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1. Intermediary Technology Institutes: The Committee will take a briefing from:

Janet Brown (Director of Competitive Business) Scottish Enterprise

2. Science and the Economy: The Committee will take evidence from:

Dr Kevin Cullen, (Acting Director, Research and Enterprise) University of
Glasgow

Sir Alan Langlands, (Chairman) Scottish Institute for Enterprise

3. Teaching and Research Funding in Higher Education: The Committee will
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Roger McClure (Chief Executive), Professor Georgina Follett (Council
Member), and Professor David Gani, (Director of Research Strategy and
Policy) Scottish Higher Education Funding Council
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report.
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Overview

This paper presents an overview of the proposal to establish Intermediary
Technology Institutes (ITI) in Scotland. The Institutes are a mechanism for
encouraging & supporting pre-competitive research in key market areas in
which Scotland has strong economic and business development potential.

Each Institute will have a small staff of approximately 15 who will co-ordinate
with the market and undertake programme management. It is intended that all
research activity be commissioned through existing research groups in
Scotland and where necessary elsewhere. The research excellence and
existing industry base in the three areas of focus are distributed across
Scotland and it is anticipated that the proposed operation model will result in
economic benefit over a broad geographic area not merely at the location of
each ITI.

A Self Sustaining Knowledge Economy

A key driver for economic growth is the development and exploitation of
technology both for present needs and future requirements. Successful
economies around the world have a research base that extends beyond basic
science, into the pre-competitive research area with a focus driven by global
market opportunities. In such economies there is a strong relationship and
movement – of people and ideas - between research activity and industry.
This is a win-win for industry, research institutions and academia through the
development of mutual benefits this then acts as a major impetus to the
economy.

Issues for Scotland

Scotland has long had a reputation for world class research in many fields and
according to the 2001 Research Assessment exercise, it continues to score
highly, pulling in a higher percentage of UK research funding than would be
expected from its proportion of the UK population. Significant
research activity and marked successes have been seen in

December 2002
www.scottish-enterprise.com/iti

Scottish Enterprise
Intermediary Technology Institutes
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several areas that have the potential to be strong market opportunities in the
future, most notably in the fields of Life Sciences, Energy and
Communications Technology.

Although the number of Scottish technology based companies is increasing,
the overall level of R&D in Scottish companies falls behind that seen in the
rest of the UK and Europe. A poor understanding of the broader global market
and the potential shifts and opportunities available can lead to low levels of
corporate R&D.  It is therefore important to develop better mechanisms to
identify and access a ‘market steer’.  We must capitalise upon and further
develop the research beyond basic science into the pre-competitive arena that
can be used as the basis of competitive differentiation by private companies.

Intermediary Technology Institutes

Most developed economies have institutes or organisations that help optimise
the knowledge generation and exploitation capacity in their country. Each
institute is designed to fulfil a specific need. Some support applied research
which is commercialised by local companies, others help support basic
research where this is a weakness in the local economy.  In all instances the
establishment of such mechanisms can be demonstrated to have significant
economic impact over the long term, early indicators being seen after 5 years
with significant strong economic growth demonstrable after 10 years.

Many examples can be seen around the world - Canada, Australia, Germany,
Singapore, Taiwan, Finland, Sweden etc. Each operate as part of an overall
economic system, ensuring that all aspects of the development spectrum is
covered from basic research through applied research to industrial
development producing new products & processes that generate profit. Each
example has characteristics that address the strengths and weaknesses of
their particular economies. The proposed structure and operational model for
the Intermediary Technology Institutes attempts to do the same for Scotland.
This is a major strategic project for Scotland. Realising its full potential will
require a substantial, long term and sustained commitment.

