marginal and short term benefit in the companies.  While there was agreement this wouldn’t be the case with all businesses, there was a need to ensure opportunities were identified when the case for wider activity or investment was clear.

4.4 Management and delivery 

The management and delivery of the scheme was defined by the stakeholders as being nationally developed and locally delivered.  

This reflects the operation of both schemes as operating from consistent product specifications across the country but managed by the local teams in terms of project development, appraisal, approval and management.  The monies for the project come from a framework budget, with each region allocated a framework amount.  This brought consistency to the offering but provided scope for local tailoring and judgement to ensure the offer best matched the needs of the local companies.

While some stakeholders felt that inconsistencies in expertise and experience of the innovation specialists could lead to less cohesive support to some companies, the general view was that the operation of the scheme was working well and adding value for companies regardless of geography.
This national designation and local application has traditionally been a problematic area in economic development intervention, but in this case seems to marry the two requirements together in ways that add value to the customers, without reinventing the wheel.

4.5 Sectoral issues

A number of issues and challenges were raised by stakeholders representing the key industry sectors within Scottish Enterprise.  

There was strong support for both products across the sectoral leads, with all highlighting the importance of R&D and innovation to the ongoing development of their sectors.  However, there was a limited recognition of the specifics of the products by sectoral leads and a lack of understanding of take up and use by companies within some sectors.  This was partly a result of the recent simplification of the offering in this area (for example the SCIS project, the precursor to ISG, had much higher levels of recognition) and due to a lack of information sharing between the innovation team and the sectoral teams (in terms of sectoral take up).  This meant that both the ISG and R&D grants were not well known across all industry sectors despite the innovation team suggesting that a series of information events had been held with innovation specialists and supported with information on the products on the SE intranet.

There was also a general view that the level of grant award may be too small to be of particular relevance to the needs of all companies in each key sector – with some sectoral leads suggesting the level of grant would only work with smaller companies, and would not be a sufficient incentive for larger companies to participate in innovation activity.  It is important to recognise that the ISG grant, in particular is relatively small scale in value, as it was developed under de minims.  It is therefore not possible to provide grants of a larger scale.
A number of specific challenges were mentioned across the sectors, where the stakeholders felt that the grants could play a positive role including:

· developing the technology supply chain in the offshore wind sector amongst the small company base

· supporting innovation and diversification in the oil and gas sector

· driving innovation activity in the financial services sector

· supporting innovation in the tourism industry

· developing wider innovation activity (such as business model innovation), rather than traditional technological innovation, in the digital media sector

There were also some challenges where the ISG and R&D grants were less able to contribute, including:

· supporting technology adoption as well (or in place of) technology development

· supporting activity post prototype, where resourcing can be more intensive than during R&D or innovation activity (it was estimated that in the enabling technology space 70% of product development expenditure occurred after the prototype was developed)

· supporting large capital intensive projects, such as those associated with offshore wind or wider energy projects

Again, it is important to recognise that these challenges represent the view of sectoral stakeholders, but that is not to say they are possible under de minimis powers in the case of ISG or the RD&I notification, in the case of the <£100,000 R&D Grants.  For example R&D can only support work up to pre production prototype and does not support capital developments as it does not fall under the EU R&D definitions.
Overall, therefore, there was a clear view that innovation and R&D support was useful across all the key sectors, though there was a general lack of clarity and understanding of the role it was actually playing.

4.6 Approval and funding 

The approval and funding process is managed at a local level, with local responsibility for supporting application through to monitoring projects to their conclusion.  It was clear from the stakeholder discussions that this process breaks down into a number of linked stages (though there are slight variations across the different regions), covering:

· project development and application

· compliance checking

· project approval

· project monitoring and management

4.6.1 Project development and application

The stakeholders suggested that there were a number of routes by which projects could come forward for funding, building a strong and growing demand for both the R&D and ISG products.  The main routes included:

· from account managed companies and growth pipeline companies

· from the fulfilment service

· from the range of one to many innovation supports – including the innovation support service and innovation surgeries

· from innovation specialists and the networks they have been developing – this also had the potential to link in to non DRM companies

· from partners – such as Business Gateway

These routes were seen to be a good mechanism by which companies could bring forward project for funding and had a wide coverage across key sectors and the wider business base.

However, the operational stakeholders suggested that there were issues at this stage around the quality of the applications being brought forward, with some projects being poorly worked up and planned by companies.  This meant the innovation specialists, in particular, had to spend time with a number of companies in developing a more robust project that would meet the commercial, financial and technical elements needed to gain funding.  This was seen as a valuable part of the innovation specialists role, but may highlight a lack of clarity in the companies around what makes up a good project application.  Given that good project planning is a key requirement of successful projects there is an implication that there are weaknesses in these competencies in some businesses.
The general application process was seen as being relatively straightforward, having a fast turnaround and being consistent for both the R&D Grant and ISG products.

4.6.2 Compliance checking

Once the project applications were developed they would be quality checked for compliance with product eligibility.  This was viewed by those involved in the process as being a valuable but complicated process.  

It was suggested that there were frequently issues that required resubmission of applications.  These ranged from simple omissions of details to provision of incorrect supporting material (e.g. cut and pastes from previously approved applications). This shows the compliance process has been adding significant value by being used to genuinely test the eligibility of projects for funding and ensuring that the best applications were then put forward for approval.  It has also been acting to identify issues and not put projects forward for approval that were not adequately worked up.
This suggests that appropriate systems are in place to ensure applications are robust and are in a position where key details have been checked and they are in a position where they can go forward for approval.

4.6.3 Project approval

While the project application and compliance checking was seen as being time consuming, the operational stakeholders were overwhelmingly positive about the approval process, with a number of stakeholders suggesting the process was ‘slick’ and ‘working well’.  The projects were generally separated out into those:

· below a set threshold that could be signed off by a Product Manager (this was set at £15,000 in the East, but could vary on a case by case basis and across the different regions)
· above a set threshold that required a higher level approval

Even accounting for the need for higher level approval, the stakeholders suggested that a clean application (well made and properly checked) could be approved in less than five working days giving a relatively quick decision making process.  This was seen as working very well, especially in light of the potential delays in the application and compliance checking stages. 

4.6.4 Project monitoring and management

The project monitoring and management stage can be separated into the two key components of:

· monitoring project activities

· processing claims

The monitoring of project activities was seen as being relatively straightforward and easy to complete, with milestones being checked and discussions with beneficiaries scheduled to ensure the projects were doing what they were suppose to be doing.

The project claim element of the monitoring was seen as being problematic by those stakeholders directly involved in the management and delivery of the scheme.  This was seen as being driven by the requirements of the ERDF element of the grants. This had caused problems as a number of grants had been running before the final monitoring and evidence requirements for Europe were specified.  It was further complicated as stakeholders believed that the requirements for evidence and monitoring seemed to change – described by one as ‘constantly shifting goalposts’.  
Despite this an internal audit report on EU Funding recommended improvements in document submission and retention, which was classed as a Grade A issue, the highest risk grade
 due to weaknesses in the current system, with subsequent changes put in place.
The process was seen as being very labour intensive due to the specific evidence needs before claims could be paid.  A number of stakeholders suggested that processing even relatively simple claims could take time and a complicated claim could take over half a day to process.  In many cases the processing would reveal errors, either basic mistakes or lack of evidence to pay claims, which resulted in a high rejection rate for first time claims (estimated at seven out of ten first claims).  While in some cases this could be remedied relatively easily, in other cases it would require the company to bring together more evidence or collect new information to support the claims.

This time spent chasing claims and rejecting the ones either with mistakes or with a lack of supporting evidence has a knock on effect for budgeting, making it difficult to profile spend.  If a large number of claims are rejected at any one time the money cannot be paid to companies, leading to under spend of budgets and a potentially large carry over of spend at financial year end.

There were also complications in evidencing the overhead component of the grant.  In many cases Innovation Specialists and Account Managers were working with companies upfront to remove any areas where there was a belief that there would be difficulty in evidencing claims – which usually focused on overheads – but also included simplifying project costs and setting out upfront the evidence needs in order to smooth the process.  The review of EU funding cited earlier resulted in a review of overhead eligibility and new guidance to ensure claims could be evidenced.  It is clear that the Innovation Specialists and Account Managers are doing their best to work within the confines of the system and make the process as simple and straightforward as possible.
The overall view from the stakeholders was that the processing of claims was having an adverse effect on client facing activities, with the time spent on administration detracting from wider engagement and support for companies (in effect an opportunity cost for Scottish Enterprise, businesses and the Scottish economy).
While the stakeholders recognise the clear need for projects to be scrutinised and public resources to be used with great care, there was a view this activity was detracting from client facing activities.
A crude expression of this is based on the logic that the average Innovation Specialist:

· works with 10 new companies per annum

· may receive 4 claims a year from each company

· at 0.5 days per 3 claims would amount to 20 days per annum per innovation specialist (or 9% of the average working year) spent on administration rather than company engagement

The clear point is that this activity represents basic administration of the grant and is detracting from client facing time with a knock on opportunity cost for Innovation Specialists, Account Managers and companies.

It is important to recognise this represents the views of stakeholders.  It is clear that this is part of the job of the Innovation Specialists and Account Managers and is essential in ensuring that good projects can be funded and the use of public sector resources be accounted for.  It does highlight the need for greater clarity with companies upfront around what is expected of them (at application and delivery stage) and potentially more buy in from companies as well.
4.7 Good practice

While there are examples of challenges in the processes around the ISG and R&D Grant there are also many examples of good practice.  These include:

· the introduction of framework allocations to each region – which aids financial planning and spend

· standardised products, with scope for tailoring – which provides consistency across the country that can be tailored to meet the specific needs of most applicants

· the team working well (Innovation Specialists, Product Managers) – with a wider range of formal (meetings) and informal support mechanisms (telephone calls between colleagues)
· the application process adding value to companies – through the role of the Innovation Specialist either in working up project where the application is relatively weak or in challenging and being a critical friend to more developed projects

· innovation in planning and managing the claims process – which is looking at simplifying the process from the start and ensuring any emerging problems are addressed early.

Overall, it is clear that there are a number of different elements of good practice, both internal to the operation of the grants and external in the company base who apply for the products.

4.8 Demand for support

The stakeholders suggested that there was strong and growing demand for the support – particularly in relation to the ISG.

Stakeholders suggested that the wide range of ways by which companies could apply resulted in a steady stream of applications across both projects.

There was also a view that the networks being developed by the Innovation Specialists were opening up new demand for the grants, over and above those who were Designated Relationship Managed or Growth Pipeline companies.  This was being made possible by a perceived improvement in the professionalism of Scottish Enterprise staff to follow up contacts and offer support to companies at the right time.

The ongoing delivery of projects was also leading to referrals between businesses leading to wider engagement with the business base around R&D and innovation.  As companies were undertaking the projects they were seeing how well the system worked and how it enabled them to do activity that they would not otherwise have been able to do.  As such they were recommending the projects to other businesses resulting in increased demand.

There was also a view that the economic downturn had also had an effect on the demand for the support, with more businesses being tuned in to the need to be more innovative.  There was also a need for some companies to access support as a means by which they could continue with innovative activity rather than having to cut it.

Overall, the stakeholders suggested that there has been a steady demand for support, with the factors outlined above leading to a snowballing effect around demand for both the R&D Grant and the ISG.

4.9 Future of the grants
The stakeholders all suggested that the grant schemes did not need major changes, but instead made suggestions that they felt could add value to the products.

The suggestions included:

· greater central guidance on funding eligibility – especially around the application and monitoring of overheads (potentially building on the good work being done in this area already)

· potential for the use of online submission for applications

· developing calls for innovation activity – either focused on overcoming specific technical barriers or meeting market opportunities

· ability to maintain or add a sector focus to both schemes

· the use of mandatory exploitation plans – including guidance on their content – to ensure plans for commercialisation are central to the projects

These represent potential improvements with most stakeholders believing that the products are fit for purpose and adding value to companies.
5 Company R&D/Innovation Journey
5.1 Summary

To understand the company ‘R&D/innovation journey’, businesses who had received support were surveyed.  In total 111 companies were interviewed across the three key types of grant supports.  It should be noted that not all companies responded to the full questionnaire, so each question has its own base response rate which have been used to calculate percentages.  

The company R&D/innovation journey covers:
· development – the point from which the project was raised until application
· application – from submitting the application to award date
· delivery – the period over which the R&D/innovation was undertaken
· implementation – the commercialisation of the R&D/innovation that was undertaken
The journey is summarised in the diagram below.  The total duration for ‘all grants’, based on a median time is over 3.5 years.  ISG and <£100,000 R&D Grants are of similar duration, while SCIS projects are longer at 4 years.  In that time companies, which are all SMEs, conduct the vast majority of R&D/innovation in-house.  External collaborators are involved at all stages throughout the process (but much less so than in the companies directly).  With the exception of the application stage, where only SE was involved, suppliers and customers are involved throughout.  Private R&D companies are key during development and delivery; this changes to private business development support during implementation.

SE’s main role through both Account Managers and Innovation Specialists is cited as key during the application phase.

In the early stages, companies did not report many barriers; however, during delivery and implementation, lack of skills and lack of finance became increasingly important.

Scottish Enterprise was perceived positively across all stages, scoring particularly high for quality during the application stage.

Summarised R&D/Innovation  journey
Diagram 5.1
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5.2 Characteristics of supported companies

Of the 111 companies interviewed, the majority (96%, 103)
 have a main office or are headquartered in Scotland.  Only one interviewee had an HQ outwith the UK.  This demonstrates the extent to which these grants are supporting local companies to undertake R&D or innovation activity.
The companies accessing the grants come from a robust business base such that 96% (102)
 of respondents had been trading in Scotland for more than 1 year and 31% for over 10 years.   Table 5.1 presents how that is split into the types of grant.

Length of Time Trading in Scotland
Table 5.1
	No. of years:
	Innovation Support Grant
	<£100,000 R&D Grant
	SCIS
	All Grants

	10 years+
	15
	13
	5
	33

	1-3 years
	11
	9
	4
	24

	4-7 years
	11
	11
	7
	29

	8-10 years
	4
	6
	6
	16

	Less than 1 year
	1
	2
	1
	4

	Grand Total
	42
	41
	23
	106


Answered Question: 106

In terms of scale of operation, 55% of respondents were micro-businesses, 34% small and 11% medium.  No ‘large’ organisations responded to the survey.

Based on the information provided, companies accessed a range of support as can be seen from Table 5.2.

Type of Grant Accessed
Table 5.2

	
	Number of responses
	% of responses

	<£100,000 R&D Grant
	42
	28%

	Innovation Support Grant (ISG)
	45
	41%

	SCIS 
	24
	22%


Answered Question: 111

NB: Does not total 100% due to rounding

A high proportion of the respondent companies have accessed more than one of the grants being evaluated; however, for the purpose of the evaluation, we chose one intervention.

5.3 Existing R&D/innovation infrastructure

The following section summarises the key aspects of existing R&D infrastructure and covers:

· investment in R&D/innovation

· range of R&D/innovation undertaken

· utilisation of R&D tax credits

· R&D/innovation project objectives

· barriers to R&D/innovation

5.3.1 Investment in R&D/innovation

In 2009/10, 80 companies invested over £17.5m in R&D/innovation related activity (Table 5.3)
.

Total R&D/Innovation Spend Over Last Three Years
Table 5.3

	
	Year

	Grant
	2009/10
	2008/9
	2007/8

	SCIS
	£4,531,500
	£3,021,696
	£2,189,090

	ISG
	£4,594,500
	£2,213,000
	£1,605,000

	<£100,000 R&D Grant
	£8,389,300
	£6,719,000
	£4,773,200

	All Grants
	£17,515,300
	£11,953,696
	£8,567,290

	Annual mean
	£218,941
	£167,445
	£147,712


Answered Question: 80

As can be seen from the mean R&D spend, the level of activity has increased annually by almost 50% since 2007/8; a significant increase in investment.  Projected total spend for 2010/11 was estimated at £17,483,000 with a mean of £260,940.  This is a further substantial increase of over 23% on the 2009/10 investment.  This year-on-year increase across respondent companies is evidence of the importance and commitment to R&D/innovation within SMEs across Scotland.

5.3.2 Range of R&D/innovation activities undertaken

The vast majority (93, 95%) of companies interviewed were already conducting in-house R&D prior to undertaking grant-funded projects (Table 5.4).

Other areas included  design associated with innovation (48, 49%) and market introductions of innovation (43, 44%).  Although the company still acquired external knowledge or wider R&D such as IP, they concentrated on in-house approaches, which they often described as more cost effective.

R&D/Innovation Activity
Table 5.4
	Activity
	Absolute response
	%

	In house R&D
	93
	95%

	Design associated with innovation
	48
	49%

	Market introductions of innovations
	43
	44%

	Acquisition of machinery, equipment and software
	39
	40%

	Acquisition of external knowledge
	32
	33%

	Training associated with innovation
	31
	32%

	Acquisition of R&D 
	24
	24%


Answered Question: 98

5.3.3 Utilisation of R&D tax credits

There has been reasonable utilisation of R&D tax credits with over 37% (32) having accessed these in 2009/10.  Of those that did not, the majority were either thinking about it or just in the process of doing it for 2010/11.  Others were uncertain or not revenue generating and therefore could not claim.  Table 5.5 presents the findings.
R&D Tax Credits
Table 5.5

	
	SCIS
	<£100,000 R&D Grant
	Innovation Support Grant
	All Grants

	Year
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	2009/10
	10
	50%
	11
	35%
	11
	31%
	32
	37%

	2008/9
	9
	47%
	6
	21%
	11
	34%
	26
	33%

	2007/8
	8
	47%
	6
	22%
	10
	33%
	24
	32%
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There were some slight variations across the products, with a higher proportion of those who had accessed a SCIS R&D Grant now claiming compared to other support accessed.  Although we can not be certain the reason for this increase, it is likely to be due to R&D activity having time to embed into the workings of the company which results in the company conducting sufficient R&D activity to enable claims to be made.
5.3.4 R&D/innovations project objectives

The reasons behind undertaking the funded R&D/innovation projects were wide-ranging (Table 5.6).  The key headline objectives given were as follows:

· 58 respondents (60%) stated diversification, with the need to develop new products, processes, services (40, 41%) being the key driver

· 38 respondents (39%) highlight market pull as the key objective, of which 25 respondents stated that continuous product/process improvement to be the main driver

· 36 respondents (37%) cited business as usual with almost an equal split indicating the driver as either maintain R&D/innovation capacity or that R&D/innovation was core to the site

Objectives of Grant Funded Project 
Table 5.6
	Objectives
	No. of responses
	Response rate (%)

	Business as usual 
	36
	37%

	Maintain existing R&D/Innovation capacity
	20
	21%

	R&D/Innovation is core to business at this site
	21
	22%

	Market pull 
	38
	39%

	Continuous product/process/improvement
	25
	26%

	Using design and customisation to add value
	16
	17%

	Developing a new business model 
	9
	9%

	Technology push 
	34
	35%

	Increasing functionality of existing products/processes/services
	19
	20%

	Fusing different technologies with existing products/processes/services
	13
	13%

	Exploiting new technology 
	19
	20%

	Competitive advantage 
	26
	27%

	Head office seeking competitive advantage in technology
	5
	5%

	Head office seeking competitive advantage in business 
	6
	6%

	Head office seeking competitive advantage in both technology and business 
	14
	14%

	Business unit seeking competitive advantage in technology 
	3
	3%

	Business unit seeking competitive advantage in business 
	2
	2%

	Business unit seeking competitive advantage in both business and technology 
	5
	5%

	Responding to competition 
	32
	33%

	Responding to competition  - improving market share 
	20
	21%

	Responding to competition  - safeguarding market share
	6
	6%

	Responding to competition  - regaining market share
	2
	2%

	Improving strategic positioning in the market place
	17
	18%

	Diversification 
	59
	60%

	Market repositioning
	20
	21%

	Need to develop new products/processes/services
	13
	13%

	Knowledge benefits 
	27
	28%

	Exploiting new knowledge 
	21
	22%

	Improved technological understanding of product/processes/services
	12
	12%

	Informal and iterative development of product/processes/services
	1
	1%

	Efficiencies
	8
	8%

	Improving output per worker through efficiencies in production processes
	3
	3%

	Improving profitability of products/processes/services through reducing the cost of inputs 
	4
	4%
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Other objectives Included:

· increased awareness of organisation’s identity, goals and vision.

