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Summary and recommendations

The centres face four contradictory, and to some extent, unreconcilable issues. Firstly, Members concern to eliminate the BDCs operational subsidy which will require cuts and changes to the level of service. Secondly, theming or sectoring of the centres under which the current high occupancy levels are unlikely to be maintained. Thirdly, the threat of outsourcing to the private/non-profit sector which could eliminate the shared equipment and front office facilities and fundamentally alter the function of the centres. Fourthly, tenants are demanding greater access and higher levels of service. 

UNISON wants to see an enhanced role for the BDCs in the City Council’s economic development strategy but major budget cuts and/or outsourcing will change the basic function of the BDCs to traditional property management.

1. The BDCs are very successful in contributing to implementing the City Council’s corporate and economic development policies and have generated a large number of businesses which would not otherwise have started or survived.

2. The shared use of engineering and woodworking equipment and front office facilities are vitally important for business start-ups and is highly valued by tenants.

3. The BDCs should remain directly managed and operated by the City Council.

Transfer of the centres to private sector management is likely to transform them into traditional industrial units with the loss of the shared facilities. Private and non-profit organisations have little interest in managing shared equipment. It will be foolhardy for the City Council to believe that preparation of a specification for the current service, stringent contract conditions and carrying out a tendering exercise will result in satisfactory management and/or reduced costs. The private sector often promotes shared facilities but these are usually confined to basic office equipment and are often exaggerated. 

4. Although examination of the financial issues was not part of remit, we understand that an action plan has been prepared which addresses the reduction of costs over a two or three year period. We do not consider that it is practicable nor desirable to impose a rigid target of nil subsidy. If the service and facilities can be maintained but still require a small subsidy this should be an acceptable position given the important role the centre’s play in economic development. Increased pressure for rental income could lead to managers allowing businesses to stay beyond the 18 month licence term because of the higher rental income payable after this period and/or to let units for storage or unrelated use.

5. Theming of the centres requires further study. We do not believe that full theming can be maintained with the current high occupancy levels, hence there is a conflict between minimising subsidy and maximising the sector approach. We believe there is scope to achieve a greater focus for the centres but this needs to be approached with care, marketing and promotion.

6. There should be greater integration and cooperation between the BDCs and City Property, such as the Stepping Stones project at Premier. Firstly, to provide a seamless transition from BDCs to other premises. Secondly, the management and use of City Property industrial units adjacent to three of the BDCs should be reviewed. 

7. The letting of units to voluntary/public sector organisations, which is particularly applicable at Lynwood and Quayside because of the nature of the accommodation, should be closely monitored. There is scope for ‘community project centres’ but this should be a separate development rather than the conversion by default of the BDCs to another function.

8. The City Council should strengthen the economic development impact of the centres.

9. The City Council and the Regional Development Agency should consider ways in which the supply of people with drive, skill, ideas and enthusiasm wanting to set up new ventures can be increased. The availability of BDCs in Newcastle and elsewhere in the region should be more widely promoted.

Introduction

The City Council has four Business Development Centres (BDCs), two in the west end and two in the east end of the city:

- Byker (Albion Road) has 26 units with workshop accommodation up to 1,200 sq ft with access to metalworking and woodworking machinery.

- Lynwood (Lynwood Terrace) has office and workshop accommodation ranging from 140 - 920 sq ft with conference facilities.

- Premier (Whitehouse Road) has 36 workshop units with extensive engineering and woodworking equipment.

- Quayside (Ouseburn Buildings) provides 47 office units and 3 workshops, central reception, secretarial facilities, telephone answering, conference and meeting room, and on-site car parking.

The City Council commissioned a comprehensive review of the BDCs from consultants in 1998. The consultants report was considered by the Development Committee in December 1998 and it was agreed that a further report should be prepared on a detailed financial evaluation of two options. Firstly, the City Council retaining ownership of the centres and an Action Plan incorporating the recommendations of the consultants report. Secondly, disposal of the centres to a specialist private sector operator.