Scottish Intermediary Technology Institute Model (ITIs)

While the draft model draws on the experience of intermediary bodies from
around the world, the proposed business model is specifically targeted to
address the particular strengths and weaknesses of the Scottish economy.
This is by its nature a long-term programme and must be supported for a
significant period of time (10 -15 years). The proposal is intended to build
upon and be additional to the existing research activity in Scotland and to
provide additional funding mechanisms to work in areas important to future
market opportunities. These differing work streams can be
brought together to form more complete commercially ready
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proposition. The model therefore has at its core a number of key operating
principles:

• Provide a strong market focused link between the academic and corporate
bases in Scotland and across the globe

• Attract leading global players and researchers to participate in the
identification of  future market opportunities in which Scotland can become
world leading

• Generate market focused intellectual assets by commissioning research
from leading researchers in existing research institutions in Scotland and
world-wide

• Create pre-competitive market focused technology platforms that will
strengthen existing Scottish companies, and/or create new firms

• Facilitate the movement of staff, skilled in both market understanding and
technology, between academia and industry

• Retain technology graduates for Scotland by providing opportunities for
career development

• Capitalise upon existing science and technology strengths to develop
Scotland as a world-renowned centre of expertise in specific technology
niches.

• Act as a proxy for Corporate R&D and significantly increase the levels of
R&D in companies in Scotland

• Stimulate high tech. firms in Scotland to create their own demand for near-
market development research

In practice the Institutes will focus on market areas in which Scotland has
potential competitive advantage and not merely a niche player; critically those
markets that have not been identified as being in the ownership of another
geographic region. It is important that the areas of focus are driven by clear
market opportunity for which Scotland can develop a global reputation for
commercially driven market ready research.

Operational Structure

A ’strawman’ model has been developed which is being reviewed with
stakeholders to solicit input and feedback to ensure the proposal provides a
positive business opportunity for all potential players.

It is important that the model be flexible and be modified to address the needs
of stakeholders whilst still achieving the maximum economic impact for
Scotland. As a result it is assumed that the proposal will go through stages of
iteration as the plan is implemented. The outline proposal is as follows:

• Establish three institutes to focus on pre-competitive research in the areas
of Energy, Life Sciences & Communications Technology and
Digital Media.
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• Chief Executive Officer must have a strong industry background and be a
leading player in the field of focus for any given institute. CEO should have
strong market links and global knowledge

• Strong participation is anticipated from Industry leaders - Global players,
local SME and Academics in order to help define the focus areas. This will
be augmented by the institutes’ own networking with other 3rd party market
foresight sources.

• Institute must review the competitor landscape, pre-existing IP and
foresight activities etc to understand opportunities

• Research will be commissioned to appropriate existing research groups,
primarily within Scotland, although key skills will be accessed elsewhere
when not available or an additional element can improve the offering. The
distributed research model will be supported by a strong knowledge
management system and human capital mechanisms.

• Research projects will be programme managed with milestones and
deliverables using similar mechanisms to those used in Corporate
Research organisations that have intense working relationships with
academic partners

• Research undertaken will be under the control of the ITI, in a similar way to
that of existing contract research arrangements by companies. Appropriate
arrangements must be made for access to both background IP and to
allow follow on research

• Establishment of a limited physical location to support the market interface
and management infrastructure (external to existing research institutions).
The location criteria for this are presently under review.

• Value extraction mechanisms and potential exploitation paths must be
constantly checked during the course of the programme. To ensure that
the maximum economic impact is achieved, support mechanisms such as
high quality incubation support must be provided to researchers across the
distributed research network

A schematic representation of the proposed model can be seen in Figure 1.

Two inter-dependant advisory steering groups will support the operation of the
Institutes. The steering groups would help to articulate the market
opportunities that would create the research agenda and the routing of the
output of the research to the most appropriate commercialisation channel. The
quality of membership of these two Boards is fundamental to the successful
operation of the Institutes.

The Research steering group membership will be predominately global
industrial players together with academics with global reputations in their
research field. Considerable overlap of members of the Research and
Commercialisation groups will be designed into the organisation to strengthen
the development process and ensure the maximum commercial opportunity is
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targeted. Commercialisation group members will be required to have
additional skills in company building and the financing of technology firms in
the chosen technology area.