· improving health and safety

· saving time

· improved quality and better service to customers

· safeguarding jobs
· introducing a new business model

5.3.5 Barriers to R&D/innovation

The importance of the grant support in allowing companies to develop their R&D activity came through very strongly, as highlighted in Table 5.7.  In exploring the barriers behind R&D, cost came out as being the most important, with 81 companies (87%) citing cost-related barriers.  Access to internal finance (46, 49%) and the direct cost of R&D/innovation to high (41, 44%) are the main reasons.  
Market and skills barriers were both equally as important with 27 companies (29% of respondents) citing these.  Within skills, companies lacked R&D/innovation staff (23, 25%).  The lag time before gaining a commercial return (21, 23%) came out top of the market barriers.

Perceived Barriers to R&D/Innovation Activity
Table 5.7
	Perceived barriers
	No. of responses
	Response rate (%)

	No Barriers
	2
	2%

	No barriers
	2
	2%

	Cost factors
	81
	87%

	Excessive perceived economic risk
	21
	23%

	Direct costs of R&D/innovation too high
	41
	44%

	Cost of finance
	19
	20%

	Access to finance - Internal
	46
	49%

	Access to finance - external
	36
	39%

	Skills factors
	27
	29%

	Lack of qualified personnel - R&D/innovation related
	23
	25%

	Lack of qualified personnel - project managers
	7
	8%

	Lack of qualified personnel - IP 
	6
	6%

	Lack of qualified personnel - finance
	8
	9%

	Lack of qualified personnel - technology
	15
	16%

	Information factors
	15
	16%

	Limited availability of information on technology/knowledge applications
	7
	8%

	Poor quality of information on technology/knowledge applications
	3
	3%

	Limited availability of information on markets
	8
	9%

	Poor quality of information on markets
	2
	2%

	Limited availability of information on R&D/innovation returns 
	4
	4%

	Poor quality information on R&D/innovation returns
	2
	2%

	Limited availability of information on the costs of R&D/innovation 
	1
	1%

	Poor quality of information on R&D/innovation costs
	2
	2%

	Lack of internal skills to make an appropriate decisions on R&D/innovation activity
	3
	3%

	Company factors
	2
	2%

	Company management do not regard R&D/innovation as a priority
	1
	1%

	We are unable to develop appropriate links with other non Scottish businesses
	1
	1%

	Market factors
	27
	29%

	There is a long time lag between R&D/innovation and commercial returns
	21
	23%

	External economic conditions prevent us from carrying out R&D/innovation activity
	3
	3%

	External market conditions prevent us from carrying out R&D/innovation activity
	3
	3%

	Market dominated by established enterprises
	5
	5%

	Uncertain demand for new/improved goods or services
	8
	9%

	Other factors
	3
	3%

	Need to meet regulatory standards
	3
	3%

	Externalities
	9
	10%

	We are unable to adequately protect our Intellectual Property
	6
	6%

	Fear other competitors will benefit
	3
	3%

	Not able to capture all the benefits of the R&D/innovation activity
	2
	2%
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Other barriers included:

· time available to staff to conduct R&D activity

· lack of good contacts

· capacity - need to get bigger as a company to do more

· finding the right premises for the activity

· creating a credible track record

· time taken to generate financial returns

· buy in from partners, experts, and funders

· taxation as a disincentive to invest 

· technical uncertainties regarding project outcomes

It is important to note that both information factors and externalities are not cited by a large proportion of companies (16% and 10% respectively) suggesting limited direct evidence for market failure.  However, as outlined earlier further analysis would suggest that there is evidence of imperfect information and fear of externalities.

Although 39% (33) of companies felt that the barriers to undertaking R&D/innovation are now worse, the highest proportion 42 (49%) cited no difference and a further 11 (13%) cited reduced barriers.  These results are detailed in Table 5.8 and suggest that the support may be starting to make an impact in helping to correct market failure.

Changes in Barriers Over Last Three Years
Table 5.8
	Change in barriers
	Grant Type

	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	Barriers are now much worse
	0
	0%
	4
	11%
	1
	6%
	5
	6%

	Barriers are now worse
	14
	44%
	9
	24%
	5
	31%
	28
	33%

	No difference
	13
	41%
	20
	53%
	9
	56%
	42
	49%

	Barriers have reduced
	5
	16%
	5
	13%
	1
	6%
	11
	13%

	Barriers have reduced substantially
	0
	0%
	0
	0%
	0
	0%
	0
	0%


Answered Question: 86

5.4 Development of the R&D/innovation project

The following section summarises the key aspects of the development of the R&D/innovation project and covers:

· the origin of the project idea

· key collaborators in turning the idea into a project

· time to develop the project idea

· potential difficulties during this stage

5.4.1 Origin of the project idea

In almost all companies (102, 99%), the idea for the grant funded project emerged internally with 98 (95%) citing the business unit.  This is not surprising given how many of these companies are either headquartered or have their main office in Scotland.  The main other contributors to the project idea were other businesses (24, 23%) of which the majority were customers, of which 19 were non-Scottish and 13 were Scottish.

Origination of Project Idea 
Table 5.9
	Idea origination
	No. of responses
	Response rate (%)

	Internal 
	102
	99%

	Within this business unit
	98
	95%

	From the company headquarters 
	3
	3%

	From another business unit within the group within Scotland
	2
	2%

	Other businesses
	24
	23%

	Scottish supplier
	3
	3%

	Non Scottish supplier
	2
	2%

	Non Scottish competitor
	2
	2%

	Scottish customer
	13
	13%

	Non Scottish customer
	19
	18%

	Public sector 
	6
	6%

	Scottish Enterprise - Innovation Specialist
	3
	3%

	Other Scottish public sector organisation
	3
	3%

	Universities/colleges
	8
	8%

	Scottish Universities
	7
	7%

	Non Scottish Universities
	1
	1%

	Private sector supports
	9
	9%

	Private research & development companies
	5
	5%
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Other origins for the project ideas included:

· working with Business Gateway

· industry specialists

· exhibitions

· distributors

5.4.2 Key collaborators in turning the idea into a project

In terms of turning the idea into a project, similar key players were involved.  The business unit remained the main contributor (98, 99%) followed by other business (at 35%, 33) – again mainly customers.  The level of involvement from universities (13% vs. 8% during the previous stage), public sector (15% vs. 6%) and private sector support (20% vs. 9%) had now increased compared to the idea generation stage, highlighting the need for both formal and informal partnership/collaboration to execute the idea.

Scottish Enterprise was the key public sector contributor, predominantly through the Innovation Specialist.  The collaboration with Scottish universities was much higher than non-Scottish universities, and no colleges were involved.

Collaborations During Project Development
Table 5.10
	Collaborations
	No. of responses
	Response rate (%)

	Internal 
	98
	99%

	At this unit
	98
	99%

	Worked with Headquarters
	1
	1%

	Worked with another business unit within the group outside of Scotland
	1
	1%

	Other businesses
	35
	35%

	Scottish supplier
	14
	14%

	Non Scottish supplier
	12
	12%

	Scottish competitor
	1
	1%

	Non Scottish competitor
	4
	4%

	Scottish customer
	9
	9%

	Non Scottish customer
	13
	13%

	Public sector
	15
	15%

	Scottish Enterprise
	9
	9%

	Other Scottish Public Sector organisations
	5
	5%

	Other UK public sector organisations
	2
	2%

	EU departments
	1
	1%

	Universities/colleges
	13
	13%

	Scottish Universities
	10
	10%

	Non Scottish Universities
	4
	4%

	Private sector supports
	20
	20%

	Private research & development companies
	12
	12%

	Private sector consultants (business support consultants)
	8
	8%

	Professional and industry associations
	1
	1%
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Some other types of collaborators highlighted included:

· research Institutes (not universities)
· industry specialists
· charities

· event organisers

5.4.3 Time to develop the project idea

There was considerable variation in the time it took to develop the project idea (Table 5.11).  For 39% (36) it was very quick, i.e. under five months.  However, 25% (23) took over 12 months to take the idea to a project stage.

Time to Develop Project Idea
Table 5.11
	Time to develop project
	Grant Type

	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	0-2 months
	5
	14%
	6
	17%
	1
	5%
	12
	13%

	3-5 months
	8
	22%
	11
	31%
	5
	25%
	24
	26%

	6-8 months
	11
	30%
	3
	8%
	2
	10%
	16
	17%

	9-12 months
	7
	19%
	7
	19%
	4
	20%
	18
	19%

	12 months plus
	6
	16%
	9
	25%
	8
	40%
	23
	25%
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Across all grants the mean time for idea development was 6-8 months.  There was no difference for R&D Grant or ISG.  However, SCIS took slightly less time, i.e. 3-5 months.  This is only marginally shorter than the time taken to develop a project for large R&D Grants, which had an average time of 9 months.
5.4.4 Difficulties associated with the project idea development stage

The key difficulties with the project idea development stage were identified as:

· lack of internal finance – 22 companies (25%) suggested this was an issue, citing competition internally for resources and highlighting budgets as the key contributors

· 17 (20%) cited technical uncertainties
· 15 (17%) cited lack of skills of which the majority (13 companies) identified lack of R&D/innovation staff

Difficulties in Developing the Project Idea 
Table 5.12
	Difficulties 
	No. of responses
	Response rate (%)

	No barriers
	24
	28%

	No barriers
	24
	28%

	Access to key variables
	26
	30%

	Lack of appropriate Scottish private sector expertise
	2
	2%

	Lack of appropriate non Scottish private sector expertise
	1
	1%

	Lack of appropriate Scottish university/college expertise
	1
	1%

	Lack of appropriate non Scottish University/college expertise
	1
	1%

	Lack of access to critical equipment/supplies
	2
	2%

	Lack of finance- internal
	22
	25%

	Lack of finance - external
	16
	18%

	Market factors
	6
	7%

	Danger of infringing competitors Intellectual property protection
	2
	2%

	Changes in the market
	2
	2%

	External economic conditions
	3
	3%

	External market conditions (Economic conditions)
	3
	3%

	Lack of skills
	15
	17%

	Lack of skills - R&D/innovation staff
	13
	15%

	Lack of skills - finance
	3
	3%

	Lack of skills - management of intellectual property
	3
	3%

	Lack of skills - project management
	4
	5%

	Uncertainties
	17
	20%

	Technical uncertainties
	17
	20%

	Company factors
	12
	14%

	Company management do not regard R&D/innovation as a priority
	1
	1%

	We were unable to develop appropriate links with other Scottish businesses
	1
	1%

	We were unable to develop appropriate links with other non Scottish businesses
	2
	2%

	Other internal activities were more of a priority 
	8
	9%
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Other difficulties encountered in developing the project idea included:

· developing the product specification

· time to develop the product or service

· changes in SE forms – shifting goal posts

· planning 

· risk averse market

· distance from customer base

· time taken to access partners/networks

Interestingly, the second highest response (24, 28%) said they experienced no barriers at this stage and many companies only highlighted one or two barriers.  This suggests that the development of these projects is something that companies do not have severe difficulties with.  The fact that the projects ideas are often 12 months or more in development indicates that they have taken the time at the outset to think it through before they get to this stage.

5.5 The application process

The following section summarises the key aspects of the application process and covers:

· collaboration during the application stage

· reasons for seeking SE support to undertake the R&D/innovation

· duration of the application process

· potential difficulties arising

5.5.1 Collaborations during the application process

Similar to the idea generation and project development stages, companies had gone through the application process internally, of which 100% (96) cited at this business unit.  However, the level of public sector involvement had now substantially increased (59, 62%) of which 37 (39%) were working with Scottish Enterprise (predominantly their Account Manager) and 31 (32%) Innovation Specialist.  The level of other business, academia and wider private sector involved had reduced.  This would be expected as the process tends not to require wider involvement.
Collaborations at the Application Stage 
Table 5.13
	
	No. of responses
	Response rate (%)

	Internal
	96
	100%

	At this unit
	96
	100%

	Worked with Headquarters
	3
	3%

	Worked with another business unit within the group outside of Scotland
	1
	1%

	Other businesses
	7
	7%

	Scottish supplier
	2
	2%

	Non Scottish supplier
	1
	1%

	Scottish customer
	3
	3%

	Non Scottish customer
	1
	1%

	Public sector
	59
	62%

	Scottish Government
	2
	2%

	Scottish Enterprise - Innovation Specialist
	31
	32%

	Scottish Enterprise - other
	37
	39%

	Other Scottish Public Sector organisations
	5
	5%

	Universities/colleges
	3
	3%

	Scottish Universities
	3
	3%

	Private sector supports
	6
	6%

	Private research & development companies
	1
	1%

	Private sector consultants (business support consultants)
	5
	5%
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5.5.2 Reason for seeking Scottish Enterprise support

Cost factors were the key reason for seeking support (Table 5.14).  In the vast majority of cases (73, 73%) companies simply required help to meet the cost of undertaking R&D/innovation.  Risk reduction (40, 40%) was next most important with 37 (37%) generally viewing the project as too risky without the public sector funding.  10% also highlighted the support role of SE in planning, managing as also helping to reduce the risk.

One third of companies highlighted that SE had encouraged them to apply, seeing benefits to the company following the development of the project outputs.

Reason for Looking to Scottish Enterprise for Support
Table 5.14
	Reason
	No. of responses
	Response rate (%)

	General 
	33
	33%

	SE/Innovation Specialist encouraged me to make application 
	33
	33%

	Cost factors
	73
	73%

	Help meet the cost of undertaking R&D/innovation
	73
	73%

	Private funders unwilling to invest
	4
	4%

	Head office unable to fund the project in full
	5
	5%

	Strategic positioning
	22
	22%

	Help make the business unit more competitive than others in the group
	3
	3%

	Wanted to bring forward R&D/innovation activities
	16
	16%

	Wanted to improve the quality of the R&D/innovation project
	5
	5%

	Wanted to develop a larger project
	5
	5%

	Risk reduction 
	40
	40%

	Wanted help in planning, managing and delivering the R&D/innovation project
	10
	10%

	Wanted to reduce the risk associated with the project
	37
	37%

	Wanted external validation of the project
	7
	7%
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Other reasons for looking to Scottish Enterprise for support included:

· another organisation recommended seeking SE support

· lack of awareness of other sources of support

· past experience of/good relationship with SE support

· to progress the project more quickly

· Investors wanted to see public sector investment prior to investing 

· business gateway referral
5.5.3 Duration of the application process

For the vast majority of the companies the application process took 2-3 months (mean) with a range of 2-3 weeks to 9 months.  When viewed as a median figure, this reduces to 2 months for ISG, 1.9 months for SCIS and 1.8 months for the R&D Grant.  The fact that the current grants have quicker turnaround times is a good sign of improvement.  In addition, the application process for large R&D grant was estimated to take around 6 months.  This highlights that the smaller grants (<£100,000 R&D and ISG) are processed far quicker than the large grants.
Just under half the respondents (43, 45%) felt that the application process took as long as expected and a further 26 (27%) indicated it was quicker.  27 (28%) stated it took longer than expected with the main reason cited relating to both company and SE issues, with the volume of information required by SE being cited most frequently.

The table below splits application process into grant types, which highlights limited variation across the grants, particularly at the ‘longer than expected stage’ which all remained the same.

Views on the Duration of Application Process
Table 5.15
	Time to develop project
	Grant Type

	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	Quicker than expected
	10
	26%
	12
	31%
	4
	22%
	26
	27%

	Same time as expected
	18
	46%
	16
	41%
	9
	50%
	43
	45%

	Longer than expected
	11
	28%
	11
	28%
	5
	28%
	27
	28%
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5.5.4 Difficulties during the application process

Two thirds (55, 66%) of the respondents felt that there were no particular difficulties during the application stage (Table 5.16). Linked to the discussion in the previous section, of the difficulties that were identified 23% (19) cited SE delays, the majority of which (15, 18%) were during the decision-making process.  Issues cited as ‘others’ (11, 13%) included:

· clarity on what could be funded/eligibility

· defining the scope better at outset

· form filling was onerous

· unrealistic expectations for small grants

· bureaucracy, particularly if you don’t spend all the money due to efficiencies

Barriers at Application Stage
Table 5.16
	Barriers
	No. of responses
	Response rate (%)

	No barriers
	55
	66%

	No barriers
	55
	66%

	Scottish Enterprise delays
	19
	23%

	Delays in the decision making process
	15
	18%

	Delays in finalising legals
	4
	5%

	Access to key variables
	3
	7%

	Lack of appropriate Scottish private sector expertise
	1
	1%

	Lack of finance- internal
	2
	2%

	Market factors
	1
	1%

	External market conditions
	1
	1%

	Lack of Skills
	1
	1%

	Lack of skills - R&D staff
	1
	1%

	Uncertainties
	2
	2%

	Technical uncertainties
	2
	2%

	Information factors
	2
	2%

	Limited availability of information on markets
	1
	1%

	Poor quality information on R&D returns
	1
	1%

	Limited availability of information on the costs of R&D
	1
	1%

	Company factors
	2
	2%

	Other internal activities were more of a priority 
	2
	2%
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Other barriers to the project application phase included:
· delays in determining what was eligible to be funded and what was not

· lack of transparency

· defining the scope

· staff illness

· bureaucracy, form filling, too much evidence required

· lack of understanding of project objectives from SE contact 

5.6 Delivery of the R&D/innovation funded project

The following section summarises the key aspects of the delivery of the R&D/innovation project and covers:

· composition of the project

· collaboration during the delivery process

· duration of the project

· sources of funding

· difficulties in undertaking the R&D/innovation

· early success during the R&D/innovation delivery

· additionality of support

5.6.1 Composition of the project

Almost all (97%, 93) of respondents were involved in undertaking in-house R&D/innovation with:

· 51% (49) involved in market introductions

· 45% (43) involved in design associated with the innovation

· 45% (43) acquired external knowledge

Compared to previous years, these companies were now more likely to acquire external knowledge, which may be due to increased level of financial support compared to previous R&D/innovation projects.  Alternatively, companies may just be acquiring specialist knowledge to reduce the need to take on more permanent staff.

When comparing across the types of support (Table 5.17) there were minimal differences across the grants. As would be expected ISG aligned closest with the ‘all grant’ position with the exception of external knowledge acquisition.  SCIS had less design activities but had more acquisition of equipment.