Purpose of this report

UNISON commissioned this report because of the apparent threat to change the function of the highly successful BDCs, the focus on eliminating the subsidy without due regard to other policies and their financial implications, and the threat to jobs, terms and conditions if the management of the centres was transferred to the private or non-profit sector. This report summarises the success of the BDCs and briefly examines their role and function with respect to the City Council’s working definition of Best Value. The BDCs present an early test of Best Value since a service review has established need, a good quality service, a clear user group with high levels of tenant satisfaction, committed staff, and a requirement of an annual subsidy. This report also examines the wider social and economic costs of changing the function of the BDCs, highlights their important role in economic development and draws on the experience of private sector management.

We wish to express our thanks to the managers and staff of the four Business Development Centres for their cooperation in the preparation of this report.

Part 1

The Success of BDCs

The successful and important role of the BDCs in the local economy appears to have been understated. In 1998 the City Council commissioned a study of the BDCs by  independent consultants. Their report detailed the success of the four centres but this was not fully reflected in the report to Development Committee in December 1998. The Committee report stated that the main conclusion of study “is that the Business Development Centres are highly successful in terms of their occupancy levels, job creation and tenant satisfaction, and that future work should build on rather than undermine this success.” However, the Committee report failed to detail the success and the bulk of the report contained the brief to the consultants and their recommendations. This created a more negative overall impression by overstating the problems and understating the success of the current management.

We have therefore selected some key comments in the consultants report which quantify the success of the BDCs.

* “For most tenants the best thing about the centres is that they exist. Without affordable rents, supportive environment, shared services and equipment, many of these firms would not have been able to start of survive.”
* Shared production machinery “is rated as vital by many of the tenants there (Byker and Premier), since they would not have been able to go into business without access to these machines. Indeed, several of those who do not use the shared equipment because they have their own machines nonetheless said that they knew the equipment to be very valuable to others.”
* “A very important secondary feature is the community spirit generated by the tenants, presumably with the support of staff and manager. We have not seen this feature mentioned so often and rated so highly in our other surveys of managed workspace.” (page 44)

* The consultants survey found that tenant satisfaction was high and “92% of interviewees thought that the centres were well managed.” Only 14% of interviewees thought that the centre could do more to help their business. Complaints focused mainly on centre opening hours and operation of the shared facilities (page 33).

* “The occupancy level for the four Business Development Centres is above average at nearly 97%”

* Official figures fail by “a long way to show the full direct employment effects of the BDCs.” (page 31)

* “Managed workspaces are fragile communities composed of small firms at a vulnerable stage in their development.....The management of the Business Development Centres needs adjusting.” (page 23)

* “Our recommendation could bring the subsidy to the Business Development Centres down to below £100,000 pa. Further savings are possible but only at the expense of the economic development objectives of the Business Development Centres.” (page 5)

“It is clear that many tenants feel they owe their business start and current success to the centres. The degree of loyalty is enormous and in itself provides the Council with a number of ways in which to strengthen the economic development impact of the centres; through using the community spirit of the centres to support new start-ups; through raising the degree of inter-trading. Strengthening the centres may be particularly vital just now, when the region’s economy has been hit by loss of larger employers.” (page 59)

Added value created by the BDCs:

It is important to identify the added value of the BDCs which would be lost if substantial operational and managerial change was imposed on the centres:

· Availability of equipment and machinery which would not otherwise be affordable.

· Provision of a secure environment. 

· Affordable rents and charges (at an all inclusive rate) to minimise the cost of running a business in the early stages of development.

· Provision of front office services. 

· Flexibility of licence arrangements and financial commitments.

· Accelerate the development of a business by providing access to equipment. 

· Support and advice from BDC managers who facilitate access to other resources.

· Enables businesses to minimise initial investment, reduces risk of failure, and enables them to focus on viability of the product/service.

· Environment in which other people are at different stages of establishing enterprises and can give mutual support.

The Jackson report recommended “outsourcing functions which can be carried equally well by the private sector.” (page 35) Irrespective of whether this recommendation is a core belief of the consultants or was appended at the end of the study is immaterial, because it conflicts with the other recommendations. We do not consider that the City Council can implement the recommendations of the report and outsource management of the centres. The other recommendations included:

- “improving the integration between the Council’s managed workspaces and the industrial estate property.”

- “encouraging high standards of operation among the tenants.”

- “providing additional business support to maximise the job creation from tenants.”

- “tying letting to strategic objectives.”

- “removing barriers to financial management of the Business Development Centres.”

