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executive summary

introduction

The Scottish Enterprise (SE) Network since 2001 has sought to realise the high growth potential of innovative and ambitious Scottish companies.  To do this the Network has segmented the market and companies are selected for Account Management support on the basis of their importance to the economy – where sustaining the business or improving its performance produces significant economic impact 

Rolls-Royce is one such company that is account managed via SE Renfrewshire.  The company undertook “Project ACE” in 2002 which involved moving their operations from Hillington to Inchinnan in order to remain as a competitive market player through a reduction in the cost of manufacturing and the realisation of productivity improvements.

The main input from SE Renfrewshire to Rolls Royce, through this account management relationship, was through a property grant and discretionary training support.  In total, over 800 managerial, professional, engineering and administration employees will be involved in a combination of both bespoke and SVQ training with the aim being to transform the Rolls-Royce operational environment, culture and working practices to enhance the site’s ability to remain competitive and meet future business challenges. 

objectives

SE Renfrewshire commissioned an evaluation of the progress made with regard to its support to Rolls-Royce.  

The detailed objectives of the evaluation was to provide the Client Group with:

· an assessment of the overall economic impact of SE Renfrewshire support to Project ACE from 2002 to date plus an estimation of any future economic impact, where possible, from such an assessment;

· an assessment of the progress to date in achieving the specific project outputs and anticipated future outputs; 

· a qualitative assessment of success of SE Renfrewshire’s involvement in Project ACE; and

· an assessment of direct quantitative training outputs for each part of the training delivered (qualifications, certificates achieved, etc) against both SE Renfrewshire and Rolls-Royce anticipated outputs.

method

The method adopted involved documentation and data review, consultations with the SER AM and consultations with a range of senior executives within Rolls-Royce, including completion of a structure questionnaire.

Focus was given to the outputs and impacts already achieved and to the level of anticipated future outputs and impacts – both quantitative and qualitative.  These are outlined in Table 1.

	TABLE 1: PROJECT ACE MEASURES AND OUTPUTS

	Measures
	Outputs

	Key Activities
	· 1 assist – global company

· 1 strategic account managed organisation

	Key Outputs:

Quantitative & Qualitative
	· 887 jobs safeguarded

· IIP re-accreditation

· 3 year pay agreement

· transform working practices

· introduction of competence based pay

· training of over 800 employees

· increased productivity – move towards 40 day model

· introduction of flow and cell manufacturing

· costs savings associated with efficiency gains

· new innovative manufacturing and organisational processes

· environmental sustainable resource and productivity improvements

· culture change

· positive effect on supply chain and GDP

· 163 FTEs during construction phase


This Executive Summary sets out the key findings from the evaluation and highlights the overall conclusions and recommendations.

rolls-Royce perspective

Through the consultations we sought to establish how SER’s assistance had impacted on the organisation as a whole.  The business change model focuses on the following key components:

· awareness:
· SER made direct contact with the company;

· understanding:

· Rolls-Royce has a clear understanding what SER was seeking to achieve through the account management process.  The view was the AM process was focused on achieving on employment gain and skills development within assisted companies through targeted support to meet individual company needs; 

· reaction:

· there is a high degree of satisfaction that the service provided by SER Account Managers currently meets the company’s needs;

· learning:

· the company has demonstrated an application of learning by delivering Project ACE, maintaining employment levels and showing appropriate levels of improvement;

· behaviour:

· an improved understanding and trust of the SE Network resulted from the support through Project Ace as prior to the project there was no relationship between Rolls Royce and Scottish Enterprise.;

· relationships:

· participation with the SER Account Management process has not enabled the company to form relationships with other businesses as its direction and market is outwith Renfrewshire; and

· results:

· impact data shows that SER’s support resulted in a significant number of jobs being safeguarded and retained in Scotland, with Project Ace proceeding more quickly and smoothly due to account management support
economic impacts

The key economic impacts associated with public sector support to Project ACE was the retention of Rolls-Royce’s Renfrewshire operation, in a new purpose built factory at Inchinnan.  This support is safeguarding 900 FTE jobs. 

The wider economic/employment impact affect, taking account of additionality, displacement and multiplier effects is:

· 1,778.8 FTEs at the local level and 

· 2,925.1 FTEs at the national level.

Rolls-Royce’s turnover and profit levels were regarded confidential and were not made available to EKOS.  We therefore considered it inappropriate and not sufficiently robust to derive a GVA figure in the absence of detailed financial figures for Rolls-Royce.  To maintain the robustness of our impact analysis we did not adopt the employee based GVA method as this can seriously overestimate actual GVA.  Our approach was therefore to compare GVA for the aerospace sector against manufacturing, which provides an insight into the importance of the sector to the local economy. 