Membership

The issue of membership is central to the proposed Institutes. The model is
premised on the basis that the Institutes’ strategy and operation will be
actively guided and supported by its members. The attraction of members with
a broad global perspective on markets and new technology directions, as well
as a local focus to ensure that propositions can therefore be effectively
transferred into the Scottish economy, are an essential condition of the
proposed construction of the Institutes.

General membership access will be set at a level to allow SME’s in Scotland
to easily become involved, another membership category will involve a higher
level of commitment which firms will be able to pay in kind or as a financial
contribution.
The membership has been designed to allow diffusion into the Scottish
Economy to be maximised and the Intellectual Property requirements to be
maintained.

Intellectual Property

The approach to intellectual property and intellectual assets draws upon the
current best practice in both the management of intellectual assets and
structuring of access to intellectual property. Cognisance of the economic
impact and diffusion requirements of the ITI model has resulted in the need for
a more sophisticated value release methodology than would be required in a
purely commercial environment. This proposal will continue to be developed
as consultation with stakeholders progresses.

Economic Impact

An impact assessment has been prepared for the project which provides a
comprehensive assessment of the economic argument for the Institutes,
assesses the robustness of the proposed model, and projects the likely
impacts of the project on the Scottish economy over the longer term. It also
looks at the major economic benefits other regions have gained from the
establishment of similar mechanisms.

The assessment projects substantial economic benefits from the
establishment of the Institutes and highlights, based on the experience of
other regions that have established such intermediary mechanisms, just how
far reaching the consequences of developing such infrastructure in Scotland
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will be for many of the factor conditions that drive our regional
competitiveness and productivity. These Institutes have the capacity to:

• Substantially increase and sustain the birth rate of indigenous high value-
add technology based companies leading to significant improvements in
productivity gains.

• Help with the move towards recruiting higher value-added FDI projects to
Scotland.

• Substantially increase the level of exchange between academia and the
corporate sector in Scotland, helping develop not just a transfer of skills
and increased corporate R&D but also a more commercial and
entrepreneurial culture and ethos in the Scottish academic science base.

• Strengthen and support the realisation of the commercial potential of the
Scottish science base, leading to direct and significant productivity and
competitiveness gains for existing companies through “hard” technology
transfer, the transfer of skills, and the significant growth in the number of
commercially focused researchers.

• Further establish and connect Scotland into key overseas markets,
highlight Scotland as an important centre for specific technologies and as
a location for foreign direct investment, portfolio direct investment and
mobile skilled labour

• Create a sustainable flow of market relevant technology companies that
will attract more local and international venture capital leading to additional
economic impacts.

• Reinforce and develop Scotland’s key industrial clusters.
• Significantly increase the retention of graduate and professional skills in

Scotland

The experiences of other intermediary institutions that exist around the world
indicate that there is a significant incubation period prior to the manifestation
of sustainable high economic impact. The market opportunities must be
seized in a timely manner when they present themselves or Scotland risks
losing the opportunity.

The Intermediary Technology Institutes and HEIs

The higher education institutes in Scotland are a critical component in
ensuring the economic impact and success of the Intermediary Technology
Institutes proposal. It is the skill and reputation of their academics, which
when supported to focus on commercially targeted challenges, will enable
Scotland to become the focus for commercially ready research in key market
areas. It is the intention that the work undertaken through the ITI be additional
to that of curiosity driven basic research.

The HEIs have as clear primary goals, the transfer of knowledge and skills
through teaching and the pursuit of research excellence. The
criteria with which they are measured and by which they
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measure themselves, reflect these goals, namely, peer recognition,
international standing and the Research Assessment Exercise (RAE). Their
focus on basic research ensures that in the future there will continue to be
technology that can be exploited, their broad spread of research ensuring that
new ideas and new avenues can be opened for Scotland in the future. The
way in which the HEIs are responding to the challenge being made to them to
commercialise more of their research is appropriate for their overarching
goals, the pursuit of research excellence. The identification and protection of
intellectual property that is being generated by their academics in their
selected field of research is the focus of the commercialisation departments of
the HEIs and it is important that this continues.