 “strengthening management of the Business Development Centres by clarifying policy and increasing the authority of the managers.”

There is a direct conflict between the interests of the City Council in implementing these recommendations and those of outsourcing firms and organisations. The latter  will be reducing managerial input and maximising income leading to the erosion of the BDC’s strategic economic development function. We do not consider that a  combination of zero subsidy, maintaining the BDC function and private sector management are tenable.

Part 2

Social and Economic Audit
The BDCs operate within the local economy, trading with other firms, and staff wages are used to purchase goods and services which in turn supports employment in the city and region. 

This section identifies the potential costs if the essential function of the centres were to be changed, fewer businesses established and fewer jobs created. This would have a knock-on effect on the local economy and a financial impact on the City Council. Whilst the BDC budget situation is very important, there are other financial and public interest implications which flow from decisions about the management and function of the centres which Members need to be informed about.

Businesses and jobs created by the BDCs

The four BDCs currently have 115 businesses employing a total of 391 staff of whom nearly 300 are full-time jobs (see Table 2.1). This is based on BDC records of existing tenants. There are thirteen staff from ethnic minorities and thirteen workers with disabilities

Table 2.1: Businesses and staff in the BDCs (March 1999)
__________________________________________________________________

Centre
No of businesses
Total staff
Full-time
Part-time
Ethnic Minority
Disabled

_____________________________________________________________________________

Byker
17
41
41
0
1
0

Lynwood
23
154
71
83
7
10

Premier
30
57
50
7
5
0

Quayside
45
139
136
3
1
3

_____________________________________________________________________________

Totals
115
391
298
93
13
13


_____________________________________________________________________________

Source: BDC records supplied by Managers, March 1999.

Given the function of the centres, a very high proportion of the businesses are start-ups ranging from 70% to 100% (see Table 2.2). . The proportion registered for VAT varies from 35% in Byker to an estimated 95% in Quayside. Cross trading also varies between centres.

Table 2.2: Business start-ups
__________________________________________________________________

Centre
No. of businesses
%  of Start-ups
% VAT registered 

% cross BDC trading

_____________________________________________________________________________

Byker
17
100
35



59

Lynwood*
23
87
75



17

Premier
30
70
47



n/a

Quayside**
45
87
 (est) 95
               
                         (est) 75

_____________________________________________________________________________

Totals
115



_____________________________________________________________________________

Source: BDC records supplied by Managers, March 1999.

* 3 projects excluded from  percentages

** 30 businesses were new starts, 9 previously operated from home, 5 moved from other premises and were not start-ups
Additional jobs sustained in the local economy

The four centres not only sustain 391 jobs at the centres but also support additional employment in the local economy. We have carried out a number of social and economic audits for Sheffield City Council, Manchester City Council, Northern Ireland UNISON and calculated the national costs of CCT for the Equal Opportunities Commission. Adopting a multiplier of 1.25, in other words, every four jobs created by the BDCs supports one additional job in the local economy. This means that the centres support an additional 100 jobs in the local economy plus nearly four hundred jobs within the centres, a total of almost 500 jobs. A more detailed examination of  business supply chains might reveal a higher multiplier.

A key objective is to identify the employment generated by the added value component of the BDCs. Some businesses would have formed irrespective of the BDCs although their formation may have been longer, more arduous and some would probably employ fewer staff than they do now. However, the focus must be on the net consequences of the BDCs. 

Basis of our projections

We have estimated that 65 (56%) of the 115 current businesses in the centres, accounting for 200 staff (51%), would not otherwise have formed without the facilities and support of the BDCs. We arrived at this figure after considering  information from tenants, centre managers and the Jackson report. The latter stated that “the impact of the centres on start-ups is near absolute. Almost all current tenants said that they would not have been able to start up if they had not been able to take space in the Centre.” 

Thus our estimate of the loss of 65 new businesses is conservative. The analysis does not take into account the loss of jobs generated by the growth of these businesses after they leave the BDCs. It is an overall figure and we have assumed the loss would be evenly spread across all four centres. 

In addition, twelve of the seventeen jobs created in running the centres would cease to exist if the centres were operated as traditional industrial/office property. Therefore, the total employment dependent on the BDCs is thus 262 jobs (200 jobs in businesses, 12 jobs engaged in managing the centres and 50 additional jobs in the local economy on the basis of the multiplier). 