GVA for the aerospace industry in Scotland was measured in 2002, (the latest data available) at £553m, with GVA per employee at £121,900.  For manufacturing within SE Renfrewshire area GVA at basic prices in 2002 was some £2,013.7m, with GVA per employees being £101,702.

conclusions

The conclusions, organised around the objectives of the study, are as follows:

· SER’s support assisted Rolls Royce in the move from Hillington and establishing the Inchinnan factory, which will safeguard 900 FTE jobs at the Inchinnan factory.  The wider economic/employment impact affect, taking account of additionality, displacement and multiplier effects is 1,778.8 FTEs at the local level and 2,925.1 FTEs at the national level.

· all the activities had been achieved, and all but a very small number of the outputs and impacts had also been achieved. Those outputs that remain to be achieved were:

· skill development training of a small number of employees  - the company is confident, will be achieved;

· increased productivity – move towards 40 day model, which is  expected to be achieved when the whole of Rolls-Royce’s operations have moved from Hillington to Inchinnan

· construction impacts – using the traditional formulae of 1 FTE per £300,000 of construction spend suggests that 150 construction jobs were supported rather than the 163 forecast;

· the feedback on the account management approach was highly positive

· training is an on-going component of Project ACE:

· training relating to bespoke and specialist organisation culture change, team based working and senior leadership development was supported by SER’s Training Plus mechanism and has been completed

· Rolls-Royce’s aspiration is to ensure that all appropriate employees attain competency levels SVQ level III in their relevant areas is being funded from the SE/SER national training programme contingency budget, as is on-going. 

recommendations

We recommend that SER:

· continue to work with Rolls-Royce and become more proactive – seeking to take business improvement ideas to the company and not waiting for them to seek funding support

· proactively engage with other global companies to first, baseline and understand their importance to the local and national economies, and then seek to take business improvement ideas to the company, thus demonstrating the added value that the Enterprise Network can offer such global players; and

· investigate potential opportunities for local companies to become competitive suppliers to Rolls-Royce.

1. introduction

This report has been prepared in response to a brief issued by Scottish Enterprise Renfrewshire (SER) to conduct an evaluation of SE Renfrewshire’s support to Rolls-Royce through Project ACE
.

The Scottish Enterprise (SE) Network since 2001 has sought to realise the high growth potential of innovative and ambitious Scottish companies.  To do this the Network has segmented the market and companies are selected for Account Management support on the basis of their importance to the economy – where sustaining the business or improving its performance produces significant economic impact 

Rolls-Royce is one such company that is account managed via SE Renfrewshire.  The company undertook “Project ACE” in 2002 which involved moving their operations from Hillington to Inchinnan in order to remain as a competitive market player through a reduction in the cost of manufacturing and the realisation of productivity improvements – the actual level of such savings and improvement will be addressed in this report.  It is hoped that 1,000 jobs will be safeguarded by December 2005.

The main input from SE Renfrewshire to Rolls Royce, through this account management relationship, was through a property grant, discretionary training report offered as part of the overall agreement reached on training report for Project Ace.  In total, over 800 managerial, professional, engineering and administration employees will be involved in a combination of both bespoke and SVQ training with the aim being to transform the Rolls-Royce operational environment, culture and working practices to enhance the site’s ability to remain competitive and meet future business challenges. 

SE Renfrewshire commissioned an evaluation of the progress made with regard to its support to Rolls-Royce.  Focus will be given to the outputs and impacts already achieved and to the level of anticipated future outputs and impacts – both quantitative and qualitative.

1.1 objectives

The detailed objectives of the evaluation was to provide the Client Group with:

· an assessment of the overall economic impact of SE Renfrewshire support to Project ACE from 2002 to date plus an estimation of any future economic impact, where possible, from such an assessment;

· an assessment of the progress to date in achieving the specific project outputs and anticipated future outputs; 

· a qualitative assessment of success of SE Renfrewshire’s involvement in Project ACE; and

· an assessment of direct quantitative training outputs for each part of the training delivered (qualifications, certificates achieved, etc) against both SE Renfrewshire and Rolls-Royce anticipated outputs.

1.2 study method

The study was conducted in three stages:

· Stage 1: Set up, Desk Research and Consultation Programme:

· agreeing the method and arranging access to any necessary documentation held by the client

· designing questionnaires

· consultations with SER executives involved in Project ACE;

· Stage 2: Rolls-Royce Consultations:

· consultations with a range of senior executives within Rolls-Royce, including completion of a structure questionnaire; and

· Stage 3: Analysis, Learning Workshop and Reporting:

· analysis of survey data

· preparation of economic impact models

· conducting a learning workshop; and

· delivery of agreed final report.

1.3 structure of the report

The remainder of this report is structured as follows:

· Chapter 2: Rolls-Royce and Project ACE:

· presents an overview of Project ACE;

· Chapter 3: Consultations:
· reports on the consultations with SER executives;

· Chapter 4: Rolls-Royce Survey Results:

· reports on the detail results from the survey;

· Chapter 5:  Outputs and Impacts:

· reports on the outputs and impacts that the Project ACE has had on the company and the local and national economies; and

· Chapter 6: Conclusions:

· organises the evaluation conclusions around the study objectives.