Conclusion

The challenge that Scotland faces is to ensure that more research and
development is undertaken to support emerging markets in addition to the
curiosity driven research. It is essential that this research be commercially
driven with a focus on the application of that technology being paramount. The
commercial drive not only identifies those areas with maximum potential
economic benefit to Scotland but also builds the necessary strong linkages to
the global market in terms of customers and partnerships. The essential
component of the Intermediary Institutes is that they are demand not supply
driven.

The ability to tap into research skills in many different institutions both Scottish
and international, facilitated by this approach, will ensure that all the
components of a technology platform can be bundled together to create a
viable sustainable global proposition. It will also ensure the international
visibility of the excellent research currently being undertaken in Scotland.

The ability to channel the market requirements through an intermediary
institution and tap into the strengths of existing research groups to support the
commercial goal will be a major differentiator for Scotland.
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Summary

The Intermediary Technology Institutes (ITIs) will provide sustainable economic benefits for
Scotland through the development of high growth technology companies and interaction with
the current company base in three key sectors: Life Sciences, Energy and
Communications/Digital Media. They will achieve this through increasing the amount of market
driven research and ensuring that the research outputs move rapidly through to exploitation for
the maximum benefit of the Scottish economy.

The ITI approach has been designed to meet Scotland’s particular requirements. It has been
developed and validated through a comprehensive investigation and market consultation with
over 250 different companies, institutes and universities world-wide. The ITIs will result in a
considerable range of direct and indirect benefits to business, the public research base and
the economy.

Following approval by the Scottish Enterprise Board, the First Minister publicly launched the
initiative in December, 2002. The project is now moving through to full implementation which
will commence in late summer, 2003.

__________________________________________________________________________

1 Introduction

Scottish Enterprise greatly welcomes this opportunity to brief the Enterprise and Lifelong
Learning Committee on progress to date in establishing the Intermediary Technology Institutes
(ITIs) and the anticipated benefits. This major initiative is completely aligned with both policy
concerning the development of the knowledge economy and the strategic goals for the
Enterprise Networks, as set out in ’Smart Successful Scotland’.

The ITIs mark a significant step forward in Scotland’s future economic development. Scotland
has long had a reputation for world class academic research capability on which to build. In
contrast, the overall level of business R&D is relatively weak.

The ITIs will create additional, market orientated research capacity in Scotland. Markets and
technologies co-evolve. Hence the ITI pre-competitive research programmes will be shaped
by:

♦ A thorough understanding of the rate and direction of developments in the markets of
interest, and possible discontinuities

♦ Assessments of the scientific and technological developments that have the potential
to create commercial advantage

The ITI approach has been designed to meet Scotland’s particular requirements and to
complement the research programmes of both companies and the public research base. It
has been developed and validated through a comprehensive investigation and market
consultation with over 250 different companies, institutes and universities world-wide.

2 ITI Mission

The ITIs will provide sustainable economic benefits for Scotland through the development of
high growth technology companies and interaction with the current company base in three key
sectors i.e. Life Sciences, Energy and Communications/Digital Media.
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3 ITI Objectives

The overall objectives are to:

♦ Develop a unique facility to commission and support market-driven research
♦ Develop a completely new set of links and collaborations among industry, R&D

providers and commercial facilitators
♦ Provide a focus for Scotland’s companies and research providers in the selected

markets and technology areas
♦ Significantly increase the level of R&D in Scotland in key market sectors in the

medium to longer term
♦ Help develop high growth technology companies and sectors for Scotland

The ITIs will consequently raise the profile of Scottish science, technology and innovation both
in the European Research Area and in global market and technology networks.

4 Scale, Duration and Funding

The scale of the ITIs and the duration of the programme have been determined through
assessments of:

♦ Comparable initiatives world-wide
♦ What is currently appropriate and realistic in Scotland

Scottish Enterprise recognises that this is a long term programme requiring funding at a level
of £450 million over a minimum of 10 years.