Financial impact

Loss of Business Rates

Businesses are licensees of the units and pay an inclusive fee which covers rent, service charges, use of equipment and business rates. The business rates for the four centres in 1999/2000 total £88,600. The loss of rates, assuming the 65 businesses are evenly spread across all the centres, would be £50,000.

Furthermore, two centres, Byker and Premier, pay rent to City Property totalling £98,000 per annum. This is an internal transfer but if the BDCs did not exist in their current form, it could not be assumed that City Property could let these premises since there be 65 fewer businesses in the city. Byker and Premier account for 47 of the 115 businesses in the BDCs and hence the proportionate loss of rental income with 65 fewer businesses is £56,000.
Cost of unemployment

Calculation of the cost of unemployment is based on a detailed model which takes into account the cost of unemployment, housing benefit and council tax rebate, the cost of administering benefits, the cost of employment and training schemes, redundancy payments and local authority measures to mitigate unemployment and increased health care costs. It also takes into account the loss of government income such as income tax revenue, National Insurance Contributions and indirect taxation. The current cost is £10,840 per individual.

The analysis is concerned with the net stock of jobs, not with the employability of the owners and staff of the 65 businesses. Based on the conservative assumption that only half of the 262 job losses claimed benefit, the cost would be some £1,420,000 per annum. The government would bear 95% of these costs and local authorities, primarily Newcastle City Council but not solely because not all owners and staff live in the city, would be responsible for costs of £71,000 per annum,
Loss of VAT

Some 77 (67%) of businesses in the BDCs are registered for VAT (registration required on turnover of £50,000 from April 1998). An estimate of the total turnover of businesses in one centre was obtained, together with turnover data in the Jackson report, and was used to estimate the total turnover of the four centres of £20m per annum. Assuming VAT payments accounted for 3% of turnover, this would represent a annual loss of £340,000 in VAT payments to the government resulting from the loss of 65 businesses.

Summary

________________________________________________________________________________
Losses to the local economy (Based on the net loss of 65 new businesses and 262 jobs)
* 65 fewer businesses

* 200 fewer jobs in the centres

* 50 fewer jobs in the local economy

* Loss of business rates from 65 units is £50,000 per annum

* Potential loss of annual rental income for City Property is £56,000

* Cost of unemployment £1,420,000 per annum of which £71,000 represents a cost to the City Council

* Loss of VAT income to the Government £340,000 per annum

Part 3
 Best Value BDCs

This section of the report assesses the performance of the BDCs using the City Council’s four part working definition of Best Value.

Working Definition of Best Value, Newcastle City Council  

1. Democratic accountability and responsiveness in terms of:
· The Council’s objectives and priorities as a set out in the Corporate Strategic Plan and in particular those relating to equity, sustainability and regeneration.

· The involvement of stakeholders in specifying and reviewing service delivery: 

· Responsiveness to the expressed needs and priorities of local communities

· Equal opportunities, access to the service by all sections of local communities and good customer care

The BDCs play a key role in contributing to city council corporate policy by supporting the growth of new enterprises and employment. Firms receive assistance in terms of advice, grants and training from a number of different sources but the provision of secure, affordable facilities with access to shared equipment plays a vital role in success or failure in business formation. A property management approach would focus on the lettable space and potential income stream, but without the BDCs, there would be fewer businesses in the local economy seeking to rent space.

The evidence from this report and the Jackson report is that the centres provide facilities and support for new business formation which would otherwise be at a lower level. The centres create employment and support other jobs in the local economy and fulfil a key corporate and economic development policy. The need for the BDCs has been clearly expressed by the current tenants and the survey of previous tenants detailed in the Jackson report.

However, tenants have not been formally involved in the review of the BDCs but at four well attended meetings organised by UNISON, they expressed full support for the retention of the existing service. 

2. Continuous improvement in services
· in terms of the level and range and quality of the specified service

· in the context of the availability of resources including budgets

· by the application of best practice and standards

· by maintaining good health and safety practice

The consultants report identified a number of recommendations regarding service improvements resulting from their own analysis and from the tenants survey. Increased access is an issue for some tenants but this is difficult where shared engineering and woodworking facilities are provided because of health and safety regulations. There is little evidence that private sector management would be able to maintain, let alone achieve, continuous improvement. The Birmingham City Council approach, detailed in Part 5, sets out the consequences if the core function of the BDCs were to be watered down or changed.

