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MAJOR PROJECT UPDATE: ENTERPRISE HUBS AND GATEWAYS
Annex B  - SEEDA Enterprise Hub Network Evaluation and business plan 04-05

Background

1.
SEEDA started to create The Enterprise Hub Network in 2000 as an ambitious, flagship programme to accelerate the rate at which entrepreneurs, companies and researchers turn the South East’s world-class knowledge base into successful businesses.

2.
This strategy was driven by a number of major studies which demonstrated the critical importance of high performing start-ups in generating economic wealth in the new global economy. Faced with the statistic that only 3-4% of start-ups, in a given period, account for between 50-75% of all jobs created 10 years later, SEEDA created a new vehicle to seek out and support this vital segment of the SME market.

3.
The South East Enterprise Hub Network was based on a new and unique ‘network’ business model. This model sets it apart from the stand-alone sectoral incubation schemes in other regions, which require high levels of funding but only deliver low levels of market penetration. 

4.
In 2002 SEEDA developed a second incubation programme: Enterprise Gateway. Enterprise Gateways operate under the same model as the Enterprise Hubs, the difference is the target market. Enterprise Gateways work with companies with growth potential specifically located in hard to reach areas such as in rural and deprived areas, and with target groups such as black and ethnic communities in Slough.

5.
The foundation phase of The Enterprise Hub Network was completed in December 2003, two years ahead of schedule, with the Boards endorsement of the 20th Enterprise Hub. At this point SEEDA commissioned an independent evaluation of the Network to identify opportunities for improvement and to inform the Enterprise Hub contract renewal process scheduled to start early in 2004.

Enterprise Hub Evaluation findings and recommendations 

6.
The evaluation was positive about what had been achieved:

· The key objective of establishing a region-wide network of 20 Enterprise Hubs, engaging with start-up and early stage businesses, had been fulfilled. At the end of 2003, The Enterprise Hub Network was working with c1,300 companies, 676 companies having received specialist advice.

· There was strong evidence that entrepreneurs and companies were benefiting substantially from their interaction with Enterprise Hubs and were highly satisfied with the support received. 

· Enterprise Hubs were meeting the majority of their contractual targets and some Hubs were significantly exceeding them.

7.
However, the evaluation also highlighted significant differences between Enterprise Hubs in terms of their marketing, target customers, service offering, property links, governance arrangements and financial models. It concluded that this variation was undermining the full potential of The Enterprise Hub Network concept and brand. The evaluation identified that these differences exist because:

· The context in which individual Enterprise Hubs have been established has evolved significantly since the start of the programme. SEEDA’s contracts with the early Hubs provided a capital grant to support the provision of business accommodation, with local partners responsible for funding the Enterprise Hub Director. However, SEEDA’s strategic approach has developed considerably since 2000 in response to market experience and international benchmarking. As a result, it provided later Hubs with a revenue grant to fund the provision of business support through an Enterprise Hub Director and moved the focus of The Enterprise Hub Network substantially away from direct property provision.

· A large number of objectives have been attached to the Hub programme since its inception and it has not always been clear where the priorities lie. As a result different Enterprise Hubs have different perspectives on what needs to be achieved. Different emphasis have been placed on different activities, for example, one Hub may deliver increased networking activity, whilst another Hub may concentrate on providing more intensive one to one mentoring.

The recommendations form the evaluation have shaped and helped to define clear objectives for the Enterprise Hub Network. These are listed in the following summary of the Enterprise Hub Network Business plan.

· SEEDA’s Business Incubation Services team has focused most of its resources to date on the foundation work of establishing the 20 Enterprise Hubs. This has been called ‘Phase 1, the Foundation phase’. Now established, Phase 2 of the programme will focus on developing the regional network and regional offer.

8.
The evaluation concluded that The Enterprise Hub Network will require a public subsidy into the future but that more could be done to secure funding from other sources in the longer term, particularly if SEEDA takes the opportunity to build a greater level of consistency across the network.

9.
The key recommendations of the evaluation were:

i.  
The Enterprise Hub Network should have a business plan which sets out a clear and limited number of objectives for the programme. In re-contracting with the Enterprise Hubs, SEEDA should take the opportunity to establish new measures of effectiveness consistent with these objectives.

ii.    The core offering of The Enterprise Hub Network needs to be clearly defined and the resources and support put in place to enable this to be delivered. 

iii.    Once the core offering of The Enterprise Hub Network has been established, a marketing plan should be put in place, which strengthens the brand and provides consistency across the network.

iv.    SEEDA should review the governance arrangements for each Enterprise Hub, with their accountable body, to establish the most effective model for that Hub.  The governance structures currently differ across the Network.

v.    A revenue funding model should be developed that mitigates the financial property pressures, which lead to short-term decision making, from individual Enterprise Hubs. This will also stop Hub Directors from being charged with property management roles. As part of re-contracting with Enterprise  Hubs, contractual targets should be set that will demonstrate impact and value for money in return for this funding.