The Scottish Enterprise Board approved the ITI project in October 2002 based on
conservative projections of the out-turn of the research programmes and subsequent
exploitation in Scotland.

The Scottish Enterprise Board accepted the inevitable uncertainties and risks concerning:
♦ Time lags between knowledge creation and its exploitation
♦ The scale and nature of the resources required to secure economic impact
♦ The skewed nature of success in any research portfolio - the major returns tend to be

generated by a small proportion of the projects funded

5 Structure, Operations and Membership

The ITI overview attached provides a summary of the operational structure, business model
and membership (please see pages 3-5).

The hub locations selected are Aberdeen (Energy), Dundee (Life Sciences) and Glasgow
(Communications/Digital Media).

6 Benefits to business

The ITIs will need to offer benefits to all members and stakeholders. Member companies will
be able to leverage their own internal research spend by accessing and influencing the
direction of the ITI funded, pre-competitive research in key markets relevant to their business.
In addition:

♦ Member companies will be able to access shared market foresight and early sight of
break through research

♦ Global and Scottish member companies will be able to access world class technology
through licensing agreements
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♦ Members will be able to join a limited number of market focus research programmes
giving early access to the knowledge created

♦ Members will be able to participate in a strategic research agenda that  they would
otherwise ignore as non-core or too speculative

For companies formed to commercialise ITI outputs, or companies licensing IP, the
commercial outcomes will be sales revenue from new products or process cost reduction.

Businesses, particularly SMEs, can expect significant indirect benefits: business gained
through new contacts, enhanced reputation related to participation in ITI related activity and
enhanced knowledge within the organisation.

7 Benefits to Higher Education and Public Research Institutes

For academia, the ITIs will provide an opportunity for researchers to be funded through an
additional funding stream to work on pre-competitive research supporting key markets. In
addition:

♦ HEI post graduates will be able to gain experience at the market end of the research
spectrum.

♦ HEI can take advantage of close connections with industry, e.g. through the
development of research fellows

♦ The ITIs can act as a global shop window for the capabilities of Scottish research in
key market areas.

Indirect effects are again likely to include further contracts gained through new contacts and
enhanced reputation.

8 Benefits to the Economy

The main benefits to the economy will be:
♦ Output and productivity gains due to the commercialisation of ITI research outputs
♦ Employment effects

• Direct and indirect employment effects due to ITI related activity
• Employment effect of licensing
• Direct and indirect employment due to spin-outs and start-ups

♦ Indirect effects of ITI activity:
• Other applications of the knowledge gained through the market and technology

assessment process, the research, and the exploitation process
• Effects of transfer of knowledge among participants and its application in new

spheres
• Additional private sector activity in research and technology exploitation.

Most international comparators studied by Scottish Enterprise have delivered long term
economic benefits. Typically there are early indicators after five years and strong related
economic performance after ten years.

9 Establishment of the ITIs - Current Phase

The work currently underway covers:
♦ Communications and stakeholder meetings
♦ Legal framework, company incorporation and draft model agreements for operating

contracts
♦ Recruitment of key personnel
♦ Outline definition of operations

• Market/technology foresight and assessment processes
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• Research supplier selection process
• Process for exploitation of ITI intellectual property

♦ Performance monitoring and measurement framework
♦ Implementation of basic shared services and systems for the Holding Company and

each of the three institutes

The project will proceed to full implementation in late summer, 2003 with:
♦ Appointment of the first Board members
♦ First research placed by the end of 2003.

10 Communications strategy

The principal objectives of the current communications strategy are to:
♦ Clarify the role of Scotland’s ITIs
♦ Develop interest amongst key stakeholder groups

A key element of the strategy is a seminar programme for both business and academic
audiences. The purpose is to communicate:

♦ The economic context and the nature of the opportunity
♦ The ITI model and approach
♦ Implementation status, forward plan and timetable

Seminars for business audiences will be held during March, 2003 in Aberdeen, Inverness,
Dundee, Glasgow and Edinburgh. Dr Janet Brown, Director of the ITI project, and Dr Robert
Crawford, CEO of Scottish Enterprise have already had extensive contact with senior business
figures and industry associations.