R&D/Innovation Activity – All Projects
Table 5.17
	Activities being done by companies
	Grant Type

	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	In-house R&D
	38
	100%
	37
	95%
	18
	95%
	93
	97%

	Acquisition of R&D
	12
	32%
	13
	33%
	6
	32%
	31
	32%

	Acquisition of machinery, equipment and software
	8
	21%
	12
	31%
	10
	53%
	30
	31%

	Acquisition of external knowledge
	19
	50%
	15
	39%
	9
	47%
	43
	45%

	Training associated with innovation
	10
	26%
	9
	24%
	5
	26%
	24
	25%

	Design associated with innovation
	15
	40%
	21
	54%
	7
	37%
	43
	45%

	Market introductions of innovations
	18
	47%
	20
	51%
	11
	58%
	49
	51%

	Any of the above
	38
	100%
	39
	100%
	19
	100%
	96
	100%
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5.6.2 Collaborations during the delivery process

In terms of project delivery (Table 5.18), collaboration was most likely to occur internally i.e. onsite/with other departments on site and with:

· other business (53, 56%) of which over half (29, 31%) would be Scottish suppliers and slightly less (24, 25%) would be non-Scottish suppliers.  This is very different from the idea and project development stages where the customer was the key collaborator

· private sector supports (35, 37%) had also become more prominent, with private R&D companies such as CROs accounting for more than half (19, 20%) and business support (16, 17%) just under half

· universities (18, 19%) in particular Scottish universities (15, 16%) had increased slightly from the earlier stages

Collaborators During Project Delivery
Table 5.18
	Collaborators
	No. of responses
	Response rate (%)

	Internal 
	94
	99%

	At this unit
	92
	97%

	Worked with Headquarters
	10
	11%

	Worked with another business unit within the group outside of Scotland
	2
	2%

	Other businesses
	53
	56%

	Scottish supplier
	29
	31%

	Non Scottish supplier
	24
	25%

	Scottish competitor
	1
	1%

	Non Scottish competitor
	2
	2%

	Scottish customer
	11
	12%

	Non Scottish customer
	13
	14%

	Public sector
	8
	8%

	Other Scottish Public Sector organisations
	8
	8%

	Other UK public sector organisations
	1
	1%

	Universities and colleges 
	18
	19%

	Scottish Universities
	15
	16%

	Non Scottish Universities
	4
	4%

	Scottish Colleges
	1
	1%

	Private sector supports
	35
	37%

	Private research & development companies
	19
	20%

	Private sector consultants (business support consultants)
	16
	17%

	Professional and industry associations
	5
	5%
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Other specific collaborators included:

· Institute of System Level Integration

· university spin out companies
· intellectual property offices
In comparison to the previous stages the intensity of collaboration increases (see Tables 5.9 and 5.10). The range of collaborations demonstrates a level of open innovation during the project delivery stage, which has increased from the idea and project design stages.

5.6.3 Duration of the project

The length of projects ranged from three months to five years, with the majority (62, 66%) taking from seven months to two years.  The mean duration for all grants was 12.5 months, this reduced to a median of 10 months.  Table 5.19 shows how the project duration varied with intervention type.

Mean and Median Duration of Project Delivery Phase
Table 5.19
	
	Grant type

	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	All grants

	Mean duration of application process (months)
	14.2
	10.7
	12.5
	12.5

	Median duration of application process (months)
	12.0
	9.0
	10.8
	10.0
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The <£100,000 R&D, ISG and SCIS projects were much shorter than the projects funded under the large R&D grant scheme. The large R&D scheme had an average duration of over 2 and a half years, almost three times as long as the <£100,000 R&D, ISG or SCIS grants.
In addition, a NESTA study provides some benchmarks around the average duration of wider R&D projects.  This paper suggests that the average project amounted to two years, rising to 2.3 for high tech projects and reduced to 1.5 for low tech projects.  While taking the differences of definition into account, it suggests that the projects funded through these supports are much quicker in duration, unsurprising given the scale of the grants.
5.6.4 Sources of funding

The majority of projects (81, 85%) were being financed internally, with most (76, 80%) through unit generated revenue.  Private sector finance was also used (24, 25%).  However, although some respondents highlight VC or Angel investment, the highest proportion (11, 12%) had used credit from the bank.  When we compare across types of intervention (see Table 5.20), in general differences are minimal, or the sample sizes are too small to comment on.

Source of Finance
Table 5.20
	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	All Grants

	Finance 
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	Company linked finance
	34
	83%
	30
	86%
	17
	89%
	81
	85%

	Finance from unit revenue generation
	31
	76%
	29
	83%
	16
	84%
	76
	80%

	Finance supplied by HQ
	3
	7%
	1
	3%
	0
	0%
	4
	4%

	Finance from non HQ business that is part of the group within Scotland
	0
	0%
	0
	0%
	1
	5%
	1
	1%

	Private sector
	10
	24%
	8
	23%
	6
	32%
	24
	25%

	Venture Capital
	3
	7%
	1
	3%
	3
	16%
	7
	7%

	Angel investors
	2
	5%
	3
	9%
	2
	11%
	7
	7%

	Bank loan
	4
	10%
	5
	14%
	2
	11%
	11
	12%

	Bank overdraft
	1
	2%
	0
	0%
	0
	0%
	1
	1%

	Public sector
	1
	2%
	3
	9%
	3
	16%
	7
	7%

	Scottish Government support
	0
	0%
	0
	0%
	3
	16%
	3
	3%

	Scottish Enterprise support (Non R&D/ISG Grant support only]
	1
	2%
	1
	3%
	1
	5%
	3
	3%

	Other public sector support
	0
	0%
	1
	3%
	1
	5%
	2
	2%


Answered Question: 95
Other sources of finance included:

· owner's money

· funding from wider partners
· friends and family

5.6.5 Difficulties in undertaking the project

Companies highlighted a number of difficulties in relation to undertaking the R&D/innovation project.  Knowledge factor (29, 35%) and specifically technical uncertainties (22, 26%) were the key areas arising (see Table 5.21).  Cost factors (16, 19%) continued to be an issue, but this time it was the staff costs that came out top (8, 9.5%). 

Surprisingly, the highest proportion of companies also cited no barriers as top (29, 35%), stating that they were able to get on with the project without any major problems.

Difficulties in Developing Project  
Table 5.21
	Difficulties 
	No. of responses
	Response rate (%)

	No barriers
	29
	35%

	No Barriers
	29
	35%

	Cost factors
	16
	19%

	Excessive cost of staff
	8
	10%

	Excessive cost of equipment/materials
	4
	5%

	Excessive overhead costs
	3
	4%

	Cost of finance
	7
	8%

	External factors
	10
	12%

	Difficulty working with Scottish suppliers
	4
	5%

	Difficulty working with non Scottish suppliers
	4
	5%

	Difficulty working with Scottish contractors
	1
	1%

	Difficulty working with non Scottish contractors
	
	0%

	Difficulty working with Scottish Universities
	
	0%

	Difficulty working with non Scottish Universities
	1
	1%

	Difficulty working with Scottish external support companies
	0
	0%

	Difficulty working with non Scottish external support companies
	0
	0%

	Difficulty working with the Scottish public sector – Scottish Enterprise
	2
	2%

	Difficulty working with the Scottish public sector - Other
	0
	0%

	Knowledge factors
	29
	35%

	Difficulty recruiting R&D/innovation personnel - within Scotland
	4
	5%

	Difficulty managing R&D/innovation personnel
	2
	2%

	Lack of skills in current R&D/innovation staff
	9
	11%

	Lack of skills in current finance staff
	2
	2%

	Lack of skills in current IP staff
	1
	1%

	Lack of skills in current project management staff
	2
	2%

	Lack of information on the product/process/service
	1
	1%

	Technical uncertainties
	22
	26%


Answered Question: 84

Other difficulties in developing the project included:

· loss of staff 

· lack of time to do the activity

· internal company reorganisation 

· getting things wrong and moving forward
· keeping to timescales 

· impact of the recession
5.6.6 Early successes

Companies highlighted a number of successes at the delivery stage, these can be summarised as:

· revenue/sales being generated sooner and sometimes in greater volume than expected

· progressing to plan/getting anticipated results

· developing a new area of business/new markets

· improved customer interest

· informed wider product development

The biggest success overall was getting the product/process/service to market sooner than expected.  This is ultimately a benefit to the company, its suppliers and the Scottish economy and a testament to the impact of the grant support.

5.6.7 Additionality of the support

Scottish Enterprise support has been instrumental in helping companies deliver these projects.  The highest proportion (43, 41%) stated that the project would not have gone ahead at all without the support, a further 37 (35%) indicate that delays would have occurred and 21 (20%) cited both delays and on a smaller scale.  Only one company that received support highlighted that the project would still have gone ahead in the same time and to the same scale with no grant.

Overall, this suggests that these projects would either not have gone ahead in Scotland or have been done at a reduced scale or taken longer without the support.

Table 5.22 presents these findings segmented by intervention.  In general, the type of intervention makes no difference; it’s the fact that the company is getting some form of financial assistance that is making the difference.

Additionality of Support
Table 5.22
	
	<£100,000 R&D Grant
	Innovation Support Grant 
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	Project would have went ahead anyway within Scotland (same scale and same timelines)
	0
	0%
	1
	2%
	0
	0%
	1
	1%

	Project would have been delayed in Scotland 
	12
	29%
	17
	40%
	8
	38%
	37
	35%

	Project would have been smaller in Scotland
	0
	0%
	4
	10%
	1
	5%
	5
	5%

	Project would have been smaller and done later in Scotland
	9
	21%
	9
	21%
	3
	14%
	21
	20%

	Project would have been poorer quality 
	1
	2%
	1
	2%
	0
	0%
	2
	2%

	Project would not have proceeded at all in Scotland
	21
	50%
	13
	31%
	9
	43%
	43
	41%


Answered Question: 105
Effective targeting of the programmes will ensure maintenance of high levels of additionality and a good return on investment for public sector funds.  This element is discussed in the conclusions and recommendations.  

5.7 Implementation of the project

The following section summarises the key aspects of the implementation of the R&D/innovation project and covers:

· protection of the project outputs

· getting the outputs to market

· sources of finance

· potential difficulties arising

· successes

5.7.1 Protection of the project outputs

In general most businesses protect the output of their projects through formal mechanisms (73, 86%) such as patents (37, 44%) and confidentially agreements (36, 42%).  Strategic protection methods were also highly utilised (49, 58%) with both secrecy and complexity of design (32, 38%) the most frequently cited.

Product of Outputs
Table 5.23
	Output protection method
	<£100,000 R&D Grant
	Innovation Support Grant 
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	Formal mechanisms
	26
	79%
	32
	89%
	15
	94%
	73
	86%

	Confidentiality agreements
	13
	39%
	14
	39%
	9
	56%
	36
	42%

	Copyrights
	7
	21%
	13
	36%
	5
	31%
	25
	29%

	Trademarks
	7
	21%
	11
	31%
	4
	25%
	22
	26%

	Registration of design
	8
	24%
	8
	22%
	2
	13%
	18
	21%

	Patents
	13
	39%
	19
	53%
	5
	31%
	37
	44%

	Strategic mechanisms
	20
	61%
	21
	58%
	8
	50%
	49
	58%

	Secrecy
	12
	36%
	13
	36%
	7
	44%
	32
	38%

	Lead time advantage
	7
	21%
	11
	31%
	5
	31%
	23
	27%

	Complexity of design
	12
	36%
	15
	42%
	5
	31%
	32
	38%


Answered Question: 85
The majority of companies (41, 55%) had already secured intellectual property protection on the outputs of the funded projects, in the future.  The remaining 33 i.e. 45% of respondents do not intend to secure formal IP protection for fear of competition or because it is too expensive to maintain.  This is contrary to the high proportion of those who in general do secure through formal IP mechanism and may just be a sign of the times with companies looking to minimise outgoings.
5.7.2 Getting the outputs to market

For around a third of respondents (34, 33%) the project is still ongoing; a further 9% (9) will not be taken forward.  For those already completed, 56 (54%) will have the majority of the project commercialised in Scotland i.e. where the optimal economic impact will be gained.  Table 5.24 presents how the project will be commercialised segmented by type of grant support.

Commercialisation of Project Output
Table 5.24
	
	Grant Type

	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	The project development is still ongoing
	17
	41%
	11
	26%
	6
	30%
	34
	33%

	The project will not be taken forward - project unsuccessful
	3
	7%
	1
	2%
	0
	0%
	4
	4%

	The project will not be taken forward - project stopped us doing the wrong thing
	1
	2%
	1
	2%
	0
	0%
	2
	2%

	The project will not be taken forward - change in company focus
	1
	2%
	1
	2%
	1
	5%
	3
	3%

	The majority of the project will be commercialised in Scotland
	18
	44%
	26
	62%
	12
	60%
	56
	54%

	Around half of the project will be commercialised in Scotland
	1
	2%
	3
	7%
	0
	0%
	4
	4%

	The minority of the project will be commercialised in Scotland
	3
	7%
	2
	5%
	1
	5%
	6
	6%

	None of the project will be commercialised in Scotland
	0
	0%
	0
	0%
	0
	0%
	0
	0%


Answered Question: 103

From this table we see there are minimal differences between the various types of support.  As would be expected, more of the R&D Grant supported projects are still ongoing.

Of those who have taken the product to market or are close to market, almost all (71, 97%) will do this from this business unit, some in conjunction with a headquarter function. In addition, companies continue to rely on other businesses including suppliers and customers – some even work with their competitors (15, 21%), although not locally.  

The role of the public sector increases in significance than during the project delivery phase (21% vs. 8%) with the majority who cited this source using the support for market launch/overseas development through linking with SDI.  Private sector consultants (16, 22% vs. 37%) continue to be important, but there is an increased shift, as would be expected at this stage, towards business support consultants (14% vs. 17%).  HEI is a marginal collaborator at this stage.
Collaborations During Implementation 
Table 5.25

	Collaborators
	No. of responses
	Response rate (%)

	Internal 
	71
	97

	At this unit
	70
	96

	Worked with headquarters
	10
	14

	Worked with another business unit within the group outside of Scotland
	2
	3

	Other businesses
	31
	43

	Scottish supplier
	16
	22

	Non Scottish supplier
	15
	21

	Non Scottish competitor
	2
	3

	Scottish customer
	9
	12

	Non Scottish customer
	14
	19

	Public sector
	15
	21

	Scottish Enterprise – Innovation specialist
	7
	10

	Scottish Enterprise – other
	9
	12

	Other Scottish Public Sector organisations 
	4
	6

	Other UK public sector organisations 
	2
	3

	Universities/Colleges
	5
	7

	Scottish Universities
	3
	4

	Non Scottish Universities 
	1
	1

	Scottish Colleges 
	1
	1

	Private sector supports
	16
	22

	Private research & development companies
	6
	8

	Private sector consultants (business support consultants)
	10
	14


Answered Question: 73
Other collaborators included:

· Scottish Development International (SDI)

· business and networking clubs
5.7.3 Sources of finance

The main sources of finance during implementation were company linking finance (54, 90%) the majority of which (52, 87%) came through unit generated funds.  A small number also raised funds from an HQ.  On review of the type of grant support there was limited difference across funding sources accessed.  (Table 5.26)

Sources of Finance 
Table 5.26
	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	All Grants

	Finance Sources
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	COMPANY LINKED FINANCE
	17
	85%
	25
	89%
	12
	100%
	54
	90%

	Finance from unit revenue generation
	17
	85%
	23
	82%
	12
	100%
	52
	87%

	Finance supplied by HQ
	1
	1%
	2
	7%
	0
	0%
	3
	1%

	PRIVATE SECTOR
	3
	15%
	3
	11%
	0
	0%
	6
	10%

	Venture Capital
	0
	0%
	2
	7%
	0
	0%
	2
	3%

	Angel investors
	2
	10%
	2
	7%
	0
	0%
	4
	7%

	Bank loan
	1
	1%
	1
	4%
	0
	0%
	2
	3%

	PUBLIC SECTOR
	4
	20%
	4
	14%
	3
	25%
	11
	18%

	Scottish Government support
	0
	0%
	1
	4%
	1
	8%
	2
	3%

	Scottish Enterprise support (Non R&D/ISG Grant support only]
	1
	1%
	2
	7%
	0
	0%
	3
	1%

	Other public sector support
	3
	15%
	1
	4%
	2
	17%
	6
	10%


Answered Question: 60

Other finance sources included:

· owners own monies
· SDI 
5.7.4 Potential difficulties in getting product to market

Sales factors (22, 37%) were cited most frequently as a key difficultly: specifically that it had taken longer than expected to generate sales.  Cost factors (16, 27%) were also cited, with cost of marketing coming out on top (12, 20%).  As with the earlier stages, a number of respondents cited no barriers (13, 22%).  Table 5.26 presents an overview of the difficulties.  

Barriers During Implementation 
Table 5.27
	Barriers
	No. of responses
	Response rate (%)

	No barriers
	13
	22%

	No barriers
	13
	22%

	Cost Factors
	16
	27%

	Excessive cost of marketing 
	12
	20%

	Excessive cost of sales 
	8
	14%

	Excessive cost of production 
	4
	7%

	Cost of finance 
	7
	12%

	Sales factors
	22
	37%

	Taking longer to generate sales than expected
	22
	37%

	Generating less sales than expected 
	3
	5%

	External factors
	4
	7%

	Difficulty working with Scottish Suppliers
	3
	5%

	Difficulty working with non Scottish suppliers
	3
	5%

	Knowledge factors 
	7
	12%

	Lack of information on the market
	1
	2%

	Poor quality of information on the Market 
	1
	2%

	Lack of skills in project management 
	1
	2%

	Lack of skills in selling into market 
	6
	10%

	Other
	15
	25%


Answered Question: 59
Other difficulties in taking the product to market included:

· impact of recession on investment and change of market conditions
· lack of prioritisation of project
· communicating with Multi-National Corporations

· market downturn - market does not require the product at present

· slow speed of decision making process
5.7.5 Successes during the implementation phase 

At this stage in the project, companies identified a range a successes, these included:

· getting products to market quicker than expected – leading to faster/earlier sales (18, 23%)
· developing spin off products and processes more quickly due to application of learning  (10, 13%)
· helping to grow and develop the company (14, 18%)
The biggest and most rewarding element for the company was to get the product sales generated and use this to develop customer relationships as well as apply the learning to new products, processes and services (27, 35%).
5.8 Satisfaction with the process

Companies were asked to rate various aspects of the support throughout the process on a scale of 1 to 5, with 1 being very poor and 5 being very good.  Overall satisfaction with the process was high, with most aspects of support rated good/very good.

The following section summarises respondents views on SE support during:

· application process

· project delivery

· project implementation 

5.8.1 Application process

Overall satisfaction with the application process was high, with 77% of respondents (80 companies) rating the process as good/very good.  Just 7% rated the process as poor  or very poor(Table 5.28).  
Overall Satisfaction – Application Process
Table 5.28
	Rating
	Grant type

	
	Innovation Support Grant
	<£100,000 R&D Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	Very Poor
	1
	2%
	2
	5%
	0
	0%
	3
	3%

	Poor
	1
	2%
	1
	3%
	2
	9%
	4
	4%

	Neutral
	8
	19%
	5
	13%
	4
	18%
	17
	16%

	Good
	18
	43%
	20
	50%
	6
	27%
	44
	42%

	Very Good
	14
	33%
	12
	30%
	10
	46%
	36
	35%


Answered Question: 104

Satisfaction was also high in relation to follow on decision making with 83% of respondents (85 companies) suggesting the process was good or very good.  Just 4 companies suggested follow on decision making was poor or very poor (Table 5.30).
Satisfaction with Follow on Decision Making
Table 5.30
	Rating
	Grant type

	
	Innovation Support Grant
	<£100,000 R&D Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	1
	1
	2%
	1
	3%
	0
	0%
	2
	2%

	2
	2
	5%
	0
	0%
	0
	0%
	2
	2%

	3
	5
	12%
	4
	10%
	4
	19%
	13
	13%

	4
	18
	44%
	20
	50%
	6
	29%
	44
	43%

	5
	15
	37%
	15
	38%
	11
	52%
	41
	40%


Answered Question: 102
Feedback on the quality of support provided throughout the application was also positive.  In total 91% of respondents (90 companies) suggested the support was good or very good (Table 5.31).