Business Incubation Teams Response to Evaluation findings: The Enterprise Hub Network business plan 2004-7. 

10.
The current cohort of Enterprise Hub Directors has responded to this evaluation by producing a business plan for The Enterprise Hub Network, which, by addressing the recommendations of the evaluation, aims to triple the Network’s market penetration from 11% to 32% within three years. 

11.
The business plan clarifies The Enterprise Hub Network’s mission as: 

To enable entrepreneurs, companies and researchers to turn South East England’s world-class knowledge base into successful businesses which create wealth for the benefit of the region’s citizens. 

12.
It confirms the target market for The Enterprise Hub Network as entrepreneurs, start-up and early stage companies seeking to commercialise and grow a technology or knowledge-based idea. It estimates that the size of the market is c7,225 companies (3% of South East SME’s with less than 20 employees) most of whom are currently progressing business ideas on their own without structured business support. The Enterprise Hub Network currently has an 11% share of this market. 

13.
By 2007 The Enterprise Hub Network’s goal is to work with 2,300 start-up and early stage technology and knowledge-based companies, and through its Hub magazine and Web Portal, to add value to all of the 7,000 companies in this niche segment. 

14.
This tripling of market penetration will be achieved by:

i. Offering a consistent product available through any of the 20 Enterprise Hubs in the network. This product is The Commercialisation Programme which comprises:

· A one-to-one relationship with an experienced, impartial Enterprise Hub Director to help the entrepreneur or company, realise their growth aspirations

· A structured framework which breaks the commercialisation process down into manageable chunks of technical, market and business activities. It is backed up by supporting templates and guidance notes for the key steps in the process

· Access, through the relationship with the Hub Director, to everything the entrepreneur or company needs to complete the detailed activities within the framework including: a service provider network comprising specialist business, financial and technical experts; a personal business mentor with experience of commercialisation; investors; business accommodation on flexible terms; local, regional and international networks of potential customers, suppliers and collaborators

In defining its product, The Enterprise Hub Network has also clarified the role of property within the offering i.e. The Enterprise Hub Network is a business support programme, not a property programme. However, individual Enterprise Hubs must have within their local network, one or more, property operators offering business accommodation to start-up companies on flexible terms. The Hub Director will manage the relationship with the property operators encouraging them to attract the right tenant profile and to create the right ethos within the property.

ii. Providing different levels of service for different market segments.

To join the Hub Network, entrepreneurs and companies must meet strict eligibility criteria derived from The Enterprise Network’s mission. Successful applicants will be segmented into three groups:

· ‘Portfolio’ members (immediate potential; needing intensive, structured support)

· ‘Network’ members (medium term potential; needing networking and discrete services)

· Associate subscribers (longer term opportunities)

Each group will receive a level of service commensurate with their potential. This three tier approach will enable The Enterprise Hub Network to provide intensive support to those with the greatest potential and readiness for growth, whilst still adding value to a much wider group of companies. This tiered approach is illustrated in Fig 2 by using the targets for 2006/7:

Fig 2: Hub service levels and market penetration (2006/7) 
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iii. A structured programme of network-wide marketing activity building on the work already initiated by SEEDA which will include the Hub Portal; regular issues of the Hub magazine; sector PR campaigns; consistent marketing material and branding across the network; and the opening up of new channels to reach underdeveloped elements of the market.

iv. Strengthening the operation of The Enterprise Hub Network through adopting clearer terms of reference and more formal business processes; offering each Hub’s specialist sector knowledge to companies throughout the whole network; working together to develop network-wide service solutions to address market gaps; introducing service level agreements with key players including Finance South East, Business Links and the region’s HEIs to improve Hub members’ access to the support they offer; and developing a regional mentoring community with the backing of ESF funding. 

v. Improving the effectiveness of the Hub Director by introducing a standard job description for all Hub Directors; defining the core competencies for the role and developing a training programme to address skill gaps; and clarifying their role in relation to property within the network 

A value for money programme punching above its weight

15.
The Enterprise Hub Network’s unique business model has delivered outstanding value for money when compared with traditional stand-alone incubation programmes as illustrated in Fig 3..