Scottish Enterprise is developing channels of communication with the HEI sector in
conjunction with Universities Scotland. The programme of seminars for an audience drawn
from academic and public research organisations is being held in Aberdeen, Dundee,
Glasgow and Edinburgh.

11 Legal framework and public accountability

Scottish Enterprise is paying meticulous attention to the legal framework and public
accountability requirements of this large scale and long term project. The objective is to
provide the essential framework and safeguards while avoiding undue operating constraints
and the introduction of perverse incentives. The approach to performance monitoring and
measurement is under development.
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                                           EL/03/05/2

Enterprise and Lifelong Learning Committee

Meeting 25 February 2003

Science and the Economy

Members agreed in December 2002 to hold a series of hearings in February/March
2003, to explore a range of areas of interest.  The Committee was particularly
interested in the links between research, science and the economy.

A panel of experts has therefore been invited, to give members their views on how
best to ensure that the appropriate links are created, maintained and developed
between science and the economy.

Short biographies for the panel members are attached along with submissions from
each.

Recommendation

Members are invited to note the contents of this paper for use during the
discussion session at the meeting.

Simon Watkins
Clerk to the Committee



Witnesses for Enterprise & Lifelong Learning Committee meeting –25 February 2003

Kevin Cullen
Acting Director of Research and Enterprise, University of Glasgow

Kevin Cullen is Acting Director of Research and Enterprise (R&E) at the University of
Glasgow. He has responsibility for the development and implementation of Knowledge
Transfer / commercialisation strategy for the University and ensuring alignment of this with
the University’s mission. He also leads the University’s involvement in Economic
Development, particularly with the LECs and through the European Structural Funds. He
has particular interests in spin-out companies and developing the University interface with
SMEs (small and medium-sized companies).

Mr Cullen joined R&E at Glasgow University in 1999 from Heriot-Watt University, where he
was responsible for devising and implementing the University’s commercialisation strategy.
Previously, he worked for Procter & Gamble in the UK and Brussels, where he was
responsible for technical brand management, product development, and technology
development covering Europe, North Africa, and the Middle East.

Sir Alan Langlands FRSE
University of Dundee & Chair, Scottish Institute for Enterprise

Alan Langlands is the Principal and Vice-Chancellor of the University of Dundee. He is
also Chairman of the Scottish Institute for Enterprise, a partnership between industry and
the major research Universities in Scotland, which aims to promote entrepreneurship in
science and engineering.

Sir Alan was the Chief Executive of the NHS in England from 1994-2000 where he was
accountable to Parliament for a £42 billion budget. He is well known in the development of
healthcare policy and as a strategic manager of health services, having advised in
numerous countries including Russia, the USA, Canada and China. He was knighted in
1998 for his services to the NHS and is a Fellow of the Royal Society of Edinburgh.

A science graduate of the University of Glasgow, Sir Alan was conferred Doctor of the
University in 2001. He is an Honorary Professor at the University of Warwick Business
School and a member of the Health Advisory Board at INSEAD (widely considered to be
one of the world’s largest and most influential top tier business schools). In addition, he
sits on the External Advisory Board of the Royal College of Physicians and the National
Advisory Board of the John Hopkins University Bioethics Institute. Sir Alan has been
awarded Honorary Fellowships by the Royal College of Physicians (London), the Royal
College of General Practitioners, the Royal College of Surgeons of Edinburgh, the Faculty
of Public Health Medicine and the Institute of Actuaries.

Ross Burnside
Research Specialist – SPICe

Enterprise & Lifelong Learning
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Meeting 25 February 2003

Dr Kevin Cullen

Submission from Dr Kevin Cullen attached.