2. Rolls-Royce and Project ACE

2.1 introduction

In Chapter 2 we present a brief overview of:

· Rolls-Royce the company; and

· Project ACE.

2.2 Rolls-Royce

2.2.1 Background

Rolls-Royce operates in four global markets - civil aerospace, defence aerospace, marine and energy. 

Rolls-Royce has a broad customer base comprising more than 500 airlines, 4,000 corporate and utility aircraft and helicopter operators, 160 armed forces and more than 2,000 marine customers, including 70 navies. The company has energy customers in nearly 120 countries.  Rolls-Royce employs around 35,000 people, of which 21,000 are in the UK.  Forty per cent of its employees are based outside the UK - including 5,000 in the rest of Europe and 8,000 in North America.

The large installed base of engines generates demand for the provision of services.  A key element of the company's strategy is to maximize service revenues, which have increased by 60 per cent over the past five years, by the provision of a comprehensive portfolio of services. 

Annual sales total nearly £6 billion, of which 55 per cent are service revenues.  The order book is more than £21 billion.

2.2.2 Scottish Operations

Rolls-Royce employs some 3000 people in Scotland. 

The engine repair and overhaul facility at East Kilbride, with a workforce of some 1,100, was opened in 1953 and, in 1993, was established as the company’s specialist engine repair and overhaul facility for the civil and defence sectors.  The Hillington facility, which manufactures compressor blades and seals for a range of Rolls-Royce engines, has almost completed the removal to the new facility at Inchinnan.  Rolls-Royce Marine at Dalgety Bay, Dunfermline, has a workforce of some 200 people.  It manufactures the Brown Brothers range of stabilisers and steering gear.  It has a global customer base and its products are at sea on merchant ships throughout the world and on ships from 29 navies worldwide.

In addition, under Ministry of Defence administration, the company operates a nuclear reactor test facility at Dounreay and an energy-systems repair and overhaul joint venture, Rolls Wood, in Aberdeen.  The combined workforce in Scotland totals 3,000 and the company spends over £50m-a-year with Scottish suppliers.

The Hillington facility, which Inchinnan is replacing, was constructed during World War II as a manufacturing plant for the Rolls-Royce Merlin engine, which powered Battle of Britain Spitfires and Hurricanes.  The Rolls-Royce Compressor Systems business, of which Hillington is part, manufactures components which go into the majority of the company's gas turbines used in the civil aerospace, defence, marine and energy markets.

2.3 project ace

2.3.1 Introduction

Assistance to Rolls-Royce by SER under the banner of Project ACE consists of the following key components:

· assistance to facilitate the relocation of the company from its Hillington site to new purpose built facility at Inchinnan;

· Training Plus (DIITP) support; and

· skills transition training support.

2.3.2 Relocation

background

Following a review of its UK operations Rolls-Royce proposed to relocate from their pre-war factory at Hillington to a modern manufacturing facility incorporating the latest technologies in production and manufacturing.  The new accommodation would include areas for the forging of compressor blades and the machining of seal, rotor and stator products for a range of Rolls-Royce aircraft engines.  The new building was expected to extend to approximately 560,000 sqft.

Rolls-Royce considered several sites in Scotland, and there was international competition for the project from the Czech Republic.  The location decision was based on a robust business case, including new working practices and productivity improvements, appropriate terms and conditions of employment and government support. Having considered various Scottish site options, Rolls-Royce confirmed that its preferred location for the project is on a site owned by Scottish Enterprise at Inchinnan Business Park, Renfrewshire.

site

Rolls-Royce selected a largely brownfield site extending to approx. 30.6 acres for this project.  The site comprised part of the former India Tyres facility, purchased by SE in 1991.  A Strathclyde European Partnership (SEP) designated strategic location; Inchinnan has successfully supported the growth of indigenous business as well as providing a competitive location for inward investment.  Rolls-Royce selected AMEC - from whom they intend to lease the completed building - as their preferred developer for Inchinnan.

The site was characterised by adverse ground conditions requiring piled foundations.  The cost of addressing these “abnormal” ground conditions on this site for a “typical” manufacturing project of this size was originally estimated by URS, consultants (acting for SE) at £2.15m. Following further site investigations, this estimate was increased to £3.765m to reflect the cost of additional piling and site excavation requirements.  

The specialist requirements of Rolls-Royce were estimated to generate “abnormals” of £6.958m (i.e. £3.2m approx. in excess of “typical” requirements for a project of this size).  Advice on the value of the site was obtained from James Barr, Chartered Surveyors, who advised SER that in view of site conditions, the value of the site for large-scale industrial development was £2.25m.  Notwithstanding the increase in cost of anticipated “abnormals” the grant contribution made available by SE through the Property Support Scheme was capped at £500,000. 

support from scottish executive

Rolls-Royce received an RSA grant of £15m from the Scottish Executive as a contribution towards the £44m capital cost of Project ACE, which would facilitate:

· the relocation from Hillington to Inchinnan; 

· the consolidation of Rolls-Royce’s compressor systems division at Hillington involving the transfer of existing related capacity in Bristol; and 

· investment in plant and machinery.

support from SER

The financial assistance provided by SER to the Project ACE relating to Rolls-Royce’s relocation to Inchinnan was:

· the sale for the price of £1 of a 30.6 acre site forming part of the former India Tyres site at Inchinnan Business Park, Renfrewshire; and

· a development grant of up to £500,000 made available under the Property Support Scheme. 