3. Cost effectiveness and competitiveness, based on:
· the importance of quality as well as cost in the delivery of Best Value services

· rigorous monitoring and open and transparent review and evaluation of services, in conjunction with local communities

· scrutiny of costs and competitiveness

· efficiency and effectiveness of the management and workforce delivering the service

The costs attributable to the shared equipment at Byker and Premier (staffing, insurance, materials, rent foregone) have been estimated to £100,000 per annum, exclusive of capital costs (p13, Jackson report). Given the current subsidy of £165,000 (Jackson report), a simplistic approach might be to consider eliminating the shared facilities, which with some other adjustments, the subsidy would be eliminated and the centres would operate at nil cost. However, this would transform the function of the centres and has other substantial financial implications (see Part 2). Cost effectiveness is the balance of financial, quality and equality and the focus on achieving a zero budget tends to marginalise other factors. 

A report to Development Committee (1 March 1999) referred to an Action Plan which reduces the 1998/99 cash limit budget of £268,580 down to zero subsidy by 2001/02. We have not seen these proposals which involve “some rationalisation of staffing and the services available at particular centres.” If this plan is feasible without any major reduction in the level and quality of service or employment conditions then should eliminate any further consideration of outsourcing the management of the centres.

The City Council’s Best Value guidance on competition and competitiveness clearly states that “the Council maintains a commitment to its own workforce and it is proposed that as a general rule action plans for improvement will be directed at the current in-house provider.

4. A workforce which is supported in the delivery of Best Value services by:
· good employment conditions

· training and skills development

· equal opportunities in employment

· involving the workforce and trade unions in continuous improvement in services

The proper functioning of the BDCs requires trained and committed staff and the Jackson report indicated high levels of tenant satisfaction with the management of the centres. Outsourcing centre management could lead to deskilling as the emphasis moved towards property management. This would almost inevitably result in the loss of experienced and trained staff who would seek employment elsewhere. The implementation of the Jackson report recommendations will require the continuing commitment of staff. The City Council must avoid creating a negative downward spiral which could develop if cuts, new management and staffing arrangements, and operational changes are imposed or driven solely by financial considerations.

Applying the 4Cs

If a full and comprehensive Best Value review were to be carried out, subjecting the service to challenge, compare, consult and demonstrating competitiveness and using the City Council’s framework, we believe this would confirm the importance and success of the BDCs, reinforce many of the recommendations in the Jackson report, and provide categorical confirmation that the management and operation of the centres should not be outsourced. 
Part 4

Newcastle’s economic development and the Regional Economic Strategy

This section briefly examines other related policies which have a bearing on the effective functioning of the BDCs. 

Regional Competitiveness Indicators

The Government published the Regional Competitiveness Indicators in February 1999 covering overall competitiveness, labour market, education and training, capital, land and infrastructure. This section draws on a selection of these indicators which reinforces the need for Business Development Centres.

Survival Rates of Businesses

The North East Region has the lowest survival rate of businesses based on VAT registration rates (see Table 4.1). Although the survival rate improved in the North East Region between 1991-94, this was at a much slower rate than all the other regions.

Table  4:1. Regional survival rate of businesses (Percentage surviving three years)

_____________________________________________________________________________

Year
North East
United Kingdom Average

_____________________________________________________________________________

1991
52.4
52.0

1992
52.3
54.8

1993
53.1
57.0

1994
54.4
59.2
__________________________________________________________________________

Source:  Regional Competitiveness Indicators, DETR, February 1999

Unemployment

Only one other region had a higher unemployment rate than the North East, based on the ILO unemployment rate measured by the Labour Force Survey, and was nearly two percentage points higher than the UK average (see Table 4.2). The region had the third highest level of long term employed, after Midlands and Northern Ireland, of the claimant count in October 1998.