Simon Watkins
Clerk to the Committee



Note that some of this material and related material has recently been submitted to:
• Universities-Scotland through the Research & Commercialisation Committee
• Technology Ventures Scotland for the ‘Bridging the Gap’ document which is in preparation

Submission to the
Enterprise and Lifelong Learning Committee

March 25th 2003

Dr Kevin Cullen
Acting Director, Research and Enterprise

University of Glasgow
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Knowledge Transfer, Evidence to ELLC, Dr Kevin Cullen, R&E, Glasgow University, submitted 19/2/03

Knowledge Transfer
The Role of the University in Economic Development

Dr Kevin Cullen, University of Glasgow

Executive Summary

Universities engage in a wide range of activities that lead to economic development. In some of
these the university’s objective is economic development, in others economic development is a
beneficial by-product of the activity.

The University of Glasgow believes that these activities can be described as occurring across a
spectrum of objectives from outreach to outcome:

Outreach activities: the university acts as an agent of economic development, carrying out
activities designed to benefit the economy. The beneficiaries of these activities are
companies, students and the wider economy. These activities cost money, but the university
does not make money from these activities. Economic development is a specific objective.

Funding for these activities should be considered to be the same as those for economic
development agencies, effectively, funding is provided, on an ongoing basis, to the
university so that it can deliver activities that lead to economic development. Public funding
for public good.

Outcome activities: the university acts as a venturer in the same way as a company,
entrepreneur or investor, carrying out activities (normally the exploitation of valuable
Intellectual Property) designed to make a financial return to the university. The university is
a beneficiary and should make money to reinvest in research and teaching. Economic
development is a by-product of successful activity.

Funding for these activities should be considered to be the same as those for other venturers,
effectively pump-priming or start-up support, requiring the university to make the activity
profitable and self-sustaining.

These different objectives should be at the forefront of thinking on how to maximise the
engagement and impact of universities in economic development and are fundamental to
ensuring that appropriate activity is encouraged, supported and rewarded. In particular:

• what type of funding should be provided to support university activities?
• how to measure success in university economic development activity?

Economic development agencies are measured in terms of impacts and value-for-money. They
are not expected to become self-funding and would not expect to make a financial return from
the success of those they support. In outreach activities, universities should be assessed in the
same way as economic development agencies.

Venturers such as companies, entrepreneurs and investors are measured in terms of their own
economic success. They are expected to become self-sustaining and profitable and should not
need ongoing support. The impacts, such as job creation, are a by-product of this success. In
outcome activities, universities should be assessed in the same way as venturers.
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Knowledge Transfer, Evidence to ELLC, Dr Kevin Cullen, R&E, Glasgow University, submitted 19/2/03

Knowledge Transfer
The Role of the University in Economic Development

Kevin Cullen, University of Glasgow

1. Universities in Economic Development

The university exists to create and disseminate knowledge and this mission has traditionally
been fulfilled through research and teaching. These will always be core to the role of the
universities and very significant contributors to economic development.  There is a powerful
argument that the generation of skilled and educated graduates is the most significant
contribution that the universities make to the economy.

However there is also a third mission, which could be called ‘engaging with or enriching
society’. This includes knowledge transfer mechanisms such as student placements, consultancy
and company formation. These activities have tended be developed and operated on a more ad-
hoc basis than research and teaching.

In the creation of a Knowledge Economy, more emphasis is being placed on these third mission
activities for the transfer of knowledge in order to benefit the Scottish Economy. There is a
general consensus of opinion that the universities could contribute more through more effective
engagement with the industrial and commercial sectors. However, the means, mechanisms and
motivations for this engagement are neither obvious nor agreed.

This submission seeks to:
1. describe the ways in which universities can and do, engage in activities which lead to

economic development;
2. describe a framework within which to understand the roles and motivations of universities

in the activities;
3. suggest an approach to funding and assessing these activities to ensure that the right

activities are encouraged, supported and recognised in order to optimise this engagement.