The development grant is a  “gap funding” grant which was made available to reflect the anticipated cost of developing the site which exceeded the market value of the site.

2.3.3 Training Plus (DIITP)

SER provided support to enable Rolls-Royce to provide training relating to bespoke and specialist organisation culture change, team based working and senior leadership development.  This training was supported through SER’s Training Plus mechanism as there is no direct MA qualifications that can be utilised for these projects.

The key components of this training was as follows:

the leadership challenge

This programme was aimed at the senior management team, plant leaders, capacity owners and businesses managers etc.  The programme involved developing skills in five key leadership principles:

· challenge the process;

· inspiring a shared vision;

· enabling others to act;

· modelling the way; and

· encouraging the heart.

The programme was delivered by Tom Peters Company in the period July – December 2002 at a cost of £89,000; SER’s contribution was 50% of cost.

develop effective team based working

This training was aimed at the newly created team coaches, team leaders/supervisors and teams within the facility’s four plants – seals, stators, rotors and the forge.  The training aimed to develop a team based culture before Rolls-Royce relocated to its new site.  Rolls-Royce views team based working as one of the main vehicles to achieve business improvements in terms of costs, quality and delivery, which are required to ensure greater competitiveness and survival of the Inchinnan pant.

The training was delivered by the TMCG organisation in the period July 2002 to March 2003, at a cost of £210,000; SER’s contribution was 50% of cost.

Skills Transition Training

Rolls-Royce’s aspiration is to ensure that all appropriate employees attain competency levels SVQ level III in their relevant area.  The company estimated that over 500 employees were already at that level, and it was anticipated that the remainder of the workforce may not require to be trained to that level.  To determine whether this was the case METECH undertook an assessment of:

· current competency levels, 

· prior learning;

· current skill gaps; and

· appropriate SVQ levels.

Funding for subsequent training would be accessed from the SE/SER national training programme contingency budget. 

2.3.4 Outputs

A range of measures were adopted against the project – these are detailed in Table 2.1.

	TABLE 2.1: PROJECT ACE MEASURES AND OUTPUTS

	Measures
	Outputs

	Key Activities
	· 1 assist – global company

· 1 strategic account managed organisation

	Key Outputs:

Quantitative & Qualitative
	· 887 jobs safeguarded

· IIP re-accreditation

· 3 year pay agreement

· transform working practices

· introduction of competence based pay

· Training Plus (DIITP) support
· training of over 800 employees

· increased productivity – move towards 40 day model

· introduction of flow and cell manufacturing

· costs savings associated with efficiency gains

· new innovative manufacturing and organisational processes

· environmental sustainable resource and productivity improvements

· culture change

· positive effect on supply chain and GDP

· 163 FTEs during construction phase


consultations

2.4 introduction

Consultations were held with four SER Executives involved in the Agency’s implementation of Project ACE, including the Rolls-Royce Account Manager.  The other executives were involved in the Competitive Place and Skills aspects of the project.

2.5 support to rolls-Royce and its contribution to ser targets

Competitive Place sees project ACE as a success.  It has safeguarded 1,000 jobs in a high technology industry for Renfrewshire and redeveloped a large brownfield site. 

From the Learning & Skills point of view, however, Project ACE has still to make an impact.  Rolls-Royce is more focused on production and quality issues rather than the more advanced VQ Level 3 techniques.

All parties did agree that targeting specific companies such as Rolls-Royce was the way forward and that the Account Management process was a good way to do it.  In the particular Rolls-Royce case, all felt it was important for SER to be seen to be involved with such an important company and that the public investment in the Project was money well spent.  One individual felt that SER’s involvement was crucial to retaining the company in Renfrewshire.  Consultees stressed that it was important for the Account Managers, dealing with company specifics, and the broader “thematic” programme executives to work closely together to ensure success.  For Project ACE, this co-operation had worked well, with the AM coordinating the effort and acting as the main point of contact for Rolls-Royce.

There was no major criticism of the support provision to Rolls-Royce but, if a similar exercise were to be done again, possible improvement would be in terms of inter-agency communication and a more thorough Training Needs Analysis.

2.6 account management process

The Account Management Process was observed to have worked well.  There was a good relationship between the AM and Rolls-Royce management team.  In delivering Project ACE it was necessary for SER to seek the support and co-operation of Scottish Enterprise, including SDI, and the Scottish Executive, as the initial support required by Rolls-Royce was beyond the remit and influence of SER.  This inter-agency working was a key strength in Project ACE being delivered and Rolls-Royce remaining in Renfrewshire.