Satisfaction with Quality of Support Provided Through the Application Stages
Table 5.31
	Rating
	Grant type

	
	Innovation Support Grant
	<£100,000 R&D Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	1
	0
	0%
	0
	0%
	0
	0%
	0
	0%

	2
	0
	0%
	1
	3%
	0
	0%
	1
	1%

	3
	3
	8%
	1
	3%
	4
	18%
	8
	8%

	4
	19
	48%
	17
	45%
	5
	23%
	40
	40%

	5
	18
	45%
	20
	53%
	14
	64%
	51
	51%


Answered Question: 100
5.8.2 Project delivery

Satisfaction with SE during the project delivery stage was also high, with 86% of respondents suggesting the ongoing support was good or very good.  This is an important finding in light of the stakeholder concerns around claims and processing claims.  It would appear that work done behind the scenes in this area (by account managers and innovation specialists) is not having an adverse effect on the companies or causing problems around satisfaction.
Ongoing Support from SE (Monitoring and Milestone Payments)
Table 5.32
	Rating
	Grant type

	
	Innovation Support Grant
	<£100,000 R&D Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	1
	0
	0%
	0
	0%
	0
	0%
	0
	0%

	2
	1
	3%
	4
	10%
	0
	0%
	5
	5%

	3
	3
	8%
	2
	5%
	4
	18%
	9
	9%

	4
	17
	45%
	20
	49%
	5
	23%
	42
	42%

	5
	17
	45%
	15
	37%
	13
	59%
	45
	45%


Answered Question: 101

Satisfaction was also high around SE’s understanding of their requirements.  In total 90% of the respondents suggested this was good or very good (Table 5.3.3).

Rating of Scottish Enterprise's Understanding of Your Requirements
Table 5.33
	Rating
	Grant type

	
	Innovation Support Grant
	<£100,000 R&D Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	1
	0
	0%
	0
	0%
	0
	0%
	0
	0%

	2
	0
	0%
	1
	3%
	0
	0%
	1
	1%

	3
	3
	8%
	4
	10%
	3
	14%
	10
	10%

	4
	16
	41%
	21
	53%
	9
	41%
	46
	46%

	5
	20
	51%
	14
	35%
	10
	46%
	44
	44%


Answered Question: 101

5.8.3 Project implementation

At the implementation stage the results continue to be highly positive.  Support for implementation was rated as good or very good by 84%.  Again there is minimal difference across grant types as can be seen in Table 5.35.

Rating of Scottish Enterprise's Support for Implementation

Table 5.35
	Rating
	Grant type

	
	Innovation Support Grant
	<£100,000 R&D Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	1
	1
	4%
	0
	0%
	0
	0%
	1
	2%

	2
	0
	0%
	0
	0%
	1
	8%
	1
	2%

	3
	2
	8%
	2
	14%
	2
	15%
	6
	12%

	4
	11
	46%
	9
	64%
	6
	46%
	26
	51%

	5
	10
	42%
	3
	21%
	4
	31%
	17
	33%


Answered Question: 51
Satisfaction with SE aftercare was also in line with the wider findings, with 86% of respondents stating the aftercare was either good or very good.  Again there is minimal difference across grant types as can be seen in Table 5.36.

Rating of Scottish Enterprise Aftercare
Table 5.36
	Rating
	Grant type

	
	Innovation Support Grant
	<£100,000 R&D Grant
	SCIS
	All Grants

	
	Absolute
	%
	Absolute
	%
	Absolute
	%
	Absolute
	%

	1
	0
	0%
	0
	0%
	1
	8%
	1
	2%

	2
	1
	4%
	0
	0%
	0
	0%
	1
	2%

	3
	2
	8%
	2
	11%
	2
	17%
	6
	11%

	4
	12
	46%
	12
	67%
	4
	33%
	28
	50%

	5
	11
	42%
	4
	22%
	5
	42%
	20
	36%


Answered Question: 56
6 Company Outputs

6.1 Summary

This section of the report provides an overview of the following:

· the R&D/innovation reporting framework

· R&D/innovation and follow on investment

· intellectual property generation

· innovation (potential technological & wider innovation outputs)

· knowledge generation – value add at the strategic level

· wider effects

In summary:

· the total R&D/innovation spend associated with the projects amounts to £17.6 million with a further £6.4 million in follow on activity, a leverage ratio of 1: 11.4
· in total 85% of companies secured some form of formal intellectual property protection – with patents being the most common protection

· 91% of companies had introduced new products, with 82% of these being new products to the market and therefore associated with a high degree of innovation
· wider innovation was evident across the companies – with 84% of companies suggesting they were either updating or developing a new marketing plan
· 98% suggest the revenue from the project would be produced by product orientated effects as opposed to process or service
· the main market for the new products was focused on private sector markets

· the companies are targeting a broad range of markets, with existing UK markets being the most cited

· there were a series of wider added value benefits including improved R&D/innovation competency, follow on effects (capacity and projects) as well as greater support for ideas and preparations for market launch – all with relatively high levels of behaviour additionality

· the companies were working with a wider range of partners and collaborators – though the scope for spillover effects was low in relation to both knowledge and market effects within Scotland
6.2 R&D/innovation reporting framework
In order to understand the benefit flow arising from R&D/innovation investment, a model of the impact chain was developed in order to accurately track the flow of direct benefits, value add at the strategic level (or knowledge based benefits) and key influencers (see diagram 6.1).  The model followed the basic principles laid out in the UK Economic Impact Reporting Framework
, developed by the Department for Business Enterprise and Regulatory Reform, but taken forward with the specific issues associated with R&D/innovation in companies.  

This model essentially builds on that developed for companies accessing large R&D Grants and provides results for each grant mechanism, for all the companies surveyed, and benchmarks these, where relevant, against the findings of the work around large R&D grants.

R&D/Innovation impact reporting framework
Diagram 6.1
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6.3 R&D/innovation and follow on investment
R&D/innovation investment covers the levels of investment associated with both the surveyed companies’ projects and the follow on spend made by companies in taking the projects to market.
Taking the investment at the project level it was clear that the companies were investing significantly from their own resources, or resources they had accessed.  In total the surveyed companies invested £17.6 million in the projects, with Scottish Enterprise adding a further £2.1 million.  This represents a leverage ratio of 1: 8.32, or £8.32 of company spend for every £1 of Scottish Enterprise Grant award.  It should be noted that wider public sector funding accounts for around £600,000 of this, though the details of what this includes was not collected and is not held within Scottish Enterprise.

The finance sources used by the projects were wide ranging, with finance from unit revenue generation being the main source accounting for 38% of the company R&D investment.  It should be noted than when companies are pre revenue finance from unit revenue generation relates to the company owners’ own money.  In some cases, this is to a significant level.
A further 37% was made up of venture capital funding, though this is driven by a significant investment in one of the companies, while the remainder is made up from a wide range of sources. 

It is clear that a wide range of sources are used to access the required funds to carry out the project and that the funding represents a positive leverage level relative to the small Scottish Enterprise investment.

A number of differences are recorded across the grant streams with the older SCIS projects generating investment leverage of 1: 11.52, well above the level for all companies accessing the grants and the other two grant mechanisms in their own right.  This R&D/innovation spend is a positive benefit in its own right, but only covers the delivery element of the projects.  When follow on activity, such as taking the prototypes and working them up to be sold as a products, or in the stages after market launch, the companies have to commit wider investment on top of the R&D/innovation spending.  This follow on spend amounts to £6.4 million on top of the £17.6 million spent on R&D and the SE grant award total of £2.1 million.  This suggests an overall leverage ratio of 1:11.4 or £11.40 of company spend for every £1 of Scottish Enterprise grant.  This is a major positive impact in its own right.
There is one major difference between the different grant mechanisms: the ISG generates the highest level of follow-on leverage at 1: 19.2.  This appears to be driven by the need for the companies to commit ongoing resources to the delivery of the project and the implementation of the project in the market relative to the small SE Grant investment level.  Given the ISG can also be used to carry our early stage activities, such as feasibility studies and market research, it is likely that the company spend covers a wider part of the development cycle than the R&D funding.  These factors together possibly explain the higher level of leverage relative to the <£100,000 R&D grants.
This also highlights the need for companies to carry our further investment, as the grants themselves will only cover activity to a certain point.  This was raised by one of the stakeholders as being worthy of consideration in terms of follow on support, but the evidence suggests the grant award is enough to catalyse the extra spending on the projects and its exploitation.  Each grant has a different scope and stop at different points in the development process:
· pre production prototypes – in the case of the <£100,000 R&D awards

· research into the market or final preparations for market launch – in the case of the ISG
It is clear though, that companies are willing to make that investment when supported with what are relatively low level grants.  Tables 6.1 and 6.2 provide a detailed breakdown of the R&D and follow on spend respectively.

R&D/Innovation Spend
Table 6.1
	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	Combined Grants

	
	£
	£
	£
	£

	Finance from unit revenue generation
	£2,697,001
	£1,457,550
	£2,508,100
	£6,662,651

	Finance supplied by HQ
	£342,000
	£0
	£0
	£342,000

	Finance from other group company
	£0
	£350,000
	£400,000
	£750,000

	Venture capital
	£4,070,000
	£40,000
	£2,500,000
	£6,610,000

	Angel investment
	£122,000
	£115,000
	£1,400,000
	£1,637,000

	Bank loan
	£47,000
	£61,000
	£31,000
	£139,000

	Trade credit
	£20,000
	£0
	£0
	£20,000

	Bank overdraft
	£5,000
	£0
	£0
	£5,000

	Scottish Government
	£0
	£0
	£30,450
	£30,450

	Scottish Enterprise (Excluding grant)
	£0
	£0
	£0
	£0

	Other public sector
	£10,000
	£42,400
	£500,000
	£552,400

	Other support
	£145,000
	£120,000
	£640,000
	£905,000

	Total
	£7,458,001
	£2,185,950
	£8,009,550
	£17,653,501

	Total SE Grant award*
	£1,134,722
	£290,771
	£695,370
	£2,120,863

	Leverage ratio
	1: 6.57
	1: 7.52
	1: 11.52
	1: 8.32


* Note the total SE Grant award refers to the total grant awarded to the surveyed companies only

Follow On Spend
Table 6.2
	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	Combined Grants

	
	£
	£
	£
	£

	Finance from unit revenue generation
	£1,263,500
	£2,664,000
	£579,900
	£4,507,400

	Finance supplied by HQ
	£0
	£30,000
	£35,000
	£65,000

	Finance from other group company
	£0
	£0
	£0
	£0

	Venture capital
	£250,000
	£325,000
	£0
	£575,000

	Angel investment
	£385,000
	£250,000
	£0
	£635,000

	Bank loan
	£0
	£30,000
	£0
	£30,000

	Trade credit
	£0
	£0
	£0
	£0

	Bank overdraft
	£0
	£0
	£0
	£0

	Scottish Government
	£0
	£0
	£4,050
	£4,050

	Scottish Enterprise (Excluding grant)
	£27,000
	£0
	£0
	£27,000

	Other public sector
	£210,000
	£10,000
	£25,000
	£245,000

	Other support
	£250,000
	£75,000
	£40,000
	£365,000

	Total follow on spend
	£2,385,500
	£3,384,000
	£683,950
	£6,453,450

	Company R&D/Innovation spend
	£7,458,001
	£2,185,950
	£8,009,550
	£17,653,501

	Total company spend
	£9,843,501
	£5,569,950
	£8,693,500
	£24,106,951

	Total SE Grant award
	£1,134,722
	£290,771
	£695,370
	£2,120,863

	Total leverage
	1: 8.7
	1: 19.2
	1: 12.5
	1: 11.4


Increasing the level of Business Enterprise R&D level is a Scottish Government national priority target and indicator.  Taking the level of activity additionality and linking it with the level of R&D spend in the <£100,000 R&D grant companies it is possible to understand the additional R&D spend that is over and above what would simply have happened anyway.

This amounts to total spending on BERD of around £7,097,751 (from a total R&D spend including SCIS R&D only companies of £10,923,001).  This shows that the <£100,000 R&D is making a small but positive contribution to this key government target area.
6.4 IP generation 
Intellectual property covers the formal mechanisms by which a business can protect its inventions or elements of R&D/innovation activity.  In total 55% of the surveyed companies had secured intellectual property as a result of the project.  This increased from 47% for SCIS companies to 56% in the case of the <£100,000 R&D Grant companies and then up to 60% in the case of companies in receipt of the ISG.
Formal mechanisms were used most, with 86% of the surveyed companies suggesting this was how they protected the outputs of the projects.  This included:

· use of patents, cited by 44% of all the companies surveyed
· use of confidentiality agreements, cited by 42% of all the companies surveyed
Around three fifths of the companies used strategic mechanism mainly focused on the use of ‘complexity of design’ and ‘secrecy’ (each cited by 38% of the companies).

There are some variations across the grant schemes with:

· a higher proportion of patents amongst the companies accessing the ISG than for all the companies surveyed (53% against 43%)
· a higher proportion of confidentiality agreements amongst the SCIS companies than for all grants (56% against 42%)

· a lower proportion of patents amongst the SCIS companies than for all the companies surveyed (31% against 43%)

This suggests that there is a high degree of intellectual property being developed that is then subsequently protected in some form.  It is important to note that much of this activity will be a follow on benefit of the grant, rather than being developed using the grant funding specifically.  It may be that this takes place 6-12 months after the grant funding has been used as a product is brought closer to market or where further work has been completed.
Protection Mechanisms for Project Outputs
Table 6.3
	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No.
	%

	Formal mechanisms
	26
	79%
	32
	89%
	15
	94%
	73
	86%

	Confidentiality agreements
	13
	39%
	14
	39%
	9
	56%
	36
	42%

	Copyrights
	7
	21%
	13
	36%
	5
	31%
	25
	29%

	Trademarks
	7
	21%
	11
	31%
	4
	25%
	22
	26%

	Registration design
	8
	24%
	8
	22%
	2
	13%
	18
	21%

	Patents
	13
	39%
	19
	53%
	5
	31%
	37
	43%

	Strategic mechanisms
	20
	61%
	21
	58%
	8
	50%
	49
	58%

	Secrecy
	12
	36%
	13
	36%
	7
	44%
	32
	38%

	Lead time advantage on competitors
	7
	21%
	11
	31%
	5
	31%
	23
	28%

	Complexity of design
	12
	36%
	15
	42%
	5
	31%
	32
	38%


Answered Question: 85
6.5 Innovation

Innovation represents a potential outputs arising from the R&D or innovation process.  This covers both technological and wider innovation.

6.5.1 Technological innovation
Technological innovation covers the introduction of new or improved products, processes and services.

Product effects were cited most by companies with 91% (86 companies) introducing new products covering:

· new products to the market, cited by 82% (78) of the surveyed companies

· new products to the company, cited by 81% (77) of the surveyed companies
A small proportion of companies cited ‘wider technological innovation’ benefits, the next largest group was ‘improved products’, cited by 22% (21) of the surveyed companies, some way behind new products.  There were also some evidence of new services (14%), new processes (11%), improved processes (11%) and improved services (4%), though these were in the minority.
The key message here is that product innovation stands out as being the main technological innovation benefit, with a higher proportion of companies reporting this than was the case for companies accessing large (>£100k) R&D grants (where new products were cited by 83% of the 36 survey respondents).  However, the companies don’t appear to be generating other technological innovation such as new processes or services.  It may well be that the small relative size of the projects results in more focus on products, without the time or resources to investigate process or service issues.
Technological Innovation
Table 6.4
	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No.
	%

	New products 
	32
	94%
	35
	88%
	19
	91%
	86
	91%

	New products to the company
	31
	91%
	28
	70%
	18
	86%
	77
	81%

	New products to the market
	28
	82%
	31
	78%
	19
	91%
	78
	82%

	New processes 
	5
	15%
	5
	13%
	0
	0%
	10
	11%

	Processes new to the company 
	5
	15%
	4
	10%
	0
	0%
	9
	10%

	Processes new to the market 
	5
	15%
	3
	8%
	0
	0%
	8
	8%

	New services 
	5
	15%
	5
	13%
	3
	14%
	13
	14%

	Services new to the company 
	4
	12%
	4
	10%
	3
	14%
	11
	12%

	Services new to the market
	4
	12%
	5
	13%
	3
	14%
	12
	13%

	Improved products 
	6
	18%
	12
	30%
	3
	14%
	21
	22%

	Improved products to the company 
	6
	18%
	9
	23%
	3
	14%
	18
	19%

	Improved products to the market 
	4
	12%
	9
	23%
	2
	10%
	15
	16%

	Improved processes 
	4
	12%
	6
	15%
	0
	0%
	10
	11%

	Improved processes to the company 
	4
	12%
	5
	13%
	0
	0%
	9
	10%

	Improved processes to the market 
	2
	6%
	1
	3%
	0
	0%
	3
	3%

	Improved services 
	2
	6%
	1
	3%
	1
	5%
	4
	4%

	Improved services to the company 
	2
	6%
	0
	0%
	1
	5%
	3
	3%

	Improved services to the market
	2
	6%
	1
	3%
	0
	0%
	3
	3%


Answered Question: 95
6.5.2 Wider innovation
Wider innovation moves beyond the technological innovation model and considers the wider domains of innovation activity which drive the process and exploitation of technological innovation.  This can include strategic changes to the organisation of business or its functions in order to achieve gains in competitiveness through efficiency or service improvements.

There was a range of wider innovation benefits cited by the companies accessing the grants.  The main area centred on marketing plans, with 84% (66) of the surveyed companies citing either updated (51%) or new plans (35%).  This may be driven by the relatively small size of the companies with new products requiring updates or new mechanisms for marketing but is a positive and encouraging finding.
There was also evidence of an impact around corporate strategies, with 57% (45) of the surveyed companies citing either new or updated strategies.  Less than half the companies cited changes or new organisational structures, while less than 10% cited use of new or improved management techniques.

