Scottish Enterprise Economic Impact Guidance


Project Income
	Scottish Enterprise and other public sector agencies support projects which may return income to the public purse. Examples include loans, Scottish Investment Bank investments, land and property and payments for services (for example training, events).   This section describes how to deal with income in the assessment of project costs.


Why is it important?

It is important to use accurate project public sector costs to judge economic impact against.  SE and the public sector invest in projects up front which may return an income to the public purse in the future which will offset initial costs.  Examples include:-
· Loans – on commercial terms which SE would hope to get repaid;

· Scottish Investment Bank (SIB) investments – on which SIB would hope to gain future income through such things as the sale of equity stakes, dividends and royalty or licensing deal payments;
· Land, property and rent – where SE would hope to gain an income from sales of its assets once it has delivered its infrastructure projects and proved the market, or ongoing rental income from tenants/users of its assets;
· Payments for services – where SE runs a project (such as training, events) for which users pay a fee; and
· Recoverable VAT – where on an SE-owned infrastructure project, VAT is recoverable against costs.  This is therefore equivalent to a future income.
What are the challenges?

The EIA process is challenged by these potential income streams due to the uncertainty that surrounds them:-
· Loans: SE intervenes where the private sector is not providing finance, for example with loans to its commercialisation programme companies.  These are likely to be higher risk transactions which increases uncertainty around repayment scales and profiles; 

· Scottish Investment Bank (SIB) investments: similarly, SIB invests where the private sector is providing no, or incomplete, financing for transactions involving high growth potential firms.  Many transactions may return no income while the return on some could be very high;    
· Land, property and rent: SE invests in infrastructure where the commercial market will not, for example in specialist use R&D or innovation premises, testing and demonstration facilities and sites which require heavy investment to prepare them for market (for example ports for offshore renewables or contaminated land).  These are riskier projects which often aim to return income from the sale of land or property whose value has been enhanced by investment and the proving of market.  There is, however, great uncertainty around when future sales might be made and at what value.  Rental income from SE’s properties is also uncertain due to fluctuating market conditions affecting rents and occupancy levels.  Such income also needs to be considered net of uncertain future operating costs; 

· Payments for services: SE runs projects which the market is not delivering because it cannot ensure profit due to uncertainty around whether, or how much, companies will pay. These include such things as networking events, specialist training and supply chain opportunity days.  Users may pay subsidised fees which provide income to the public sector;
· Recoverable VAT: most VAT on SE projects is non-recoverable.  However on SE-owned infrastructure projects which have an associated taxable output on which SE has opted to pay tax, VAT will be recoverable against expenditure at the prevailing rate and its receipt back from HM Treasury is assured.  This is, therefore, the type of income stream which has little or no risk associated with it, unlike the other examples outlined above.   
What is the approach?

The default approach on projects where future income is uncertain is to exclude future income from consideration in project costs.  This is because it is too difficult to forecast such income years into the future with any accuracy.  It is also the case that SE’s main aim is to stimulate economic development, not to generate an income.  As such any income is almost incidental.  Attempting to include income also makes comparisons of impact ratios between projects difficult.

Accordingly introducing this uncertainty to the costs side of an EIA, which is already estimating uncertain benefits, could reduce confidence in the forecast impacts.  
The general approach should therefore be to outline future income streams in the appraisal as a potential benefit, giving some indication of the scale of these if at all possible.  However, these should not be included in the impact calculations, given the uncertainties outlined above.  
The following approaches are recommended to the project examples:  
· Loans: use the total discounted loan amount as the project cost and do not include potential loan repayments in the impact calculations.  These should however, be outlined as a potential benefit;

· Scottish Investment Bank (SIB) investments: use the total discounted SIB investment as the project cost and do not include potential income from equity stake sales, dividends, royalties, licensing deals or any other potential income streams in the impact calculations. Again, any such potential income should be outlined qualitatively as a potential benefit;  
· Land, property and rent: use the total discounted infrastructure investment as the project cost and do not include potential future income from land, property sales or rental income in the EIA, merely highlight these as potential income that may reduce project costs and increase impacts; 

· Payments for services: potential private and public project investment should be justified and approved during project development and appraisal.  In the impact calculations public investment should be used as the public sector costs.  Estimated income from the private sector should not be included, although it can be mentioned as a potential benefit; and  
· VAT:  VAT should be included in project costs as it is non-recoverable on most projects. The exception is for SE-owned infrastructure projects which have an associated taxable output on which SE has opted to pay VAT.  Such  recoverable VAT should be either be:-
· Included as a future ‘income’ in the years it is expected to be recovered and discounted appropriately; or

· Deducted from project costs, so that the costs used are net rather than gross.  
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