There was a strong consensus that SER should stay engaged with Rolls-Royce and not seek to develop an exit strategy.  The importance of Rolls-Royce to the Renfrewshire economy meant there was still a role for SER in promoting Network services to the company as any activity there, especially in skills and learning, almost inevitably would trickle down into the rest of the economy.

survey results

2.7 introduction

A version of the business questionnaire that was delivered to SER’s other account managed companies was also administered to Rolls-Royce, covering:

· company perspective;

· assistance from SER;

· the future;

· displacement;

· other support; and

· project outputs.

2.8 company perspective

The initial discussion focused on the type and level of relationship they had with their Account Manager.

Responses suggest that the typical relationship between the company and the Account Manager appears to be a close one with frequent contact between both parties.  There was no general attendance by the SER Account Manager at company meetings, but she had a good open relationship with a number of departments – HR, Manufacturing Improvement, Finance, and the General Manager - but only at specifically arranged sessions.  This response was typical of responses by other account managed companies.

When questioned as to what they felt SER was trying to achieve through the account management process the jobs agenda was clearly identified, not only in terms of increasing local employment and the business base, but also to improve the region’s skills base.

2.9 Assistance from SE Renfrewshire

The main reasons for Rolls-Royce establishing a relationship with the SER Account Manager through Project ACE were are follows:

· skills and training needs analysis and support, in particular through:

· developing leadership to enable culture change through ‘The Leadership Challenge’ framework

· developing effective team based working

· technical skills mapping via skills analysis

· technical skills training via SVQ/MA framework;

· helping to identify appropriate sources of help/assistance with improvement projects; and

· general ‘sounding board’ for the company.

The initial focus of the original meeting between SER and Rolls-Royce prior to involvement with Project ACE was to review their Investors in People accreditation.

Many of the other types of support that SR offers – such as strategic/business planning, business improvement models, regulatory information, e-business – can be sourced internally given Rolls-Royce’s global status.  What Rolls-Royce at Inchinnan required was support to ensure that the factory relocation project and the changes in work and production processes required to ensure it met the targets for success were achieved.  They sought assistance, therefore towards training (skills and people related skills), apprentice work, business improvement skills, capability development and acquisition.

When questioned as to the main constraints faced by the company prior to its involvement with SER’s account management process, the responses were as follows:

· financial resources for investment;

· capacity of current premises/production facilities; and

· general competition from lower cost economies. 

As with other account managed companies financial resources for investment was a key constraint.  As discussed in Chapter 2, the anticipated cost of developing of the site of the new located factory exceeded the market value of the site, and therefore financial assistance was required by the public sector to make Inchinnan a viable proposition.  The site at Hillington was no longer suitable for 21st century manufacturing plant that could produce goods at a price that would enable the company to compete against competition from lower cost economies.  

When asked to rate particular elements of the Account Manager’s support and ability on a scale of one to five, with one being excellent and five very poor, Rolls-Royce staff responded as follows:

· understanding of the business 



2;

· knowledge of your business sector



3;

· response to needs





2; and

· general professionalism, effectiveness and efficiency
1.

It was commented that the Account Manager does not specifically need to have an in-depth knowledge of Rolls-Royce’s business to be effective.  They also commented that even with a change of Account Manager, the company was satisfied that value to company of the account management process had been consistent.

The company also suggested that there were no gaps in the service provided by SER.  This response was consistent with other account managed companies where 71% suggested that SER’s support met their needs.

By delivering Project ACE and applying the learning from their involvement with SER’s support has enabled the company to maintain employment levels, and achieve the appropriate levels of improvement in company performance (productivity, profitability etc) required. 

2.10 additionality

Had Rolls-Royce not received the funding support from the Scottish Executive in terms of the RSA grant and not been sold the site at Inchinnan Business Park for £1, then none of the impacts would have been achieved at the Renfrewshire or Scottish level.  They would have been achieved in the Czech Republic as the consolidation of Rolls-Royce’s compressor systems division and the transfer of existing related capacity in Bristol would have been made in the Czech Republic and not at Hillington. 

Additionality can therefore be regarded as 100%.

Our discussions with Rolls-Royce suggested that once that support had been received and the decision to remain in Renfrewshire had been taken, then the additional support received from SER in terms of Training Plus (DIITP) support and skills transition training support, was only partially additional.  Rolls-Royce would have undertaken this training anyway – as it was necessary to enable the company objectives linked to Project ACE to be achieved.  The SER support was important in enabling them to undertake these activities at an earlier date – estimated at some 18 months earlier.

2.11 Strengths, Weaknesses and Improvements

Our discussions with Rolls-Royce did not identify any particular strengths of the account management process.  Rather there was an acceptance that as the various processes that had been applied seemed to have been well controlled, and that as there has been no negative feedbacks, they assumed that the process works well.