There were a number of small differences across companies accessing the different grants with:
· a smaller proportion of companies who accessed the <£100,000 R&D Grants  applied ‘advanced management techniques’ than was found in the ISG or SCIS group (3% vs. 18% and 12% respectively) sample as a whole

· a higher proportion of SCIS companies updating or developing new corporate strategy as a result of the grant award (77% vs. 45% and 58% respectively)
Relative to the companies who accessed the large R&D grants, a greater proportion of the surveyed companies had introduced wider innovations.  This may be because the innovation is more central to the companies accessing <£100,000 R&D and the ISG, e.g. the outputs from the larger grant recipients may be one small part of the wider business, whereas the smaller companies investigated in this evaluation may be working on products that are central to the company, or the only products offered.
Wider Innovation
Table 6.5
	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No.%
	

	Corporate strategy 
	13
	45%
	19
	58%
	13
	77%
	45
	57%

	New corporate strategy 
	5
	17%
	8
	24%
	6
	35%
	19
	24%

	Updated corporate strategy 
	8
	27%
	12
	36%
	8
	47%
	28
	36%

	Advanced management techniques
	1
	3%
	6
	18%
	2
	12%
	9
	11%

	New advanced management techniques
	1
	3%
	1
	3%
	1
	6%
	3
	4%

	Improved advanced management techniques 
	0
	0%
	6
	18%
	2
	12%
	8
	10%

	Organisational structure
	16
	55%
	11
	33%
	8
	47%
	34
	44%

	New organisational structure 
	7
	24%
	8
	24%
	4
	24%
	19
	24%

	Improved organisational structure 
	9
	31%
	5
	15%
	5
	29%
	19
	24%

	Marketing plan 
	25
	86%
	27
	82%
	14
	82%
	66
	84%

	New marketing plan 
	8
	28%
	13
	39%
	7
	41%
	28
	35%

	Update marketing plan 
	17
	59%
	15
	46%
	8
	47%
	40
	51%


Answered Question: 79; Note businesses can provide more than one answer

6.6 R&D/innovation benefits
R&D / innovation can lead to a range of benefits within companies.  These can range from simple innovation effects to target customers and markets.  This section considers:

· R&D / innovation effects

· revenue generation

· market type

· market reach

6.6.1 R&D/innovation effects

Virtually all the companies (98%, or 87 companies) cited product oriented effects, which largely meant an increased range of goods and services (cited by 90% of the surveyed companies).  There were also wider effects associated with this including entering new markets (68%, or 61 companies) and some evidence of improved market share (51%, or 46 companies).  Other effects (such as reduced environmental impacts, improved health and safety and increase value add) and process oriented effects were clearly in the minority.

There were few major differences across the grant schemes, with all focusing on product oriented effects (as set out in Table 6.6), though the companies accessing the <£100,000 R&D grants appeared to be more successful in accessing new markets than the other groups or the sample as a whole.
Again this product focus was found in large R&D Grant companies, reinforcing the dominance of product rather than process or service innovation.  While products are a good mechanism by which companies can access new or existing markets, it is processes that will enable them to improve the efficiency of production and therefore maximise profits through quicker processes or cheaper methods of production.  While this may be happening and not being reported, the evidence suggests it is about products that will generate sales rather than products underpinned with process innovation.  It is unclear the extent to which this is a barrier in the company base or the focus of Scottish Enterprise.
R&D/Innovation Effects
Table 6.6
	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No
	%

	Product oriented effects
	31
	94%
	38
	97%
	18
	100%
	87
	98%

	Increased range of goods and services 
	29
	88%
	35
	90%
	17
	94%
	81
	90%

	Entered new markets 
	25
	76%
	24
	62%
	12
	67%
	61
	68%

	Increased market share
	17
	52%
	21
	54%
	8
	44%
	46
	51%

	Improved quality of goods and services 
	8
	24%
	17
	44%
	5
	28%
	30
	33%

	Process oriented effects  
	8
	24%
	15
	39%
	3
	17%
	26
	29%

	Improved flexibility of production or service provision 
	3
	9%
	8
	20%
	1
	6%
	12
	13%

	Increased capacity for production or service provision 
	1
	3%
	8
	20%
	1
	6%
	10
	11%

	Reduced costs per unit produced or provided
	6
	18%
	12
	31%
	3
	17%
	21
	23%

	Other effects  
	10
	30%
	17
	44%
	5
	28%
	32
	36%

	Reduced environmental impacts 
	7
	21%
	6
	15%
	0
	0%
	13
	14%

	Improved health and safety 
	1
	3%
	5
	13%
	0
	0%
	6
	7%

	Increased value add
	4
	12%
	8
	21%
	5
	28%
	17
	19%


Answered Question: 90

6.6.2 Revenue sources

The main revenue sources were expected to come from products, with virtually all companies suggesting any revue would come from the sales of new products (89% of the surveyed companies).  While other sources of revenue were cited, these were generally by a minority of companies.  Again, this reinforces the dominance of products as the main output from the grant funded activities and was even greater than was found amongst companies accessing the large grants.  This was relatively consistent across all the grant types.
Revenue Sources
Table 6.7
	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No.
	%

	Product related
	27
	93%
	40
	100%
	16
	100%
	83
	98%

	New products
	25
	86%
	35
	88%
	16
	100%
	76
	89%

	Improved products/processes/services
	5
	17%
	9
	23%
	3
	19%
	17
	20%

	Profitability gains (higher profit margin) 
	5
	17%
	8
	20%
	3
	19%
	16
	19%

	Process revenue 
	4
	14%
	6
	15%
	2
	13%
	13
	14%

	Cost reduction in existing products/services (inputs)
	3
	10%
	4
	10%
	2
	13%
	9
	11%

	Wider productivity gains (improved delivery methods)
	2
	7%
	3
	8%
	1
	6%
	6
	7%

	New exploitation 
	7
	24%
	6
	15%
	2
	13%
	15
	18%

	License revenue
	7
	24%
	6
	15%
	2
	13%
	15
	18%


Answered Question: 85

6.6.3 Market type
The main customer group of the companies was explored, which provided a broad indication of where there was potential demand for new products, processes or services.

The main market segment focused on the private sector, with 71% of companies suggesting their target was existing markets and 54% suggesting new markets in this area.  Generally less than a third of the companies were focused on public sector markets and less than a fifth were focused on consumer markets.  This was relatively consistent across all the grant types. 
This is in line with findings outlined in the Community Innovation Survey (CIS4) and the target markets for large R&D grant companies and suggests a high demand for innovative products from the private sector.
Market Type
Table 6.8
	
	<£100,000 R&D Grant 
	Innovation Support Grant 
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No.
	%

	Private sector – existing markets
	26
	72%
	29
	76%
	11
	58%
	66
	71%

	Private sector – new markets
	20
	56%
	20
	53%
	10
	53%
	50
	54%

	Public sector – existing markets
	12
	33%
	12
	32%
	7
	37%
	31
	33%

	Public sector – new markets
	10
	28%
	8
	21%
	6
	32%
	24
	26%

	Consumers – existing markets
	9
	25%
	8
	21%
	1
	5%
	18
	19%

	Consumers – new markets
	5
	14%
	7
	18%
	0
	0%
	12
	13%


Answered Question: 93
6.6.4 Market reach
Following on from this the main geographic markets for the new and improved products, processes and services were explored highlighting the international focus of the companies.

A wider range of markets were being targeted by the companies, centred on existing UK (73%) and Scottish (65%) markets.  Over half of the companies were still focused on existing and new EU and rest of world markets.
There were some differences in market reach across the grants with:
· companies accessing the <£100,000 R&D grants having a stronger focus on existing and new rest of world markets (71% and 64% respectively) than other markets
· companies accessing SCIS grants having a greater focus on existing or new UK markets (83% and 67% respectively) than other markets
While the ambitions regarding market reach highlight a broader range of target markets, the overall international ambitions of companies using the grant mechanisms are lower than with the large (>£100k) R&D Grant (not necessarily surprising when considering company size). Within this, however, those accessing the <£100k R&D Grants show ambitions that are more in line with those accessing the large R&D grants.
Market Reach
Table 6.9
	
	<£100,000 R&D Grant
	Innovation Support Grant 
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No.
	%

	Local (Scottish) – existing markets
	21
	62%
	26
	67%
	12
	67%
	59
	65%

	Local (Scottish) – New markets
	17
	50%
	17
	44%
	10
	56%
	44
	48%

	UK – existing markets
	21
	62%
	30
	77%
	15
	83%
	66
	73%

	UK – new markets
	18
	53%
	22
	56%
	12
	67%
	52
	57%

	EU – existing markets
	21
	62%
	23
	59%
	11
	61%
	55
	60%

	EU – new markets
	22
	65%
	23
	59%
	9
	50%
	54
	59%

	Rest of the world – existing markets
	24
	71%
	20
	51%
	11
	61%
	55
	60%

	Rest of the world – new markets
	21
	62%
	19
	49%
	8
	44%
	48
	53%


Answered Question: 91

The focus on international markets also shows the contribution of the products to the government priority indicator around exporting.  While many companies will try to sell within Scotland, a high proportion also look at market beyond Scotland, and in particular in the EU and rest of world (particularly North America).
6.7 Knowledge generation – value add at the strategic level

A wider benefit associated with R&D / innovation activity was the generation or enhancement of company competency or knowledge in relation to R&D.  This was placed in the context of value add at the strategic level, covering:

· synergy – covering an improved knowledge base and potential for knowledge creation

· the catalyst effect – covering follow on research, technical development and innovation

· strategic influence – covering the development of a knowledge based economy through support for innovation activity and high value human capital

These concepts were then discussed in relation to the extent to which they have been achieved as a result of the project.  This is considered in terms of behavioural additionality.

Results are presented at the combined level of company responses.  It should be noted that the number of responses to these questions varied from response to response.  A count of respondents is included with each table.
6.7.1 Synergy
The synergy effects were defined as covering improved company competency around the ability to plan, manage and deliver R&D / innovation activity.  In each case companies were asked to assess the additionality of the benefits as a result of the grant award (in effect the extent to which these behaviours are driven by the grant in ways that would not have happened anyway).
78% of companies responded that there had been at least some impact on their ability to plan R&D/innovation activity: 43% citing some impact and a further 37% suggested a significant long or short term effect.

Considering overall additionality of these new competencies (see Table 6.10) just 7% suggested they would have realised these competence improvements without the grant and 93% of the companies cited at least some benefit; around two fifths suggested high additionality.
Company Ability to Plan R&D Innovation Activity
Table 6.10
	
	No. of responses
	%
	
	Additionality of benefit
	No.
	%

	Significant impact long term
	21
	23%
	
	High additionality
	30
	41%

	Significant impact short term
	13
	14%
	
	Some additionality
	38
	52%

	Some impact
	39
	43%
	
	No additionality
	5
	7%

	No impact
	20
	22%
	
	
	
	


 Answered Question: 90
Answered Question: 73
In relation to company ability to manage R&D/innovation activity, Table 6.11 highlights that 76% of beneficiaries cite some impact on their competency in this area, with 33% suggesting a significant short or long term impact.
Again, associated with this reasonably high levels of behavioural additionality were cited with 50% of the companies citing benefit suggesting some additionality, and a further 44% suggesting high levels of additionality.  This means just 6% suggest they would have realised these improvements in R&D/innovation management without the grant award.

Company Ability to Manage R&D Innovation Activity
Table 6.11
	
	No. of responses
	%
	
	Additionality of benefit
	No.
	%



	Significant impact long term
	20
	23%
	
	High additionality
	31
	44%

	Significant impact short term
	9
	10%
	
	Some additionality
	36
	50%

	Some impact
	40
	45%
	
	No additionality
	4
	6%

	No impact
	21
	24%
	
	
	
	


Answered Question: 89
Answered Question: 71

Following from Table 6.12, 69% of the companies suggested at least some impact on their ability to deliver R&D/innovation activity, with 29% suggesting a significant long or short term impact.  Just under one fifth suggested that there had been no impact on their abilities in this area.
Again, behavioural additionality was high, with 57% of those citing some benefit suggesting some additionality and a further 40% suggesting high additionality.  Just 4% (3 companies) suggested they would have realised these improvements without the grant.

Company Ability to Deliver R&D/Innovation Activity
Table 6.12
	
	No. of responses
	%
	
	Additionality of benefit
	No.
	%

	Significant impact long term
	24
	26%
	
	High additionality
	30
	40%

	Significant impact short term
	13
	14%
	
	Some additionality
	43
	57%

	Some impact
	39
	43%
	
	No additionality
	3
	4%

	No impact
	17
	19%
	
	
	
	


Answered Question: 91
Answered Question: 73

These competence (or capability) improvements have long been cited in the academic literature as key benefits of R&D.  The evidence presented above suggests that not only are they real, grant support to companies can generate capability benefits as well as additional activity within the companies.  The development of an innovation culture in organisations is a key area in the ISG product specification and these capabilities will be key building blocks in the development of that culture.
6.7.2 The Catalyst Effect
The catalyst effect was defined as covering improved R&D / innovation capacity and follow on R&D / innovation activity.  As above, companies were asked to assess the value of impact and level of additionality of the benefits as a result of the grant award.
It is clear that the grants are having an impact in relation to R&D/innovation capacity, but at a lower level than was found in relation to competency improvements.  Around 34% of the companies suggested some impact, while a further 40% suggested either a significant long or short term benefit.  The residual 34% of companies suggested the grants were having no impact in this area.  It may well be for some companies the size of the grant and the short duration of the support is not long enough to genuinely improve capacity.
However, where this is benefit there is a high level of behavioural additionality, with 50% of those citing a benefit suggesting some additionality and a further 45% suggesting high behavioural additionality.  Just 5% (3 companies) suggest that they would have realised improved capacity without the grant support.

Improvement in Company R&D/Innovation capacity
Table 6.13
	
	No. of responses
	%
	
	Additionality of benefit
	No.
	%

	Significant impact long term
	22
	25%
	
	High additionality
	29
	45%

	Significant impact short term
	13
	15%
	
	Some additionality
	32
	50%

	Some impact
	30
	34%
	
	No additionality
	3
	5%

	No impact
	26
	30%
	
	
	
	


Answered Question: 88
Answered Question: 64

There is a much clearer positive impact in relation to follow on R&D/innovation activity (see Table 6.14), with 41% of the companies suggesting ‘some’ impact in this area and a further 51% suggest a significant short or long term impact.
There is also a high level of behavioural additionality, with 49% of the companies citing ‘some’ additionality and a further 43% suggesting high additionality.  Again only a minority of companies suggested they would have realised these improvements in the absence of the grant (6 companies or 8% of those citing some benefit).
Follow on R&D/Innovation Activity 
Table 6.14

	Follow on R&D / Innovation activity
	No. of responses
	%
	
	Additionality of benefit
	No.
	%

	Significant impact long term
	26
	31%
	
	High additionality
	31
	43%

	Significant impact short term
	17
	20%
	
	Some additionality
	36
	49%

	Some impact
	34
	41%
	
	No additionality
	6
	8%

	No impact
	11
	13%
	
	
	
	


Answered Question: 84
Answered Question: 73

6.7.3 Strategic influence
Strategic influence represents the ability of the grant to support wider idea generation or activity that enhances the potential for the successful investigation or exploitation of new products, processes or services.
It is clear that the companies were experiencing benefits around support for ideas (cited by 80% of those businesses who responded).  This includes a broad range of benefits across the firms including :

· sourcing a greater proportion of ideas from within the company, cited by 48% of companies

· increase market research activity to explore and understand opportunities, cited by 40% of the companies

There was also evidence of company support for market launch (at 67% overall), with 48% of the companies citing better preparations for market launch and 47% improved customer contact.

There were some general differences across the grants reflecting the different focus of the grant mechanism and the activity they support, including:
· increased market research, feasibility study and branding marketing in companies accessing the ISG than was found with the other grants or the sample as a whole
· a greater proportion of companies citing better preparations for market launch in the companies accessing the SCIS grants than was found in the other grants or for the sample as a whole
· better customer contact in the companies accessing the <£100,000 R&D grants than was found in the other grants or the sample as a whole

Internal Activity to Support R&D/Innovation
Table 6.15
	
	<£100,000 R&D Grant
	Innovation Support Grant
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No.
	%

	Support for ideas
	22
	85%
	28
	82%
	10
	67%
	60
	80%

	Sourced a greater proportion of the ideas from within the company 
	14
	54%
	13
	38%
	9
	60%
	36
	48%

	Sourced a greater proportion of ideas from beyond the company 
	6
	23%
	8
	24%
	2
	13%
	16
	21%

	Increased market research activity 
	10
	39%
	17
	50%
	3
	20%
	30
	40%

	Increased use of feasibility studies 
	4
	15%
	8
	24%
	1
	7%
	13
	17%

	Increased use of design 
	9
	35%
	15
	44%
	2
	13%
	26
	35%

	Support for market launch
	18
	69%
	27
	71%
	10
	67%
	52
	69%

	Better preparations for market launch 
	10
	39%
	17
	50%
	9
	60%
	36
	48%

	Increased activity around branding and marketing 
	9
	35%
	15
	44%
	2
	13%
	26
	35%

	Improved customer contact 
	15
	58%
	14
	41%
	6
	40%
	35
	47%

	Improved customer relations
	10
	39%
	14
	41%
	5
	33%
	29
	39%


Answered Question: 75

6.8 Wider effects

There are a series of potential wider effects associated with the grant awards within companies focused on:

· reputational benefits

· knowledge exchange

· spillovers

6.8.1 Reputation effects
Companies were asked about potential reputational or prestige benefits arising from the grant award.  Just under eight out of ten surveyed companies suggested either a significant or some improvement in prestige as a result of the grant award.  More positively, just one firth suggested no difference and none suggested any negative reputational effects as a result of the grant award.
There were little real differences across the grant mechanisms, though some 50% of the companies accessing the SCIS grant cited a significant improvement in reputation/prestige as a result of the grant award.  This was higher than the other grant mechanisms or the average across all grants (at 39%) though with a small sample size it remains unknown how significant this effect is.

Reputational Effects
Table 6.16
	
	<£100,000 R&D Grant
	Innovation Support Grant 
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No.
	%

	Significant improvement in reputation/prestige
	13
	36%
	15
	38%
	9
	50%
	37
	39%

	Some improvement in reputation/prestige
	18
	50%
	14
	35%
	6
	33%
	38
	40%

	No difference
	5
	14%
	11
	28%
	3
	17%
	19
	20%

	Some reduction in reputation/prestige
	0
	0%
	0
	0%
	0
	0%
	0
	0

	Significant reduction in reputation/prestige
	0
	0%
	0
	0%
	0
	0%
	0
	0


Answered Question: 94
6.8.2 Suppliers
It is important to understand the potential wider effects of the grant support to companies.  This can include wider economy effects in relation to suppliers.  While this is quantified more fully in Section 7 (Economic Impact), it is clear these benefits will exist.

In total 43% of the companies suggested they purchased all or at least three quarters of their supplies within Scotland, while 38% suggested they purchase none or less than 25% of their supplies from within Scotland.  This shows that there is wider scope for some companies to generate additional value through their relationship with Scottish suppliers and maximise economic impact to the Scottish economy.
There were generally little differences across the grant types, though companies accessing <£100,000 R&D grants were less likely to buy from within Scotland, with 50% purchasing less than 25% of their supplies within Scotland.

Suppliers Based within Scotland
Table 6.17
	
	<£100,000 R&D Grant
	Innovation Support Grant 
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No.
	%

	All supplies
	5
	14%
	6
	15%
	2
	13%
	13
	14%

	The majority of supplies (>75%)
	9
	25%
	13
	32%
	5
	31%
	27
	29%

	Around half of supplies
	5
	14%
	9
	22%
	3
	19%
	17
	18%

	A minority of supplies (<25%)
	14
	39%
	11
	27%
	5
	31%
	30
	30%

	No supplies
	4
	11%
	2
	5%
	1
	6%
	7
	8%


Answered Question: 94
There are also potential negative effects associated with grant awards if the companies are displacing other Scottish companies.  While this is adjusted for more fully in Section 7 (Economic Impact), it is clear these negative effects could occur.