Table 4.2: ILO Unemployment

_____________________________________________________________________________

Year
North East
United Kingdom Average

_____________________________________________________________________________

1998

Spring
8.2
6.1

Summer
8.7
6.6

_____________________________________________________________________________

Source:  Regional Competitiveness Indicators, DETR, February 1999

Industrial property costs

The cost of industrial and office accommodation in the North East Region is relatively low compared to other regions and the national average. The capital costs of industrial property of about 500 sq ft were 67.4 in capital value index compared to the UK index of 100.0 and the lowest of any region. In the rental cost index of office accommodation, the North East was 71.9, the third lowest, compared with the UK index of 100.0.

The Newcastle BDCs provide a vital service not only for the city but also at a sub-regional level given the importance of Newcastle as a regional centre. Both the Regional Economic Strategy currently being drawn up for the Regional Development Agency and the City Council’s new economic development strategy should make proposals for improving the supply of people with drive, skill, ideas and enthusiasm to set up new ventures in the private, voluntary and public sectors. Establishing these ‘supply lines’ will be important to maximise the use of the BDCs and to generate growth and employment in the city and region.

New Employment Zones
The Government has launched a series of prototype employment zones and although Newcastle will initially not have a zone, further zones are expected to be designated. Zones will introduce Personal Job Accounts which pool benefits, regeneration, training and job search funds to be used to set up small businesses, improve skills and additional help to find employment. The BDCs could play a significant role in providing the facilities and support.

New deal for Communities

The City Council has been successful in having part of the west end of Newcastle designated a pilot project under the New Deal for Communities programme under which some £50m will be invested in the area. SRB 5 will provide further investment in the area. The Lynwood and Premier BDCs could play an important role in promoting and facilitating employment initiatives.

Growth sectors in economic development strategy

The City Council is currently preparing a new economic development strategy which is being structured around sectors:

Offshore Marine

Food and Drink

Precision Engineering

Software

Pharmaceuticals

Life Sciences

Tourism

Culture and Creative Industries

Media

This may not be the full and final list of sectors since the Economic Development Strategy is still being prepared. It is not the function of this report to examine the sector approach to economic development. However, the selection of business sectors can lead to the marginalisation of public service provision. Sectors such as education, health and social services, dominated by public provision, are expected to have high growth rates to meet changing community needs. 

The proposal to theme the BDCs requires further investigation. A sector focus will narrow the range of firms who would be given a licence at the same time as budget reductions will be placing greater pressure on managers to maintain high occupancy levels to achieve tougher financial targets. Having ‘centres of excellence’ is, on paper, an excellent concept and the centres already have a degree of focus because of the shared equipment. But we question the practicality of extending this approach at the same time as centres will be under financial pressure to achieve zero subsidy and implementing improvements recommended by the consultants. 

Applying a very flexible sector approach in these circumstances could be meaningless because financial considerations will inevitably dominate letting decisions. If occupancy levels cannot be maintained under a themed approach, centre managers will be under considerable pressure to diversify in order to let units and achieve income targets.

We recommend the letting criteria should be reviewed to try to encourage new enterprises which contribute to social usefulness and community needs, innovation,

high growth sectors and contribute to core sector development.

City wins ‘Best for Business’ award

Newcastle City Council was voted ‘Best for Business’ by the North East Chamber of Commerce earlier this year. The award is for the local authority which the Chamber believes has done most to work with business and address their needs. Newcastle was chosen “because of its determination to create a distinctive, dynamic and economically successful city” (Contact, North East Chamber of Commerce, March 1999)

Part 5
Experience elsewhere
There is a wide range of managed workspaces in Britain but it is important to compare like for like. The provision of industrial workspace with shared engineering and woodworking equipment is quite different from providing design, IT and cultural industries workspaces in city centre locations. Both can make a vital contribution to economic development. 

We contacted a number of authorities and organisations outside of the north east although we did not carry out a formal survey because of resource and time constraints. These contacts included Manchester, Salford, Hull, Sheffield, Trafford, West London and Birmingham. We focused on Birmingham because the City Council has a number of directly managed enterprise workshops and there a national private sector operator, IMEX, has a number of workshop sites.

Birmingham City Council Business Centres

The experience of Birmingham City Council’s Business Centres provides a number of important issues relevant to the future of the Newcastle BDCs.  Birmingham has six centres, previously called enterprise centres, Southside, Mount Street, Montgomery Street & Sydenham Road, Zair Works, Northside and Hockley Port. It had shared equipment for woodworking and engineering at two centres. 