Fig 3: Value for money comparisons

	Initiative
	Market*
	Cost
	Cost/Company

	HEIF


	20 Entrepreneurs
	£1.5Million
	£75k

	Regional Innovation Centre

- Highest Cost


	13 Entrepreneurs
	£317,000
	£24.5k

	Regional Innovation Centre

- Lowest cost


	60 Entrepreneurs
	£350,000
	£5.8k

	OTCC


	660 Entrepreneurs
	£600,000
	£909

	Hub Network


	1300 Entrepreneurs
	£1,100,000
	£846


* These costs are based on cost per company involved in an incubation network.

16.
The investment required to implement the business plan in 2004/5 is £1.57m (This investment incorporates current legal commitments and has been included in budget proposals for 04/05):

· £1.03m of grant funding for individual Enterprise Hubs

· £0.54m to fund pan network activities and marketing e.g. Access to Finance programmers; IP support etc

By 2007 the requirement will be at £2.17m p.a. (to reflect the increase in the number of individual Enterprise Hubs funded by a SEEDA revenue grant).

Valuable benefits for the whole region

17.
Although The Enterprise Hub Network serves a tightly defined segment of the market, it also offers a number of spin-off benefits for the whole region:

· There is an Enterprise Hub in every part of the region (see Map at Annex B). The Network stretches from Oxford to Eastbourne and from Medway to Southampton. The Network model will help to close intra-regional disparities by opening up the expertise and contacts of the wealthier sub-regions to those who face major economic challenges. The Isle of Wight Enterprise Hub is a case study of how networking an underperforming area with the best in the region, produces big benefits.

· The Enterprise Hub Network’s business plan will reassure partners, who have great pride in having an Enterprise Hub, that SEEDA is in this for the long haul and that their local Hub is part of a much more powerful network. 

· Having a consistent offering for The Enterprise Hub Network  provides the Global Regions team with a much more attractive inward investment proposition – ‘One Network – 20 points of access.

· As the relationships with HEIs get stronger, The Enterprise Hub Network will be a key contributor to addressing the findings of the Lambert Report in the region i.e.:

· Raising the demand from business for what universities can offer

· Providing the opportunities for human interaction between companies and researchers which Lambert judges are so essential to effective knowledge transfer

· Providing commercialisation support for technology transfer opportunities from the HEI research base

· Growing brand awareness in the market, and a stronger Network operational structure, offers a value for money vehicle through which other SEEDA programmes, targeting the same segment of the SME market, could be delivered without incurring the additional overheads associated with stand-alone projects e.g. sector networking; cluster projects; skills initiatives.

The longer term

18.
The Enterprise Hub Network has come to the end of its foundation phase (2000-2003) and is now entering an intensive development phase which is expected to take up to three years to complete (2004-2007). By 2007, the Network will have a well developed market proposition, significant brand awareness and it will have penetrated a third of the market. It will then face the challenges of maturity.

19. 
Given that The Enterprise Hub Network is addressing an area of market failure, it will continue to need some degree of SEEDA grant funding beyond 2007. However, we envisage that this will increasingly be supplemented by income from other sources. Those sources that will be developed over the next three years are:

· Commercial sponsorship, exploiting the growing strength of the brand 

· Membership fees

· EU and other grant funding for development projects 

Projected income streams and timetables will need to be worked up.

20.
One route to long term financial sustainability might be for Hubs to take an equity stake in their client companies. However, this issue needs further consideration as the concept may undermine the independence and trust which are critical to the value proposition and may therefore deter some companies from working with the Network. It is also likely to be very difficult to implement in practice and its potential to generate income would be subject to market sentiment. It is proposed that this is considered further over the coming year.

21.
The second longer term challenge is how to help those Enterprise Hubs, without a property operator within their local network, to address the market’s failure to provide flexible business accommodation for their companies.  SEEDA’s Incubation Services team is therefore collaborating closely with SEEDA’s Land & Property team to develop a business case for SEEDA to directly develop purpose-built Innovation Centres in these areas and to manage them within a SEEDA subsidiary ‘special purpose’ company. This model would not only address the need for flexible, high quality business accommodation in key parts of the region, but also has the potential to generate surplus income which could provide a sustainable income stream for The Enterprise Hub Network in the longer term. A paper will be brought to the Board providing further details of this proposed strategy in June 2004.

Greg Ward

Head of Incubation Services

Business & International Division

March 2004
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