In total 59% of the companies suggested that they have no competitors within Scotland, while a further third suggested at worst only a minority of their competitors within Scotland.
Again, the only major difference to this was found in the companies accessing <£100,000 grants, where just under half suggested a minority of their competitors are based within Scotland, higher than the other grants and the average across all the businesses surveyed.  This may reflect the greater maturity of the product markets for the SCIS companies as these projects originated back in 2007/8, and it may be competitors have become established having seen a potential market for new products (though again sample numbers are low).
Competitors Based within Scotland
Table 6.18
	
	<£100,000 R&D Grant
	Innovation Support Grant 
	SCIS
	Combined Grants

	
	No.
	%
	No.
	%
	No.
	%
	No.
	%

	All competitors 
	0
	0%
	0
	0%
	1
	5%
	1
	1%

	The majority of competitors
	0
	0%
	2
	5%
	1
	5%
	3
	3%

	Around half of competitors
	1
	3%
	0
	0%
	2
	11%
	3
	3%

	The minority of competitors
	17
	46%
	12
	29%
	4
	21%
	33
	34%

	No competitors in Scotland
	19
	51%
	27
	66%
	11
	58%
	57
	59%


Answered Question: 97
6.8.3 Spillovers
As highlighted in Section 5 (R&D/Innovation journey) the companies work with a range of wider suppliers, customers and universities in the delivery of their R&D/innovation activities.  This gives rise to potential wider benefits amongst the Scottish company base – or spillover effects.
There is much talk in economic development about spillovers, though few studies define or clarify exactly what a ‘spillover’ is.  In this study the assessment builds on the concept as developed in the work on large R&D grants.  This means spillovers are defined as the social rate of return as well as the wider private returns enjoyed by the innovating company, its competitors, suppliers or university partners.

In order for a spillover to be realised a supplier, competitor or collaborator must realise some form of benefit from the engagement with the innovating company.  Two evaluations provide some context to the level of potential spillover benefits:
· the evaluation of research and development grants in England suggested that some effects were felt amongst just under half of the customers in relation to market effects and around one third in suppliers and universities in relation to knowledge effects

· the SMART:Scotland evaluation in Scotland suggested around 45% of customers and 6% of competitors in relation to market effects and around one fifth of suppliers or collaborators in terms of knowledge effects

The overall implication is that less than a third of any engagement will lead to spillover effects.

Spillovers can take three forms
:

· knowledge spillovers

· market spillovers

· network spillovers

Knowledge spillovers are about how knowledge created by one agent can be used by another without compensation.  It can take place as a result of:

· abandonment of research – showing that a particular route is not productive or worthy of investigation

· patenting – by presenting information that something can be done in a particular way

· staff movement – through staff moving from one organisation to another

· commercial release of a new product – with competitors reverse engineering the product and developing their own product

These mechanisms are likely to be evident in suppliers, universities and competitors.  To be relevant to the Scottish economy, these groups need to be based within Scotland.  The proportion of companies working with Scottish suppliers over the period of grant funded activity (from development to implementation) is outlined in Table 6.19 below for suppliers and Table 6.20 for universities.

In relation to suppliers there is a generally low levels of engagement across all R&D/innovation stages.  However, it is at its greatest level in the delivery and implementation stages.  However, while 31% and 21% of the companies were working with Scottish suppliers at these stages respectively, 25% and 21% were working with suppliers beyond Scotland.  This suggests that should there be spillovers there will be as many beyond Scotland as in Scotland, and that if the benefits are realised in line with the GRD and SMART evaluation would suggest only limited spillover effects.
Knowledge Spillovers – Suppliers
Table 6.19
	Company Stage
	Location of organisation
	<£100,000 R&D Grant
	Innovation Support Grant 
	SCIS
	Combined Grants

	Development 
	Scotland
	10%
	15%
	20%
	14%

	
	Beyond Scotland
	8%
	18%
	10%
	12%

	Application
	Scotland
	3%
	3%
	0%
	2%

	
	Beyond Scotland
	0%
	3%
	0%
	1%

	Delivery
	Scotland
	28%
	33%
	32%
	31%

	
	Beyond Scotland
	0%
	22%
	26%
	25%

	Implementation
	Scotland
	11%
	29%
	20%
	22%

	
	Beyond Scotland
	0%
	26%
	27%
	21%


There is a similar pattern in relation to universities, with generally low engagement across all of the R&D/innovation stages.  However, it is at its greatest level in the delivery stage where 16% of the companies were working with Scottish Universities.  This again suggests relatively low levels of potential spillovers.  Though more positively, in the small number of cases where they will exist they are likely to take place within Scotland.

Knowledge Spillovers – Universities
Table 6.20
	Company Stage
	Location of organisation
	<£100,000 R&D Grant
	Innovation Support Grant 
	SCIS
	Combined Grants

	Development 
	Scotland
	10%
	8%
	15%
	10%

	
	Beyond Scotland
	3%
	5%
	5%
	4%

	Application
	Scotland
	5%
	0%
	5%
	3%

	
	Beyond Scotland
	0%
	0%
	0%
	0%

	Delivery
	Scotland
	13%
	17%
	21%
	16%

	
	Beyond Scotland
	5%
	3%
	5%
	4%

	Implementation
	Scotland
	4%
	0%
	13%
	4%

	
	Beyond Scotland
	4%
	0%
	0%
	1%


Market spillovers are about the benefits of an invention being felt by other agents (customers) other than the innovating firm.  These benefits can include:

· cheaper products

· greater functionality of products

· a wider range of goods and services

Market spillovers are likely to be felt by customers.  To be relevant to the Scottish economy the customers need to be based in Scotland.  The proportion of companies working with Scottish customers across the period of R&D/innovation activity (from development to implementation) is outlined in Table 6.21.
There are likely to be almost no market spillovers in Scotland across all the stages, with virtually no businesses engaging with competitors.  As shown earlier, the companies suggest that their competitors are based outside of Scotland.  As such any spillover effects are likely to be felt beyond Scotland.  This suggests little overall scope for market spillovers within Scotland.
Market Spillovers – Competitors
Table 6.21
	Company Stage
	Location of organisation
	<£100,000 R&D Grant
	Innovation Support Grant 
	SCIS
	Combined Grants

	Development 
	Scotland
	0%
	0%
	0%
	1%

	
	Beyond Scotland
	3%
	3%
	5%
	4%

	Application
	Scotland
	0%
	0%
	0%
	0%

	
	Beyond Scotland
	3%
	0%
	0%
	0%

	Delivery
	Scotland
	0%
	0%
	5%
	1%

	
	Beyond Scotland
	3%
	0%
	5%
	2%

	Implementation
	Scotland
	0%
	0%
	0%
	0%

	
	Beyond Scotland
	4%
	3%
	0%
	3%


Network spillovers are about the generation of commercial value being dependent on the development of a set of related technology.  They are achieved largely in areas, such as computing, where technology is developed with multiple uses (such as an operating system running a range of separately developed applications).  Network spillovers are likely to be evident in competitors.  To be relevant to the Scottish economy the competitors would need to be based in Scotland.  As few of the companies were working with Scottish competitors, or carrying out collaborative research it is likely that there are no network spillovers associated with the grant schemes.

Overall, there is some evidence to suggest the potential for modest spillovers effects though largely knowledge related rather than market related.  The lack of competitors in Scotland suggests that any market spillovers are likely to be felt beyond Scotland.  This weakens the case for positive externalities, with little scope for these benefits to be realised within Scotland.
7 Economic Impact and Value for Money
7.1 Summary

This section of the report provides an overview of:

· the approach adopted to calculate economic impact

· employment impacts

· GVA impacts (both realised to date, 2007/08 to 2008/9, and projected 10 years to 2019/20)

· value for money 

In summary:

· the impact assessment is consistent with best practice guidance outlined by Scottish Enterprise as well as HM Treasury Green Book standards

· there was a peak of 144 net MYE jobs either created or safeguarded in 2009/10
· there is expected to be a peak of 486 jobs either created or safeguarded as a result of the grant awards in 2010/11, after which there will be a steady decline in the number of net additional jobs
· there is clear employment time additionality, with 61% of companies suggesting employment has been brought forward in some way

· GVA impacts to date amount to £13.2 NPV, a cost benefit ratio of 1: 1.41 between 2007/8 and 2009/10 for all beneficiaries
· there could be an total impact of £81 million NPV, a cost benefit ratio of 1: 8.63 between 2007/8 and 2020/21
· 68 of the companies suggested that their turnover had been brought forward, though 34% suggested the Grants had made no difference

· the indicators suggest that there are high levels of economy and efficiency to date as well as a medium level of effectiveness rising to a high level if companies achieve even around half of what they are currently projecting
7.2 Approach to impacts assessment

The economic impact calculations were based on best practice guidance in Economic Impact Assessment developed by Scottish Enterprise
.  This included:

· collecting key impact variables (using SE’s standard question set
) for each grant award
· making gross to net adjustments for additionality
· adjusting for optimism bias

· grossing the sample to the population

· undertaking probability adjustments for company acquisition and loss to the economy (in effect policy decay)
· undertaking a cost benefit analysis

7.2.1 Key impact variables

Key impact variables consider in assessing the impact of Scottish Enterprise intervention to the economy included turnover, employment and GVA.

Turnover was collected from the companies on an annual basis over the previous three years (from 2007/08) as was gross employment.  These same variables were also captured at key milestone years going forward to 2020/21 (i.e. at years 1, 3, 5 and 10).

GVA was developed by adding together net profit and employee costs on an annual basis over the previous three years.  This is a slight variation on the full formula for GVA which can be defined as:
GVA = Employee costs + Net Profit + Depreciation + Amortisation

The turnover and employment data collected was only that associated with the grant award.  While organisational turnover within Scotland was also collected, this was for wider reference rather than the basis of the impact assessment.  The adjusted turnover and employment figures are based only on the revenue and employment directly associated with the grant award.

7.2.2 Gross to net adjustments (additionality)

In order to understand the full impact of each programme there was a need to assess the additionality of the intervention.  In effect what has happened that would not have happened anyway.  

The additional benefit of an intervention is the difference between the reference case (what has happened anyway) and the intervention case (the position when the intervention has been implemented).

In order to fully understand additionality all results were adjusted from gross results to net economic impacts.  This included adjustments for:

· deadweight – what would have happened anyway

· leakage – the extent to which the benefits are generated outside of Scotland

· displacement – the extent to which the benefits are coming at the expense of other Scottish based businesses

· substitution – the extent to which one activity is substituted for another

· multipliers – the positive downstream effects created through spending on supplies and the wider wages generated from these downstream effects

The adjustments made to each of these factors were based on information supplied by the individual companies and therefore varied on a company by company basis.  However, to provide some context to these variables the average value for each was included for reference.

Deadweight was calculated by asking companies how different their turnover and employment associated with the grant award (or product) would have been without the Scottish Enterprise grant award
.  Note this is different from the activity additionality outlined earlier but is focused on benefit additionality – or the extent to which revenue and employment associated with the grant funded project is additional to what would have happened anyway.  The average values for turnover, GVA and employment deadweight at key years are highlighted in Table 7.1 and 7.2 below.  
GVA Deadweight
Table 7.1
	 
	SCIS
	Innovation Support Grant
	<£100,000 R&D

	2007/8
	100%
	n/a
	n/a

	2008/9
	100%
	100%
	100%

	2009/10
	48%
	52%
	53%

	2010/11
	53%
	54%
	46%

	2013/14
	59%
	57%
	51%

	2015/16
	57%
	57%
	54%

	2020/21
	32%
	46%
	64%


For example, average GVA deadweight for the SCIS scheme in 2010 was 85%, this meant that 15% of turnover in that year would not have occurred without the grant support.

Employment Deadweight

Table 7.2
	
	SCIS
	Innovation Support Grant
	<£100,000 R&D

	2007/8
	98%
	n/a
	n/a

	2008/9
	92%
	100%
	97%

	2009/10
	80%
	84%
	78%

	2010/11
	83%
	88%
	82%

	2013/14
	96%
	89%
	88%

	2015/16
	96%
	88%
	78%

	2020/21
	95%
	91%
	96%


In the case of both employment and GVA the level of deadweight starts high decreases to a peak level before increasing with time.  This reflects the lead in time for returns to be achieved and then the increasing role of the company in exploiting the new products / processes or services over time.  This pattern was also found in the evaluation of the large R&D Grant evaluation.
Displacement was applied to employment, turnover and GVA based on the location of the companies direct competitors (and adjusted based on the growth of the market they operate in).  The average displacement amounted to:

· 18% for SCIS

· 11% for ISG

· 11% for <£100,000 R&D

This meant that most companies are suggesting that they have virtually no competitors in Scotland and that displacement effects are likely to be quite limited.

Leakage was applied to employment, turnover and GVA.
GVA and turnover leakage was assumed to be zero, as the vast majority of the companies were headquartered in Scotland and suggested that the majority of the commercialisation would be taken forward in Scotland.  As such GVA leakage was set at 0% for SCIS, ISG and <£100,000 R&D.

Employment leakage was based on the proportion of staff associated with the R&D programme who lived outside of Scotland giving a value of:
· 1% for SCIS

· 2% for ISG

· 2% for <£100,000 R&D

Substitution was assessed by asking the companies about the extent to which they have replaced one activity with another (or employees for another) to benefit from public sector assistance.  Some companies suggested that there was some substitution across these areas.  

This meant the GVA substitution averaged:
· 4% for SCIS

· 2% for ISG

· 3% for <£100,000 R&D

This meant that the employment substitution averaged:

· 1% for SCIS

· 2% for ISG

· 3% for <£100,000 R&D

Multiplier values were sourced from the Scottish Input-Output multiplier tables based on the full 4 digit Standard Industrial Classification code of the company.  These were matched with Type 1 and 2 multipliers for output (in the case of turnover), GVA and employment (giving direct, indirect and induced effects).
By way of illustration, the average type two multiplier for SCIS amounted to:

· 1.70 for employment

· 1.64 for GVA

The average type two multiplier for ISG amounted to:

· 1.66  for employment

· 1.75 for GVA

The average type two multiplier for <£100,000 R&D amounted to:

· 1.74  for employment

· 1.74 for GVA

7.2.3 Adjusting for optimism bias

In order to avoid potentially over counting projected impacts, all projected figures were adjusted for optimism bias.

This is the systematic tendency for project owners, in the public or private sector, to overestimate the benefits that will be generated from a project and to underestimate the costs.  It is expected that most companies will overestimate what the return will be, in terms of commercial sales or income, from the R&D/innovation investment.  

Company projections have therefore been adjusted for optimism bias by benchmarking potential future GVA per head against the levels found in the top performing companies as recorded in the Department for Business, Innovation and Skills Value Added Calculator
  

Where GVA projections in the supported companies were above the benchmark levels of the top performing companies the estimates were revised down to be in line with the benchmark GVA per head.  The level of optimism bias was estimated to be:
· 34% in 2010/11
· 50% in 2013/14
· 66% in 2015/16
· 68% in 2020/21
This is in line with the level of optimism found in the review of Scottish Enterprise commercialisation activities and suggests increasing optimism the further forward the companies project.  In the commercialisation review the optimism bias increased from 34% in the first year of projected revenue (2009) to 71% by the end of the evaluation period (2018).
7.2.4 Grossing the sample to the population

The sample of companies was assessed for each grant stream – covering <£100,000 R&D, ISG and SCIS.  
Each interview focused on one project, even if the companies had accessed multiple grants for multiple projects.  This way the results could be grossed up on a project by project basis.  

A grossing factor was developed for each year and grant stream to ensure the grossing up of potential impacts from the (annual) sample to the population was captured in a systematic manner.  As the population was not randomly selected it is not possible to estimate the margin of error attached to the grossed up results: there may be an element of positive bias in the grossed up results. To avoid any over counting of benefits the grossing factor was cut in half to ensure a cautious estimate of impact was presented.  While the sample was not random, a review of the characteristics of surveyed companies was assessed against the main sample.  This review suggested that the surveyed companies were a fair mix of sectors, sizes, ages and Scottish regions relative to the whole population.
The grossing factor for the SCIS award (in 2007/8) was based on comparing the survey sample to the annual population, which amounted to a grossing factor of 2.93 (170 companies in that year divided by the 29 companies from that year and then halved to provide an element of caution to the assessment).
The grossing factor for the ISG was based on the survey sample against the total number of companies in each of the years amounting to a series of grossing factors amounting to:

· 2.73 in 2008/9 (the 82 companies from that year divided by the 15 companies surveyed from that year and then halved to provide an element of caution to the assessment)
· 2.62 in 2009/10 (which was then subsequently held constant in each of the remaining years)

The grossing factor for the <£100,000 R&D awards were based on the survey sample against the total number of companies in each of the years amounting to a series of grossing factors amounting to:

· 1.61 in 2008/9 (the 90 companies in that year divided by the 28 companies surveyed and then halved to provide an element of caution to the assessment)
· 1.63 in 2009/10 (which was then subsequently held constant in each of the remaining years)

This approach was used in each year building a grossing factor which was applied to all impacts and summed to give an overall annual total that was used to build the cost benefit model.

7.2.5 Probability adjustments for economic risk 

Once the results were adjusted for additionality, the net impact results were also adjusted for any potential loss of companies (in effect business failures or closures) or acquisition (companies being bought over and moved overseas therefore losing their Scottish production units).  These factors can be considered as economic risk (described by some as policy decay).
This probability adjustment provides a more realistic estimate of impact, on the assumption that it is likely for some of the businesses to either fail, be bought over, change their focus or move away from Scotland (as evidenced by a range of published literature).
As the populations for each of the grant mechanisms were different there were different levels of adjustment for each of the grants with:
· equivalent of 27 businesses no longer making a contribution to the Scottish economy by 2020/21.  This amounts to around 20% of the current total population of companies accessing the <£100,000 R&D Grants

· equivalent of 39 businesses no longer making a contribution to the Scottish economy by 2020/21.  This amounts to around 20% of the current total population of companies accessing the ISG

· equivalent of 14 businesses no longer making a contribution to the Scottish economy by 2020/21.  This amounts to around 8% of the current total population of companies accessing the SCIS Grants

The R&D and ISG estimates were based on 10 year business survival rates for Scotland that estimate around 32% of businesses started 10 years ago will still be in existence today
.  As the R&D and ISG populations are relatively small relative to the business base a lower proportion was used, bringing the value down to around 20% of the current businesses who have accessed the grants.
For the SCIS companies the values were adjusted down further as this represents just one years worth of companies who accessed the grant.  As such the failure rate was estimated to be lower than would be found across Scotland as a whole, bringing the value down to around 9% of the current businesses who have accessed the grant.
7.2.6 Cost benefit analysis

The adjusted net results were imported into the Scottish Enterprise cost benefit calculator. 

Costs were collected for all projects, using data supplied by Scottish Enterprise.  The data covered the amount of grant awarded to companies to date.

The results were discounted as per UK HM Treasury Best practice guidance at a rate of 3.5% per annum.  For the grant schemes the base year was 2007/08, representing year zero for the evaluation.  All impact figures are presented in 2007 prices for ease of comparison to other recent review and evaluation projects
.

7.3 Employment impacts
Employment impacts cover the net additional jobs attributed to the grant schemes, representing a key variable of company development.  The employment impacts need to be considered on an annual basis, as they cover both safeguarded and created jobs and cannot, therefore, simply be aggregated.
7.3.1 To date
Over the evaluation period the total number of net jobs either safeguarded or created as a result of the grant awards amounted to:

· 3 jobs in 2007/8 – linked to the SCIS grant companies only
· 21 jobs in 2008/9 – linked to the SCIS grant companies only 

· 144 jobs in 2009/10 breaking down as:

· 53 net jobs in SCIS companies

· 34 net jobs in ISG companies

· 57 net jobs in <£100,000 R&D grant companies

If it is assumed that these jobs are all full time, these employment figures can be totalled to 168 Man Year Equivalents (MYE)

Net Employment Impacts to Date
Table 7.3
	
	SCIS
	Innovation Support Grant
	<£100,000 R&D
	Combined Grants

	2007
	3
	0
	0
	3

	2008
	21
	0
	0
	21

	2009
	53
	34
	57
	144

	Total (MYE)
	77
	34
	57
	168


These impacts included wider effects amongst the participating companies (direct effects), wider supply effects (indirect effects) and wider wage effects associated with the companies and their suppliers (induced effects).