No weaknesses had been identified, nor had any improvements.

2.12 the future

After the consideration of the company’s current relationship with SER and the Account Management process, the discussion moved onto examining its future prospects and how this would impact on their likely support requirements from SER. 

Future growth prospects were regarded as excellent.  A recent press release, 4 May 2005 – as a prelude to the AGM include quotes from Sir John Rose, Chief Executive, notes that:

“Our investment in a wide portfolio of products has led to a steady expansion in our market share, with a growing number of Rolls-Royce engines in service.  The resulting expansion in our aftermarket services is making a growing contribution to our business.  We are investing significantly in support capabilities that will add value for our customers while adding predictability to our own future earnings. 
“Looking to the future, our strong order book, the long-term services revenue stream and our focus on operational performance all underpin our expectations of a continued growth in profits in 2005 and further reduction in average net debt.  Current trading is consistent with these expectations.” 
Rolls-Royce expect to require the same level/type of support that they have received from SER in the past – a focus on skill development and training support, and new product development, innovation and diversification.   This support will be sought from SER rather than any other agency.

As the discussion developed to include the most significant future constraints they anticipated faced the availability of skilled labour came to the fore, as did management capacity/capability.

After identifying the likely future constraints that would affect them, Rolls-Royce identified the key areas of business development they would have to address in order to overcome them.  The importance of development in the respective areas was graded on a scale of 1 to 5, with 1 indicating no need for development and 5 a significant need for development.  Those areas attracting a score of 5 are listed below:

· reducing lead times of product to end-user;

· reduction in operating costs (i.e. efficiency gains);

· understanding of customers’/buyers’ requirements; and

· production technology.

2.13 summary: business change model

Through the consultations we sought to establish how SER’s assistance had impacted on the organisation as a whole.  The business change model focuses on the following key components: 

· awareness:
· SER made direct contact with the company;

· understanding:

· Rolls-Royce has a clear understanding what SER was seeking to achieve through the account management process.  The view was the AM process was focused on achieving on employment gain and skills development within assisted companies through targeted support to meet individual company needs; 

· reaction:

· there is a high degree of satisfaction that the service provided by SER Account Managers currently meets the company’s needs;

· learning:

· the company has demonstrated an application of learning by delivering Project ACE, maintaining employment levels and showing appropriate levels of improvement;

· behaviour:

· an improved understanding and trust of the SE Network resulted from the support through Project Ace as prior to the project there was no relationship between Rolls Royce and Scottish Enterprise.;

· relationships:

· participation with the SER Account Management process has not enabled the company to form relationships with other businesses as its direction and market is outwith Renfrewshire; and

· results:

· impact data is incorporated into Chapter 5.

outcomes & impacts

2.14 introduction

This Chapter reports the extent to which Rolls-Royce achieved the outputs identified in Chapter 2, and the impact on the local and national economies of the public sector support – it is derived from information and data obtained from the discussion with the company.

2.15 outputs

In Table 5.1 we presents the output targets set by SER (as outlined in approval papers) and the assessment of whether they have been achieved.

	TABLE 5.1: PROJECT ACE MEASURES, OUTPUTS & ACHIEVEMENTS

	Measures
	
	

	Key Activities
	· 1 assist – global company

· 1 strategic account managed organisation
	· achieved
· achieved

	Key Outputs:

Quantitative & Qualitative
	· 887 jobs safeguarded

· IIP re-accreditation

· 3 year pay agreement

· transform working practices

· introduction of competence based pay

· Training Plus (DIITP) support
· training of over 800 employees

· increased productivity – move towards 40 day model

· introduction of flow and cell manufacturing

· costs savings associated with efficiency gains

· new innovative manufacturing and organisational processes

· environmental sustainable resource and productivity improvements

· culture change

· positive effect on supply chain and GDP

· 163 FTEs during construction phase
	· achieved 900 jobs

· achieved

· achieved

· achieved

· achieved

· achieved

· ongoing

· ongoing

· achieved

· achieved – 30%

· achieved

· achieved

· achieved

· achieved

· estimate is for 150 construction jobs 


As Table 5.1 outlined the project has been a success with almost all of the targets having been met.  The Inchinnan plant is not fully operational and the expectation is that when it is the other targets will be met.  The exception is the construction jobs impact target: using a formulae of 1 construction FTE per £300,000 construction spend, suggests that the £45m spend would have realised 150 construction FTEs.

2.16 ECONOMIC IMPACT MEASURES

2.16.1 Introduction

This section details the reported impacts of Project ACE in terms of:

· gross employment;

· additionality;

· displacement;

· linkage and multiplier effects; and

· net additional jobs.

2.16.2 Gross Employment

Employment in Rolls-Royce in 2002 was some 937, all of whom were full-time.  Currently employment is some 1,173 employees – 892 full time and 281 seasonal full-time, recruited on a short-term contract to assist with the implementation of Project ACE.  In 2008 Rolls-Royce expects to employ 935 full-time employees.