The Centres are no longer managed workspaces, shared equipment has been closed, office services such as copying, faxes are no longer available, developmental and financial advice and support has been stopped and the centres now operate as ordinary industrial estates. The workspaces were transferred from Economic Development to Property Services about two years ago. A more commercial approach has been adopted and the licence fee system abolished. 

The criteria for occupation have gone, allocation is based on ability to pay the rent and tenants can retain the units for as long as they wish. Most new tenants are existing companies, not new business start-ups.

The manager regarded the change of policy as a “very regressive step”. Managed workspace with shared equipment and supporting the formation of new businesses required:

· on-site management

· support for start-ups

· flexibility

· strong and effective management

· proper charging system, for example, free use of equipment for specific period but clear charging policy after that, rent reductions used to reduce the amount of rent paid rather than provide rent free period.

· emphasis on economic development objectives rather than financial 

Significantly, despite the change of policy, the centres are expected to make only a small overall profit, three sites are not breaking even. 

Rents: Current rents range from £29.34 to £45.73 per square metre per annum with most centres at the top end of this range. Service charges range from £14.75 to £36.00 per square metre per annum (exclusive of business rates and utility charges). Flexibility to assist tenants with rent reductions and rent free periods has been severely reduced. Tenants are required to pay their rent and service charge by direct debit on month in advance and bailiffs are threatened if the initial direct debit arrangements are not in place within days of starting occupancy. Under the previous system, rent arrears would build up and would often be three to four months in arrears before a manager had taken effective action. Southside, mainly office space, is still run on licences but is predominately occupied by voluntary organisations. Units are let on tenancies, not licences.
Shared equipment: The woodworking facilities at Mount Street were used by up to 10 companies at one stage but a number went into liquidation in the recession and there are three left - they have been given notice that the facilities will close at the end of May 1999.
Management: The management team consists of two managers, 1 receptionist, 1 administrative worker and two technicians to run centres and two annexes with a total of 127 workshops and 72 office units. Management was “very stretched”.
Occupancy: Three centres have 97% occupancy but the other three vary from 25% (this is low because South Birmingham College booked space then withdrew and the building was previously a cooperative which collapsed), 65% to 75% occupancy. 

Cost centres: Each centre has been established as a cost centre.
Repairs: The cost of DSO building repairs and maintenance has been a major issue. Currently, £45,000 is charged annually to the Business Centres for repairs carried out by the DSO although this was apparently not fully realised by management who are now trying to spend it before the end of the financial year. Expenditure of up to £5,000 can be resourced from the private sector. Only one centre used DSO cleaners and there was a high level of dissatisfaction over the quality of the work. Security at at least one site was carried out by the private sector.

Experience of private sector in Birmingham: Experience of rival private sector operators indicates that few have on-site management and most are simply letting agents and property managers.

IMEX Centres - South Birmingham

IMEX is part of the Birkby PLC group of companies which also includes In Shops Centre PLC, Manor Credit, Birkby Workspace, Hill Hire and Ember vehicle hire and Bridge House (Bewdley) Ltd. The group has £22.5m turnover in the six months to September 1998 with pretax profits increasing twenty percent to £5.98m. Birkby has a 7m sq ft property portfolio in 191 locations around Britain. The IMEX workspace division contributes just under three quarters of total profits. Interviewed manager of South Birmingham managed workspaces at Tyseley, Bordesley Green and Stechford. 

The three sites in South Birmingham provide workshop and office space in 140, 69 and 42 units respectively. Units range in size from 500 sq ft - 10,000 sq ft for workspaces and 200 sq ft to 1,000 sq ft for office units. All three sites are operated by one full time manager and 2 receptionists based at Tyseley and Bordesley. The reception will do faxing and typing but there is little demand for it. The site is open 24 hours and is equipped with CCTV and a security guard at night and weekends. Each IMEX site has a cafe.

Units are let on a monthly licence agreement. Smaller units are £5.75 per sq ft with an average across the site of about £4.00 per sq ft, exclusive of business rates and electricity. Most rents are paid by cheque or cash weekly, hence management collect and bank rent daily. They are trying to encourage payment by direct debit. Birkby PLC has imposed a more stringent policy on annual rent reviews.