It is possible to separate these effects out in 2009/10 for each of the grants.  The values are presented in Table 7.4 below showing the values for each grant type.  Overall:
· in 2009/10 75 of the 144 jobs were direct in the companies (52% of the total net additional impact)

· in 2009/10 41 of the 144 jobs were indirect in the supply chain (29% of the net additional impact)

· in 2009/10 27 of the 144 jobs were indirect through the spending of wages in staff and suppliers (19% of the net additional impact)

Direct, Indirect and Induced Effects, 2009/10
Table 7.4
	
	SCIS
	Innovation support Grant
	<£100,000 R&D
	Combined Grants

	
	No.
	%
	No
	%
	No.
	%
	No.
	%

	Direct
	26
	50%
	13
	38%
	36
	63%
	75
	52%

	Indirect
	21
	39%
	10
	31%
	10
	17%
	41
	29%

	Induced
	6
	11%
	10
	31%
	11
	20%
	27
	19%


Note: Values may not sum to totals due to the effects of rounding
7.3.2 Projected
Companies were also asked to assess potential future employment associated, either with the ongoing R&D/innovation or the associated commercialisation of the product, process or service developed at milestone years (i.e. 1, 3, 5 and 10).

The potential employment at milestone years amounted to:

· a peak of 486 net additional jobs in 2010/11, breaking down as:

· 171 jobs associated with SCIS companies

· 99 jobs associated with ISG companies

· 216jobs associated with <£100,000 R&D grant companies

· a reduced total of 285 jobs in 2013/14
· a further reduced total of 50 jobs in 2015/16
· no net additional jobs in 2020/21
The reduction in jobs from the peak in 2010/11 represents a number of factors including:

· increasing levels of deadweight, reducing the number of net additional jobs over time (employment deadweight was 94% in 2020 for example across all the grants)
· loss of jobs as products are replaced or significantly enhanced, based on the product cycle theory, and assuming that most of the outputs from the projects will have been replaced with something new or enhanced by 2020

This has the effect of reducing the net additional jobs as time progresses and highlights why the jobs numbers tail off so sharply.
Projected Employment Impacts at Milestone Years
Table 7.5
	
	SCIS
	Innovation Support Grant
	<£100,000 R&D
	Combined Grants

	2010/11
	171
	99
	216
	486

	2013/14
	4
	72
	209
	285

	2015/16
	4
	19
	27
	50

	2020/21
	0
	0
	0
	0


7.3.3 Time additionality
In addition to the quantifiable employment impacts companies were also asked about time additionality in relation to the generation of jobs.

There was clear evidence of time additionality.  This included:

· 61% of companies who suggested that their 2009/10 employment level had been brought forward as a result of the grant awards, or:

· 31% suggesting it had been brought forward by around 1 year

· 16% suggesting it had been brought forward by over 2 years

· 12% suggesting it had been brought forward by between 1 and 2 years

· 37% of companies suggested the grant award had made no difference to their employment in 2009/10
The employment time additionality may be driven by the ability of companies to recruit new staff, or maintain employment levels, that without may have seen employment levels fall.

7.4 GVA impacts
An estimate of ‘impact’ is the ultimate effect of the project on the economy, or in this case its contribution towards economic growth.  This is measured as the net additionality Gross Value Added (GVA) accruing as a direct result of the projects.

7.4.1 To date (the evaluation period: 2007/8 to 2009/10)
The net GVA impact accruing as a direct result of the grant awards over the period 2007/8-2009/10 amounted to £13.2 million NPV.  This results in a cost benefit ratio of 1:1.41, or a return of £1.41 for every £1 invested in the grants.  While this is positive it is driven by the companies who accessed SCIS grants, as neither the ISG or <£100,000 R&D grant companies have generated enough GVA to outweigh the Scottish Enterprise investment.  As these grant mechanisms have only been in place since 2008/9, this is not surprising.

Net GVA Impacts to Date
Table 7.6
	
	SCIS
	Innovation Support Grant
	<£100,000 R&D
	Combined Grants

	
	Costs
	Benefits
	Costs
	Benefits 
	Costs 
	Benefits
	Costs
	Benefits 

	2007/8
	£3,035,200
	£0
	£0
	£0
	£0
	£0
	£3,035,200
	£0

	2008/9
	£0
	£0
	£1,041,200
	£0
	£2,550,000
	£0
	£3,591,300
	£0

	2009/10
	£0
	£9,017,700
	£1,707,600
	£1,394,600
	£1,083,700
	£2,843,600
	£2,791,300
	£13,255,900

	Total
	£3,035,200
	£9,017,700
	£2,748,800
	£1,394,600
	£3,633,700
	£2,843,600
	£9,417,800
	£13,255,900

	Cost Benefit
	1: 2.97
	1: 0.51
	1: 0.78
	1: 1.41


These impacts include wider effects amongst the participating companies (direct effects), wider supplier effects (indirect effects) and wider wage effects associated with the companies and their suppliers (induced effects).
It is possible to separate these effects out in relation to the total impact between 2007/8 and 2009/10. The values are presented in Table 7.7 below showing the values for each grant type.  Overall:

· between 2007/8 and 2009/10 £7.9of the £13.2 million impact was direct in the companies (60% of the total net additional impact)

· between 2007/8 and 2009/10 £3.0 million of the £13.2 million impact was indirect in the supply chain (21% of the net additional impact)

· between 2007/8 and 2009/10 £2.5 million of the £13.2 million was indirect through the spending of wages in staff and suppliers (19% of the net additional impact)

.

Direct, Indirect and Induced Effects
Table 7.7
	
	SCIS
	Innovation Support Grant
	<£100,000 R&D
	Combined Grants

	
	No.
	%
	No
	%
	No.
	%
	No.
	%

	Direct
	£5,292,500
	59%
	£851,300
	61%
	£1,826,100
	64%
	£7,969,800
	60%

	Indirect
	£1,986,000
	22%
	£279,200
	20%
	£531,300
	19%
	£2,796,500
	21%

	Induced
	£1,739,200
	19%
	£264,200
	19%
	£486,200
	17%
	£2,489,500
	19%


Note: Values may not sum to totals due to the effects of rounding
7.4.2 Projected (2010/11 to 2020/21)
The potential net GVA impact between 2010/11 and 2020/21 could amount to £68.0 million of net additional GVA NPV.  This would be driven by the value from each of the grant steams amounting to:
· £34.3 million from the companies accessing the <£100,000 R&D grant

· £27.4 million from the companies accessing the ISG

· £6.3 million from the companies accessing the SCIS grant

It should be noted that there is variation in the annual totals for net addition GVA for a number of reasons including:

· the discount value applied, which increases the further from the base year (2007/8) the projections go to
· the increasing level of deadweight over time(GVA deadweight ranges from 32%-64% in 2020/21 for example)

· the loss of turnover (and hence GVA) as products come to the end of their ‘life cycle’ and are either replaced or enhanced by new or improved products

· increasing adjustments for optimism, which rise from 34% to 68% by 2020/21
Inevitably, on average, the benefit generating period for the SCIS related products/processes/services will end prior to those of the later awarded R&D Grants and ISGs which will account for some of the difference in magnitude of the product related impacts.

Projected GVA Impacts
Table 7.8
	
	SCIS
	Innovation Support Grant
	<£100,000 R&D
	Combined Grants

	2010/11
	£1,976,600
	£4,567,900
	£7,108,600
	£13,653,000

	2011/12
	£1,232,200
	£4,413,400
	£6,868,200
	£12,513,800

	2012/13
	£1,190,500
	£4,157,200
	£3,906,400
	£9,254,200

	2013/14
	£650,800
	£4,379,100
	£7,462,200
	£12,492,000

	2014/15
	£628,800
	£3,774,900
	£2,393,800
	£6,797,400

	2015/16
	£607,500
	£1,999,300
	£2,714,600
	£5,321,500

	2016/17
	£0
	£1,931,700
	£1,967,100
	£3,898,800

	2017/18
	£0
	£1,866,400
	£1,900,600
	£3,767,000

	2018/19
	£0
	£310,600
	£7,600
	£318,200

	2019/20
	£0
	£0
	£0
	£0

	2020/21
	£0
	£0
	£0
	£0

	Total
	£6,286,300
	£27,400,500
	£34,329,100
	£68,015,900


7.4.3 Whole period assessment
An assessment looking at the whole period covering 2007/8-2020/21 (a 13 year evaluation period including historic and projected GVA) was completed to provide a full impact estimate of the investment in the grants.  The cost benefit ratio increases from 1: 0.00 in the first year of the scheme to past breakeven in year three at 1:2.86 to a peak of 1: 8.60 by 2020/21 (year 13).

There is variation across the grants, with:

· the ISG projected to achieve a cost benefit ratio of 1: 10.48 by year 13

· the <£100,000 R&D projected to achieve a cost benefit ratio of 1: 10.23 by year 13

· the SCIS Grant projected to achieve a cost benefit ratio of 1: 5.04 by year 13

Whole Period Cost Benefit Ratios
Table 7.9
	
	SCIS
	Innovation Support Grant
	<£100,000 R&D
	Combined Grants

	Year 1
	0.00
	0.00
	0.00
	       0.00 

	Year 3
	3.62
	2.17
	2.74
	       2.86 

	Year 5
	4.42
	5.29
	5.70
	       5.17 

	Year 10
	5.04
	10.36
	10.23
	       8.60 

	Year 13
	5.04
	10.48
	10.23
	       8.63 


The cost benefit ratios by year 10 are very positive and would be classified as representing a high level of economic impact.  The impacts are only marginally behind the ratio for large R&D (1: 9.57 by year 10), but ahead of other support such as:

· the Edinburgh Pre Incubation Scheme, which had a cost benefit ratio of 1: 5.58 by year 13
· the ITI initiative, which had a cost benefit ratio of 1: 5.93 by year 14
This highlights the positive economic contribution of the <£100,000 R&D and ISG grants (as well as the more modest but still positive SCIS impacts).

7.4.4 Time additionality

In addition to the quantifiable GVA impacts companies were also asked about time additionality in relation to the generation of turnover, taken as a proxy for GVA.

There was clear evidence of time additionality.  This included:

· 68% of companies who suggested that their 2009/10 turnover level had been brought forward as a result of the grant awards, or:

· 32% suggesting it had been brought forward by around 1 year

· 16% suggesting it had been brought forward by over 2 years

· 15% suggesting it had been brought forward by between 1 and 2 years

· 34% of companies suggested the grant award had made no difference to their turnover in 2009/10
The turnover additionality would appear to be lower than the whole period GVA impact would suggest as this refers to a time period (2009/10) where many companies were still to realise the turnover benefits from the project, though it still does suggest a positive impact in its own right.
7.5 Impact breakdowns

The three grant stream impacts were aggregated up into a full impact model in order to provide an overall combined impact value for the grant mechanisms.  This was broken down by a range of different variables to assess where the net additional GVA was being generated.
The key findings from this high level analysis suggest:

· in terms of time trading in Scotland companies trading for between 4-7 years made a contribution to impact greater than would be expected from their proportions in the surveyed company population

· in terms of companies who accessed multiple <£100,000 R&D and/or ISGs, those who only accessed one project made a greater contribution to impact  than would be expected from its proportion in the surveyed company population
· in terms of companies who accessed multiple R&D/Innovation support as well as wider commercialisation supports, those who accessed four support made a greater contribution to impact than would be expected from its proportion in the surveyed company population

· in terms of the number of other supports excluding R&D/Innovation support, a greater impact was made by those who accessed three other commercialisation supports than would be expected from its proportion in the surveyed company population

While it is difficult to rationalise this information, if taken at face value it suggests the ideal company type is a firm, trading for between 4-7 years in Scotland, accessing one R&D/innovation support and three wider commercialisation supports.
The main variables and largest contributors (between 2007/8 and 2020/21) are outlined in Table 7.10 below.

Impact Splits







Table 7.10

	
	Percentage contribution to impact
	Percentage of the survey population

	Trading in Scotland
	
	

	Between 4-7 years
	40%
	26%

	1-3 years
	25%
	22%

	Multiple R&D/innovation
	
	

	1 support only
	74%
	63%

	3 supports
	21%
	11%

	R&D/Innovation Support plus other commercialisation

	
	

	4 supports
	30%
	10%

	6 supports
	16%
	4%

	Extra commercialisation support (excluding R&D/Innovation support)
	
	

	3 supports
	29%
	8%

	5 supports
	16%
	4%


7.6 Value for money

In order to assess the value for money there is a need to understand three broad factors around the delivery of the projects, covering:

· economy

· efficiency

· effectiveness

As the evaluation is focused on the ISG and <£100,000 R&D awards, the value for Money Section will consider each in turn.  While this means the SCIS component is not included, the differences between SCIS and the two other grants were felt to be too different to allow consistent comparisons.

7.6.1 Economy
Economy is concerned with the overall cost of inputs (in effect to the project) and whether these were reasonable.

7.6.1.1 <£100,000 R&D

The <£100,000 R&D scheme has invested around £3.8 million (between 2008/9 and 2009/10) in 140 projects.  This amounts to a cost per project of £27,144.  This is a relatively low cost per project (considering the average salary in Scotland for one employee is £24,000).  This suggests a reasonable cost per project. 
In addition, there are a number of in built mechanisms that suggest value for money in terms of economy.  These include:

· providing a maximum of 25% of eligible costs – even though the threshold is higher in other countries and could be higher based on the EU notification

· Scottish Enterprise covering eligible costs only – focused on specific R&D costs rather than all costs

· the Scottish Enterprise contribution covering only what is needed to make the project happen – with some awards being as low as £6,000

These factors suggest that there is a high degree of economy associated with the <£100,000 R&D Scheme, with a low cost per project and clear evidence of variables that ensure only reasonable costs are covered in any funding.

7.6.1.2 ISG
The ISG scheme has invested around £2.9 million (between 2008/9 and 2009/10) in 204 projects.  This amounts to a cost per project of £14,249.  This is a relatively low cost per project (almost half the average salary of one worker in Scotland).  This suggests a reasonable cost per project. 

In addition, there are a number of in built mechanisms that suggest value for money in terms of economy.  These include:

· providing a maximum of aid intensity up to 50%
 – depending on the activity and capped at £30,000
· Scottish Enterprise covering eligible costs only – focused on specific innovation costs rather than all costs

· the Scottish Enterprise contribution covering only what is needed to make the project happen – with some awards being as low as £2,000
These factors suggest that there is a high degree of economy associated with the ISG Scheme, with a low cost per project and clear evidence of variables that ensure only reasonable costs are covered in any funding.

7.6.2 Efficiency

Efficiency covers the extent to which the inputs have led to the desired outputs.  In the case of the two grant mechanisms this covers leverage and the output and outcome benefits highlighted in the Company Output section (Section 5).

7.6.2.1 <£100,000 R&D

The total expected spend over the period 2008/9-2009/10 for the <£100,000 R&D scheme is around £3.8 million.  In the survey population the spend was estimated at £1.1 million.  These grant awards have generated company spend on the projects of around £7.5 million, a leverage ratio of 1: 6.57, or £6.57 of company spend for every £1 of grant awarded.  When follow on spend in taking the outputs of the R&D to market are included the company spend increases to £9.8 million a total leverage ratio of 1: 8.7, or £8.70 of company spend for every £1 of grant invested.  This suggests that the grant award raises significantly more in company spend than the total grant, indicative of very high value for money.

In addition to this wider spend, there are clear tangible benefits around generation of Intellectual property, technological innovation and wider innovation.  These are more than just outputs, they represent vital milestones in the achievement of economic value.  In total:
· 56% of companies suggested they had secured IP from the project

· 94% of companies suggested they had developed new products

· 58% of companies had updated their marketing plan suggesting wider innovation to support the product innovations

Further still there are clear benefits around company competency in R&D/innovation skills and follow on activity – with high levels of behavioural additionality, indicative of learning that would not have happened had it not been for the project.  Taken as a whole the outputs generated suggest a very high level of efficiency associated with the <£100,000 R&D Scheme.
7.6.2.2 ISG

The total expected spend over the period 2008-2009 for the ISG scheme is around £2.9 million.  In the survey population the spend was estimated at £291,000.  These grant awards have generated company spend on the projects of around £2.2 million, a leverage ratio of 1: 7.52, or £7.52 of company spend for every £1 of grant awarded.  When follow on spend in taking the outputs of the R&D to market are included the company spend increases to £5.6 million a total leverage ratio of 1: 19.2, or £19.20 of company spend for every £1 of grant invested.  This suggests that the grant award raises significantly more in company spend than the total grant, indicative of very high value for money.

In addition to this wider spend, there are clear tangible benefits around generation of Intellectual property, technological innovation and wider innovation.  These are more than just outputs, they represent vital milestones in the achievement of economic value.  In total:

· 60% of companies suggested they had secured IP from the project

· 88% of companies suggested they had developed new products

· 58% of companies had either updated or developed a new corporate strategy suggesting wider innovation to support the product innovation

Further still there are clear benefits around company competency in R&D/innovation skills and follow on activity – with high levels of behavioural additionality, indicative of learning that would not have happened had it not been for the project. Taken as a whole the outputs generated suggest a very high level of efficiency associated with the ISG Scheme.
7.6.3 Effectiveness

Effectiveness covers the extent to which the outputs have led to the desired outcomes.  The main outcome associated with the two products is national productivity, or GVA.

7.6.3.1 <£100,000 R&D

The impact assessment for the <100,000 R&D grant suggests that the impacts achieved to date are relatively low, with a cost benefit ratio of 1: 0.78.  This value reflects the lag between R&D activity and commercial return, as was demonstrated in the evaluation of the large R&D Grant scheme.  However by year three (essentially the end of 2010/11), the project will deliver a return of 1: 2.74 (assuming the companies achieve 66% of their expected revenue this year).  Further, this could increase to 1: 10.23 by year 10 of the scheme.

To put this in some context the evaluation of the large grant scheme suggested a potential cost benefit ratio of 1: 9.57 by year 10.  While the scale of impact is different (naturally much larger in the case of the >£100k R&D Grant mechanism), this is broadly in line with the return from a similar scheme, though focused on larger grant awards.

Taking these value this suggests a medium level of effectiveness to date, likely to rise to a high level by 2017 (year 10 of the scheme).

7.6.3.2 ISG

The impact assessment for the ISG suggests that the impacts achieved to date are relatively low, with a cost benefit ratio of 1: 0.51.  This value reflects the lag between innovation activity and commercial return, as was demonstrated in the evaluation of the large R&D Grant scheme and other similar schemes, such as the ITI licensee assessment (both of which delivered returns below 1 at the point of evaluation).  However, by year three (essentially the end of 2010/11), the project will deliver a return of 1: 2.17 (assuming the companies achieve 66% of their expected revenue this year).  Further, this could increase to 1: 10.48 by year 10 of the scheme.

Again, to put this in some context the evaluation of the large grant scheme suggested a potential cost benefit ratio of 1: 9.57 by year 10.  While the scale of impact is different, this is broadly in line with the return from a similar scheme, though focused on larger grant awards.