Employment gains realised and anticipated are not necessarily attributable to the support provided by SER.  Discussions suggest that 900 safeguarded full -time equivalent jobs can be attributed to SER support.

2.16.3 Additionality

Non-additionality is traditionally understood to be the proportion of gross direct jobs impacts that would have been expected to occur even if the company had not received SER support.  As highlighted in Chapter 4, discussions indicated that without public sector support Rolls-Royce would now be operating in the Czech Republic and not Renfrewshire/Scotland.  We have therefore assumed absolute additionality: where all gross direct impacts are additional, as none of the employment impacts would have occurred, in the absence of support.

2.16.4 Displacement

Our investigation of displacement considered those factors that would dilute the gross impact of any increases in business activity.  It included collecting information on a variety of areas, including:

· location of major competitors;

· location of main markets; and

· current market conditions.

Discussions highlighted that all of the company’s competitors were located outwith the UK, and that all of its markets were outwith Scotland – 15% within the UK and 85% outwith the UK; this was not expected to change over the next 3 years.  The company is operating in a strongly growing market - after 9/11 the company’s markets are recovering very strongly, and coupled with competitive engine families (v2500 and Trent) recovery looks very strong.

We have therefore assumed zero displacement at the Renfrewshire and Scottish levels.

2.16.5 Multiplier Effects

The economic activity retained in Renfrewshire/Scotland as a result of the support provided to Rolls-Royce will have two types of wider impact on the economy:

· supplier (indirect – Type I multiplier) effect: an increase in sales in a business will require it to purchase more supplies than it would have otherwise.  A proportion of this ‘knock-on’ effect will benefit suppliers in the local and Scottish economies; and

· income (induced – Type II multiplier) effect: an increase in sales in a business will usually lead to either an increase in employment or an increase in incomes for those already employed.  A proportion of these increased incomes will be re-spent in the local and Scottish economies.

Ideally the associated income and employment multipliers should be taken from the latest Scottish Input-Output (I/O)Tables, 2001 with a focus on the Aircraft and Spacecraft sector (no.80).  These multipliers relate only to the Scottish level – regional multipliers are not available – and therefore it is necessary to estimate the Renfrewshire level multipliers.   

In conducting the analysis at the Scottish level we would apply the following multipliers
:

· supplier effect – 2.257; and

· income effect – 1.44.

Using SE guidance – which shows that the local level multiplier is around half the Scottish multiplier, we estimate Renfrewshire level multipliers as follows:

· supplier multiplier – 1.62; and

· income – 1.22.

It should be noted that the supplier multipliers are likely to overestimate the supplier linkages effects of Rolls-Royce’s operations.  The company operates a central purchasing policy to take advantage of its buying power, and therefore the contacts may not necessarily be with local or Scottish companies.  

2.16.6 Net Additional Employment

Applying additionality, displacement, and linkage and multiplier effects to gross employment as detailed in Section 5.3.2 provides estimates of net additional employment as shown in Table 5.2.
	TABLE 5.2: NET ADDITIONAL EMPLOYMENT (FTEs)

	
	Local
	Scotland

	Gross Direct
	900
	900

	Less Non Additional
	0
	0

	Gross Direct Additional
	900
	900

	Less Displacement
	0
	0

	Net Direct Additional
	900
	900

	Plus Supplier Linkage
	558
	1,131.3

	Plus Income Multiplier
	320.8
	893.8

	Net Additional Employment
	1,778.8
	2,925.1


Net additional employment is estimated at 1,778.8 FTEs at the local level and 2,925.1 FTEs at the national level; the difference is accounted for by higher-level multipliers at the Scottish level.

2.17 gva 

2.17.1 Introduction

Our traditional approach to providing additional measures of impact would be to focus on GVA – Gross Value Added – which is a simple but effective means of monitoring business performance and is included as one of the acceptable outputs for measuring the impact of business development projects.  GVA is calculated in by adding profits to the wages bill, and GVA per employee divides GVA by the number of employees.

Rolls-Royce’s turnover and profit levels were regarded confidential and were not made available to EKOS.  We therefore considered it inappropriate and not sufficiently robust to derive a GVA figure in the absence of detailed financial figures for Rolls-Royce.  To maintain the robustness of our impact analysis we did not adopt the employee based GVA method as this can seriously overestimate actual GVA.  Our approach was therefore to compare GVA for the aerospace sector against manufacturing, which provides an insight into the importance of the sector to the local economy. 

2.17.2 GVA

GVA for the aerospace industry in Scotland was measured in 2002, (the latest data available) at £553m, with GVA per employee at £121,900
.

For manufacturing within SE Renfrewshire area GVA at basic prices in 2002 was some £2,013.7m, with GVA per employees being £101,702.