Tyseley is an old Rover car plant. The manager is willing to make deals with new start-ups through Enterprise Link, who will fund the required deposit (one months rent) repayable after two years, with one month rent free, the second month at half rent and the third month at three quarters rent. At Tyseley, each unit has free compressed air, free use of a fork lift truck but no other shared equipment or machinery - the manager knew of no IMEX sites which did offer shared machinery. There are no restrictions on the length of stay, some 60 percent have been tenants for over three years. About 25 percent of current tenants are start-ups. There is no sector or theme approach and no restrictions on the use of units other than meeting health and safety requirements. 

Current occupancy levels are about 98%, 90% and 85% for Tyseley, Stechford and Bordesley Green respectively. Occupancy levels were lower during 1998. There is also substantial local competition from other managed workspace operators.

No information was available about tenants, for example, in terms of number of people employed on site and trading between tenants. A survey of tenants had recently been carried out but it was still being analysed. IMEX managers must report weekly but only on lettings, occupancy levels and rent collection. 

Hull City Council

Hull has four centres to support business start-ups but no shared equipment. Each centre has front office facilities, reception and conference rooms and has an average 80% occupancy level. Established firms can rent units in one centre but the other three centres focus on new businesses. One centre, the Innovation Centre, did provide shared equipment but this was not considered a success and was withdrawn about ten years ago. The centres are managed by the local authority with 13 staff including two managers, 3 handymen and reception and administrative staff. The centres require zero subsidy.

Key characteristics of private sector management

* They are unlikely to be interested in taking over responsibility for the shared equipment and interested in property management, not economic development.

* The view that Economic Development could produce a specification based on the current service and get a private sector operator to manage the centres with nil subsidy from the City Council does not appear feasible.

* Private or non-profit operators will manage the Centres as traditional industrial property management.

* Private sector/non-profit operators will not interested in transferring 17 BDC staff under TUPE because they will operate with about five staff at most, leaving 12 staff redundant or redeployed. A TUPE transfer is unlikely and in any case would be difficult because the nature of the ‘economic entity’ would be changed if the BDCs were to be managed as traditional industrial or office property.

* Tenant access to the units could be extended but this would be at the direct expense of the shared facilities, so a few tenants would gain but most would lose.

* Most of the added value of the BDCs would be lost thus eliminating an important element of the City Council’s economic development strategy. 

Part 6
Recommendations

· The role and function of the BDCs should be retained and developed.

· The BDCs should remain directly managed and operated by the City Council.

· A ‘centres of excellence’ or themed approach should be more fully examined but should not be rigidly applied because this is likely to make financial targets more difficult to achieve. Theming of the centres requires further study.

· The City Council and the Regional Development Agency should consider ways in which the supply of people with drive, skill, ideas and enthusiasm to set up new ventures can be increased and the availability of BDCs in Newcastle and elsewhere in the region are more widely promoted.

· An action plan should be implemented which reduces the level of subsidy over a three year period but a zero subsidy should not be rigidly imposed.

· Tenants of all four centres should be fully consulted on all managerial and operational proposals for the centres.

· There should be greater integration and cooperation between the BDCs and City Property such as the Stepping Stones project at Premier. Firstly, to provide a seamless transition from BDCs to other premises. Secondly, the management and use of City Property industrial units adjacent to three of the BDCs should be reviewed. 

· The letting of units to voluntary/public sector organisations, which is particularly applicable at Lynwood and Quayside because of the nature of the accommodation, should be reviewed. There is scope for ‘community project centres’ but this should be a separate development rather than the conversion by default of the BDCs to another function.

· The City Council should strengthen the economic development impact of the centres.

References

Annabel Jackson Associates, Review of Newcastle Business Development Centres, November 1998.

Centre for Public Services, Calculation of the National Costs and Savings of CCT, Research paper No.1, March 1995.

Centre for Public Services, Best Value Implementation Handbook, 1998.

DETR, Regional Competitiveness Indicators, February 1999.

Newcastle City Council, Review of Business Development Centres, Report to Development Committee, 7 December 1998.

Newcastle City Council, Review of Business Development Centres: Update, Report to Development Committee, 1 March 1999.

PAGE  
7
___________________________________________________________________________________

Centre for Public Services