Taking these value this suggests a medium level of effectiveness to date, likely to rise to a high level by 2017/18 (year 10 of the scheme).
8 Conclusions and Recommendations
The following section provides the conclusions and recommendations arising for the evaluation.  The first main recommendation is that:

Recommendation 1: Both the <£100,000 R&D Grant and ISG projects should continue

The remainder of the conclusions and recommendations outline the findings and evidence that support this as well as more specific recommendations for project improvement.

8.1 Strong rationale for intervention
There is a strong strategic case for intervention in both the <£100,000 R&D and Innovation Support Grants.

There is a clear logic underpinning the market failure rationale, which focuses on imperfect information and positive externalities as the key barriers to R&D or innovation activity in the companies.  However, when tested with the companies the evidence around this is less clear.  Few companies cite these factors directly, but when the wider survey evidence it used it is possible to suggest that there are some failures in these areas that are preventing firms from carrying out the activities.
The grant schemes seem an appropriate way to address these issues.  While information failures are best dealt with by information, advice and guidance, the type of information required, which would include different information on technology and markets, in most cases specific to each company would be too specific for Scottish Enterprise to provide on its own (as there are around 150+ projects funded each year).  Grants are however more suited to the positive externality argument, with the funding being used to offset the risk that others will benefit from the innovating companies invention.  As the grants are relatively small in scale, and have been shown to drive additional activity it would appear that they are a reasonable mechanism by which the market failures can be addressed and value can be derived for the Scottish economy.
There is also a wider equity argument for both grant mechanisms.  In relation to the <£10,000 R&D grant Scotland clearly lags behind other areas, coming 10th from 12 UK nations and regions in relation to BERD as a percentage of GDP.  In relation to the ISG Scotland also lags in terms of innovation performance.  On innovation activity, Scotland is 9th from 12 UK nations and regions and on product innovation Scotland is 11th from 12.  This shows a clear equity argument around both grant streams and therefore justifies a grant approach to stimulate activity and try to help improve Scotland’s positioning.

The evidence therefore suggests that there is a strong rationale for intervention in both areas, and for the support to be focused on direct intervention through grants, as is currently the case.
8.2 Clear fit with policy

There is also a clear fit with the policy agenda as outlined in the Government Economic strategy in which halving the gap in total R&D spending compared with the EU average is a key national target.  Both grant streams are shown to fund activities that involve both R&D and innovation and therefore fit and contribute to this key national priority.
In addition, there is a clear fit and contribution to the mission of Scottish Enterprise, where the R&D and innovation activity driven by the two grant streams fits the direction of activity and contributes to key Scottish Enterprise performance measures.

The <£100,000 R&D and ISG therefore both deliver activity that fits with the policy direction of Scottish Government and Scottish Enterprise and contributes to key performance targets in the R&D and innovation space.
8.3 Strong use by key sectors

The evaluation has shown that each grant is used primarily by companies classed as either key sectors or growth sectors.  What is not clear is the extent to which sectors beyond these groups are being targeted.  While it is the role of Scottish Enterprise to support key and growth sectors, there is a need to provide wider support to the business base, as outlined in the innovation framework for Scotland.  As such it is unclear if this balance is appropriate, or if there is a need for wider business engagement
In addition the sector teams generally have a strong focus on R&D and innovation, but have very low awareness of the specifics of the grants.  This may be leading to under use by some sector teams and this may partly explain the low take up by some sectors.  This leads to the next two recommendations:
Recommendation 2: Scottish Enterprise should clearly articulate the balance between use by key sectors and the wider business base and actively work toward achieving that balance.  
Recommendation 3: Project monitoring should include sectoral take up, which can be used to monitor progress towards the preferred balance of companies and be shared with sectoral teams to further drive and evidence activity.
8.4 The grant schemes are generally working well
The stakeholders were largely in agreement that both grant schemes were working well and being well used across all the Scottish Enterprise regions.  The general consensus was that there was no need for radical change.  However, there were some concerns raised over the time needed to develop good applications that can be put forward for funding and in processing claims of approved projects.  Some stakeholders suggested the current process was cumbersome and in need of change to free up staff time for more client facing activities.  It is important to recognise that this issue was raised by stakeholders, particularly in relation to the processing of claims, but was not an issue within the company base, where satisfaction was generally high.  This suggests the work going on behind the scenes is largely un noticed by the companies and reflects an internal rather than external issue.
While it is clear and right that appropriate help should be made available to support applications and verification of the use of public money is done well the process does appear to be complicated and in need of greater clarification.  As such:

Recommendation 4:  Scottish Enterprise should develop clear guidance for companies around what should be in included in the project applications to ensure they are developed to a minimum standard.

Recommendation 5: There should be a much more formal briefing process with companies on the information requirements to support claims for payment where projects have been approved.  This should take the existing good practice developing in this area and make is standard practice across the agency.
8.5 The grants generate substantial leverage
There is very positive leverage associated with the two schemes.  The grant investment essentially pays a small proportion of the total project cost.  By its very nature this leads to companies having to invest their own resources at a greater level than the public investment just to deliver the activity.  However, the leverage does not stop there.  Once the projects are complete the companies have to take them to market (unless the project has been unsuccessful) and look at exploitation.  As this is not funded through the grant it requires further investment by the companies.
In the case of the <£100,000 R&D scheme (based on the surveyed companies), the total grant investment in the companies of around £1.1 million led to surveyed company R&D spend of £7.5 million.  On top of this the companies spent another £2.4 million taking the product to market.  This suggests a leverage ratio of 1: 8.7, or £8.70 of company spend against £1 of Scottish Enterprise grant award.
In the case of the ISG scheme (based on the surveyed companies), a total grant investment of around £291,000 in the companies led to surveyed company innovation spend of £2.2 million.  On top of this the companies spend another £3.4 million taking the product to market.  This suggests a leverage ratio of 1: 19.2, or £19.20 of company spend against £1 of Scottish Enterprise grant award.

This suggests the small grant investment is leading to wider spend far in excess of the grant award.
8.6 The grants are clearly delivering a wide range of direct company benefits

The grant streams are both delivering a wide range of direct economic benefits to companies.  This includes:

· the development of intellectual property

· the use of this intellectual property in new products

· the development of wider innovation in support of the new products

· access to new revenue streams through the sale of products

A clear finding was the strong focus on the development of new products.  While this is a positive finding – and a key driver of the economic value created, it potentially misses wider benefits around process or service improvement.  This product focus was found in the evaluation of the large R&D grants and suggests a degree of comfort (either in the businesses or SE) in the area.  The grants do however have wider potential to be used to improve process efficiency or result in new services.  As such:
Recommendation 6: Scottish Enterprise should look to explore how grant awards can support process improvement or service development as well as wider product development as a means of generating more value from the grant funding.

Ultimately the majority of the companies surveyed across both grant streams cited the achievement of a wide range of benefits which lays a solid platform not just for the achievement of R&D spending and improved innovation performance, in terms of national targets, but also the achievement of net economic impact as measured by GVA.

In relation to national indicator targets the grant streams are leading to:

· a BERD contribution of £7,097,751 towards the national indicator target to at least half the gap in total research and development spending compared with the EU average by 2011
· support to companies with a strong focus on export markets – in line with the national indicator target to grow exports at a faster rate than GDP
As the Scottish Enterprise Business plan performance measure targets have changed in nature and definition over the evaluation period, it is not possible to draw out the contribution of the two products to this target area.  Though indicatively the targets have focused on new products and processes – an area in which the grants have delivered solid results with around 91% of the surveyed companies introducing new products, though just 11% introduced new processes.  

The targets have also focused on investment in business R&D from R&D and SMART awards, again an area showing some promise as outlined above and amounting to an additional BERD contribution of £7,097,751 (from a total R&D spend including SCIS R&D only companies of £10,923,001).
The overall implication is that the grants are leading to a wide range of company benefits, and can also be seen to be making a contribution to the key national targets set by Scottish Government as well as performance targets for Scottish Enterprise.
8.7 The grants are also improving company capability in R&D/innovation

In addition to the innovation related benefits cited above the process of accessing the grant and delivering the project was also leading to improved company capability.  This was in areas such as how the companies plan, manage and deliver R&D or innovation activity as well as in areas around developing follow on activity and improved company capacity.  The survey also shows that where companies realise these benefits they are additional to what would have happened anyway (in effect learning that would not have happened without the grant).
This improvement in learning and behaviour is a crucial element in resolving the market failure issues outlined earlier as it enables companies to understand the process better (thus reducing imperfect information), see they can realise the benefits over and above their investment (thus reducing concerns over other companies benefiting from externalities) and stimulate later projects from the demonstration effect of success.
The learning also suggests that over time companies should rely less on the grants as they are more capable of developing (through the learning) and funding (through the revenue and profit from successful projects) the activity themselves.  If companies are learning and benefiting, but still accessing grants there is no scope for the underlying market failure issues to be addressed, rather the failure is just being propped up. This would suggest:

Recommendation 7: Support should taper off for companies who come back for further grants, unless there is clear evidence that previous projects have been unsuccessful.  This will drive the companies to use the funding as a mechanism by which they can be become self sustaining rather than reliant on grant support
8.8 There is a positive economic impact arising from the grant support

The economic impact assessment shows that both the <£100,000 R&D and ISG grants (as well as the SCIS grants before them) have the potential to deliver a positive economic impact for Scotland.

The <£100,000 R&D Grant has generated £2.8 million of net additional GVA (NPV) from a Scottish Enterprise investment of £3.6 million (NPV), a cost benefit ratio of 1: 0.78.  While this is a lower return than the initial investment it represents the impact of less than two years operation.  When forward projections are considered the project is projected to deliver a positive return by the end of 2010 (even assuming the companies only achieve 66% of their turnover projections).  
By year 13 (2020) this could amount to a net additional impact of £37.2 million (NPV), a cost benefit ratio of 1: 10.23.  This is in line with the findings for the evaluation of the large R&D Grants.

The ISG has generated £1.4 million of net additional GVA (NPV) from a Scottish Enterprise investment of £2.7 million (NPV), a cost benefit ratio of 1: 0.51.  Again, this is lower than the initial investment but again represents an impact from less than 2 years operation.  When forward projections are considered the project is projected to deliver a positive return by the end of 2010 (even assuming the companies only achieve 66% of their turnover projections).  By year 13 (2020) this could amount to a net additional impact of £28.8 million (NPV), a cost benefit ratio of 1: 10.48.  This is in line with the findings for the evaluation of large R&D grants.
The implication is that both projects are on track to deliver net economic benefit in excess of the investment by Scottish Enterprise and with a return of around £10 of GVA for every £1 of Scottish Enterprise investment if companies achieve around 60% of their turnover projections by 2020.
8.9 The projects both deliver clear value for money

As assessment of value for money considered the economy, efficiency and effectiveness of the two grant schemes.  
Both schemes deliver high levels of economy (if the costs of inputs are reasonable).  Both projects support a large number of projects at relatively low cost (capped in both cases).  They also incorporate elements that ensure value for money, including payment of eligible costs only, payments only up to a maximum threshold and grants only to the level of need (rather than maximum amount in each case).
Both schemes deliver high levels of efficiency (if inputs are leading to the right outputs).  There is leverage far in excess of the SE input and from this the generation of largely additional activity and a wide range of innovation benefits. The companies also learn from the process suggesting a wider range of outputs and outcomes are achieved from a relatively small investment.
Both schemes currently deliver medium levels of effectiveness (if outputs are leading to outcomes), though this is because the schemes have been running for less than two years.  When future projections are considered the projects are expected to deliver around £10 of net additional GVA for every £1 of Scottish Enterprise investment, suggestive of a high degree of effectiveness.
The overall conclusion is that both projects clearly deliver value for money and have been a good investment by Scottish Enterprise in the innovation and R&D space.

Frontline Consultants

August 2010
Appendix 1

R&D and Innovation Benchmarking

Table A1.1. UK Nations and Regions BERD as a Percentage of GDP

	Nation / Region
	Spend as a % of GDP
	Position

	East of England
	3.35
	1

	North West
	1.71
	2

	South East
	1.71
	3

	South West
	1.27
	4

	East Midlands
	1.12
	5

	West Midlands
	0.85
	6

	North East
	0.72
	7

	Northern Ireland
	0.54
	8

	Wales
	0.48
	9

	Scotland
	0.48
	10

	Yorkshire and the Humber
	0.43
	11

	London
	0.36
	12

	UK
	1.11%
	n/a


Table A1.1. UK Nations and Regions Innovation Active
	Nation / Region
	Spend as a % of GDP
	Position

	South East
	60%
	1

	Yorkshire & Humber
	58%
	2

	North West
	58%
	3

	South West
	57%
	4

	North East
	57%
	5

	East Midlands
	57%
	6

	Wales
	57%
	7

	London
	57%
	8

	Scotland
	56%
	9

	Northern Ireland
	56%
	10

	West Midlands
	56%
	11

	East England
	55%
	12


Table A1.1. UK Nations and Regions Product Innovators
	Nation / Region
	Spend as a % of GDP
	Position

	South East
	28%
	1

	East Midlands
	27%
	2

	London
	27%
	3

	East England
	26%
	4

	North East
	25%
	5

	Yorkshire & Humber
	25%
	6

	South West
	25%
	7

	Wales
	24%
	8

	North West
	24%
	9

	West Midlands
	24%
	10

	Scotland
	22%
	11

	Northern Ireland
	21%
	12


Appendix 2
Stakeholder Consultees

	Stakeholder
	Organisation

	Ian McCoull
	Scottish Enterprise

	Elaine Morrison
	Scottish Enterprise

	Bill Corr
	Scottish Enterprise

	Tracey Crozier
	Scottish Enterprise

	Tom Tumilty
	Scottish Government

	Jan Reid
	Scottish Enterprise

	David Hartley
	Scottish Enterprise

	Jim Timmoney
	Scottish Enterprise

	Jim Watson
	Scottish Enterprise

	Adrian Gillespie
	Scottish Enterprise

	Tim Moreby
	Scottish Enterprise

	Richie Mallerch
	Scottish Enterprise

	Ken Green 
	Scottish Enterprise

	Douglas Taylor
	Scottish Enterprise

	Rhona Alison
	Scottish Enterprise

	Carole McCarthy
	Scottish Enterprise

	Alistair McKinnon
	Scottish Enterprise

	Andy McDonald
	Scottish Enterprise

	Mark Hastings
	Scottish Enterprise

	Clare Alexander
	Scottish Enterprise


Appendix 3
Wider commercialisation support projects
	Wider Commercialisation Support

	Intermediate Technology Institutes (ITIs)

	Proof of Concept (PoC)

	Enterprise Fellowships 

	Industry Fellowships

	High Growth Start Up Unit (HGSU)

	SPUR

	PROSPEKT

	Technology Gateway

	Commercialisation Toolkit

	Small Company Innovation Scheme (SCIS)


	SMART : Scotland

	Edinburgh Pre Incubation Scheme (EPIS)

	Otocap

	Commercialisation Breakthrough

	Edinburgh Stanford Link

	Scottish Co-Investment Fund (SCIF)

	Scottish SEED Fund

	Scottish Venture Fund


� As distinct from the large (>£100,000) R&D Grant. For the evaluation of this product please refer to www.evaluationsonline.org.uk


� The fieldwork element was undertaken during Q4 2009/10 & Q1 2010/11


� Scottish Enterprise (2009) Network Product – R&D Grant – Product User Guide v2.0


� Scottish Enterprise (2009) Network Consistent Products – Innovation Support, Product User Guide, March 2009


� Scottish Enterprise (2007) Network Consistent Products – SCIS – Product User Guide, December 2007


� Where possible this topic guide mirrored the previous one developed during the evaluation of the Large R&D Grant to allow for comparison of results


� While the evaluation considered companies who had accessed support in 2009/10, this only covers the first three quarters of the year.  The data for 2009/10 therefore does not amount to the total number of grants awarded


� Scottish Government (2010) Business Enterprise Research and Development in Scotland 2008, Statistics Publication Note


� Freel.M and Harrison. R (2007) The Community Innovation Survey 4, Profiling Scotland’s Innovation Performance, the Scottish Executive.  Data used the weighted results for benchmarking purposes


� Ibid (same source as above)


� HM Treasury (2003) The Green Book: Appraisal and Evaluation in Central Government, HMSO


� The Government Economic Strategy, The Scottish Government, 2007, Executive summary


� Science for Scotland: A Strategic Case for Science in Scotland, 2007, pg 8


� OECD (2009) OECD Work on Innovation – A Stocktaking of Existing Work, Directorate for Science, Technology and Industry


� As outlined in the Evaluation of the Large Grant Scheme, which showed Scotland was 20th out of 21 EU Nations and 10th from a selection of OECD countries


� Bulli.S(2009) Business Innovation Investment in the UK, Department for Innovation Universities and Skills (Now Business Innovation and Skills)


� The number of companies is different from the number of awards as companies can access multiple <£100,000 R&D and/or ISG (and SCIS grants)


� on account that the project was scoped during quarters 2 & 3 of 2009/10. Sample sizes were determined on a pro-basis of annual totals for 2009/10 activity


� Financial inputs to the projects are presented in basic prices


� Note these figures differ from the counts in section 3.3.6 as they reflect all grant awards rather than companies supported (in effect a company can access more than one grant)


� Scottish Enterprise (2009) Internal Audit Review of EU Funding, Final Report, Scottish Enterprise, March 2009


� Base response rates will be used throughout the report for calculation of percentage rates.


� Note variation in absolute/percentage due to variation in base response rate


� This covers the full years assessment even though some interviews were completed before the end of the financial year.  Where this was the case companies were asked to estimate the total spend over the full year


� BERR (2007) Measuring Economic Impacts of Investment in the Research Base and Innovation – A New Framework for Measurement


� The definition is adapted from Jaffe. A (1996) Economic Analysis of Research Spillovers, Implications for the Advanced Technology Program, Advanced Technology Programme Research


� PACEC (2009) Evaluation of Grants for Research and Development and SMART, London Development Agency (with the other English RDAs) and the Department for Innovation Universities and Schools


� PACEC (2009) Evaluation of SMART:Scotland, Scottish Government Social Research


� Jaffe.A (1996) Economic Analysis of Research Spillovers, Implications for the Advanced Technology Program, Advanced Technology Programme Research


� Scottish Enterprise (2008) Additionality and Economic Impact Assessment Guidance Note, A Summary Guide to Assessing the Additional Benefit, or Additionality of and Economic Development Project or Programme, Appraisal and Evaluation Team 


� Scottish Enterprise (2008) Additionality & Economic Impact Assessment Guidance Note: Appendix 2: Standard Questions and Standard Reporting Outputs, Appraisal and Evaluation


� These covers the deadweight associated with the realisation of benefits, whereas the additionality outlined in the R&D journey section focused on the additionality of the R&D activity


� � HYPERLINK "http://www.innovation.gov.uk/value_added/default.asp?page=59" ��http://www.innovation.gov.uk/value_added/default.asp?page=59�


� � HYPERLINK "http://stats.berr.gov.uk/ed/survival/" ��http://stats.berr.gov.uk/ed/survival/�


�  Project this will enable comparison with are the ITI licensee Economic Impact Assessment, Evaluation of GTI Business Connections Project, the Commercialisation Programme Review and Large R&D Scheme


� MYEs represent a unit measuring the work of an individual in a year assuming a certain number of working days are completed


� R&D / innovation supports include multiple <£100,000 R&D or ISG awards as well as wider commercialisation supports defined fully in appendix 3


� a maximum 75% funding is available in specific circumstances regarding light touch feasibility or in connection with SEEKIT


� Note there is no crossover in the SCIS companies supported under this category with those included in this evaluation