This suggests that if Rolls-Royce at Inchinnan is performing at the average for aerospace companies in Scotland, its contribution to local GVA is above that of other manufacturing companies.

conclusions & recommendations

2.18 introduction

This chapter draws on the various elements of the work programme to present a brief set of conclusions.  The conclusions are organised around the objectives of the study, which were to provide the Client Group with:

· an assessment of the overall economic impact of SE Renfrewshire support to Project ACE;

· an assessment of the progress to date in achieving the specific project outputs and anticipated future outputs; 

· a qualitative assessment of success of SE Renfrewshire’s involvement in Project ACE; and

· an assessment of direct quantitative training outputs for each part of the training delivered.

2.19 conclusions

2.19.1 Economic Impact

The key economic impacts associated with public sector support to Project ACE was the retention of Rolls-Royce’s Renfrewshire operation, in a new purpose built factory at Inchinnan.  This support will safeguard 900 FTE jobs. 

The wider economic/employment impact affect, taking account of additionality, displacement and multiplier effects is:

· 1,778.8 FTEs at the local level and 

· 2,925.1 FTEs at the national level.

GVA and GVA per employee are likely to be above the average for manufacturing units across the SE Renfrewshire area.

2.19.2 Project Outputs & Impacts

Discussions with Roll-Royce staff suggested that all the activities had been achieved, and all but a very small number of the outputs and impacts had also been achieved.

Those outputs that remain to be achieved were:

· skill development training of a small number of employees; and

· increased productivity – move towards 40 day model.
The skill development training of 800 employees was a key targets and all but a small number of these remain to be achieved  - the company is confident it  will be achieved.  Productivity increases and the move towards the 40 day model are expected to be achieved when the whole of Rolls-Royce’s operations have moved from Hillington to Inchinnan.

The construction jobs impact was estimated to be 150 FTES rather than the target of 163.

2.19.3 Qualitative Impact

The qualitative impact of SER’s involvement with Rolls-Royce was assessed through using the business change model, which facilitates the measurement of the progress of business from an understanding of what the account management process delivered by SE Renfrewshire is trying to achieve through to final impacts.
Our discussion focussed on the following key elements of the business change model:

· awareness:
· SER made direct contact with the company;

· understanding:

· Rolls-Royce has a clear understanding that SER was seeking to achieve through the account management process – a clear focus on employment gain, skills development and more targeted support to meet individual company needs; 

· reaction:

· there is a high degree of satisfaction that the service provided by SER Account Managers currently meets the company’s needs;

· learning:

· the company has demonstrated an application of learning by delivering Project ACE, maintaining employment levels and showing appropriate levels of improvement;

· behaviour:

· the account management relationship was not seen as having changed attitudes or behaviour;

· relationships:

· participation with the SER Account Management process has not enabled the company to form relationships with other businesses as its direction and market is outwith Renfrewshire; and

· results:

· impact data shows that the public sector support contributed to the supply chain and GVA.

Training Outputs

Training is an on-going component of Project ACE.  

Training relating to bespoke and specialist organisation culture change, team based working and senior leadership development was supported by SER’s Training Plus mechanism and has been completed.

Rolls-Royce’s aspiration is to ensure that all appropriate employees attain competency levels SVQ level III in their relevant areas is being funded from the SE/SER national training programme contingency budget, as is on-going. 

2.20 recommendations

A small number of issues emerged from the discussions with both SER and Rolls-Royce executives that we recommend SER address in the future.

2.20.1 Ongoing Relationship With Rolls-Royce

The discussion with Rolls-Royce highlighted a continued need (or wish) for a continued relationship with SER and to provide continued funding as Project Ace is successfully completed.  Rolls-Royce recognise that that is will be difficult for them to continue to ramp up business improvement performance without extensive training – this will particularly be the case with respect to the forging academy and R&D.

We recommend therefore that SER continue to work with Rolls-Royce and become more proactive – seeking to take business improvement ideas to the company and not waiting for them to seek funding support.

2.20.2 Renfrewshire’s Global Companies

Renfrewshire is home to a number of global companies, who may be facing similar issues to those that prompted Rolls-Royce to instigate Project ACE.  It is important that SER understand:

· the scale and nature of their importance to the local and Scottish economies – employment and supplier linkages; and

· the nature of the major global issues that are impacting upon the performance and future of the company.

We recommend therefore that SER proactively engages with these companies to first, baseline and understand their importance to the local and national economies, and then seek to take business improvement ideas to the company, thus demonstrating the added value that the Enterprise network can offer such global players.

2.20.3 Understanding the Affect on Suppliers

The discussion with Rolls-Royce executives highlighted that there is little engagement with any local supply chain – like many global companies they operate a central procurement policy.  However, there is still the likelihood of potential opportunities for local companies who produce goods and service that are purchased by Rolls-Royce centrally.  

We recommend therefore that SER investigate potential opportunities through ascertaining:

· the scale and nature of the goods and services procured by Rolls-Royce;

· the quality assurances/certifications required by Rolls-Royce; and

· the ability/willingness of local companies to meet these criteria to become competitive suppliers to Rolls-Royce.
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