2. Universities – What Economic Development Activities?

Apart from research and teaching, universities engage in a wide range of activities, which
deliver benefits in terms of economic development. These will typically include:
• Student placements
• Consultancy
• Research with/for industry
• Training for industry
• Licensing of technology
• Spin-out company formation

It is fairly easy to see how each of these activities contributes to economic development,
through the direct transfer of knowledge, and to understand why universities are increasingly
encouraged to participate in, and support these activities. However, to ensure that universities
optimise their participation and performance in these activities, it is important to understand
why the universities themselves participate.

3. Universities – Why Economic Development Activities?

At the simplest level, there are three key objectives for universities in engaging in these (and
any other) activities. These are:
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• Public Good – making a contribution to society, community and the economy.
• Academic reasons – in particular, the creation of new knowledge.
• Revenue/Return – contributing to the financial wellbeing of the institution.

Ideally, any activity would achieve all three of these objectives. However, in reality third
mission activities will tend to be driven by one or, at most, two of the three as shown below:

Public Good
(Scotland)

Academic
Objectives

Revenue/Return

Student placements Yes ? No
Consultancy Yes ? No
Contract research No Yes Yes
Licensing No No Yes
Company formation No No Yes

This table shows the most common reasons for undertaking the activities shown. It is, in fact,
more complicated than this, since activities which are nominally the same can, in fact, be
undertaken for very different reasons. For example, looking at licensing and company
formation:

Public Good
(Scotland)

Academic
Objectives

Revenue/Return

Licensing
To Global Pharma No No Yes
To Scottish SME Yes ? No

Company Formation
Venture Capital No No Yes
Student start-up Yes ? No

The key point here is that the motivations for third mission cannot be described in terms of the
activities undertaken, but must instead be understood, described and supported in terms of the
objectives of the universities undertaking them.

4. The Knowledge Transfer Spectrum – Outreach to Outcome

The University of Glasgow view is that third mission knowledge creation and knowledge
transfer of this type occurs across a spectrum where the objectives and motivations as well as
activities vary enormously. We believe that understanding, managing and supporting within the
context of this spectrum is the key to success in economic development.

At the extremes of the spectrum are outreach-oriented and outcome-oriented activities.

Outreach – Public good is the objective and the university acts as an agent of economic
development in Scotland. There is no direct economic or financial objective or incentive for the
university to engage. At best, the university can seek to cover its costs and hope or expect that
the activity will lead to some future benefit or return in the form of student recruitment,
additional research or positive publicity. Typical examples of outreach activity include student
placements, TCS, consultancy, Connect, student companies and SME networks. The university
is not a direct beneficiary of this activity. The beneficiaries are students, companies and the
wider economy.

Outcome – is defined by the objective of making money for the university, to reinvest in
research, teaching and infrastructure. The university acts as a venturer. In outcome activity the
university will generally seek to invest its resources (usually valuable IP and Human Resource)
in activities that will make a financial return to the university. The highest profile outcome
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activity at the moment is spin-out formation, where the university seeks to profit from capital-
growth (equity) and revenue from licences to companies built upon the university’s knowledge
and IP. The University is a beneficiary of these activities.

A range of other activities lie in between outreach and outcome on the spectrum.

5. Elements in the Outreach – Outcome Spectrum

In the University of Glasgow, we have defined five distinct areas of activity in the spectrum,
each characterised by the objectives of that activity. These activities are:

• Outreach
• Research and Technology Development
• Contract Research
• Licensing
• Venturing (including company formation)

The key characteristics of each of these areas (reasons for undertaking, costs, returns, etc.) are
shown in Attachment 1. The table in Attachment 1 helps to highlight the very different
motivations involved in undertaking activity across the spectrum.  Perhaps the most critical
element is the cost/return profile across the spectrum, as shown in the graph below.

£

This shows that whilst the cost of the activity increases from outreach to outcome, so too do the
potential returns to the university from undertaking that activity. From the university
perspective, only contract research, licensing and company development can be expected to
show a financial return. It is interesting to note that outreach activity ‘costs’ the university more
than research does.

It is also important to note that the more traditional research functions of the universities, where
the objectives, funding and outputs are well understood, lie towards the middle of the spectrum.
As activities move from the centre to the left and right, the role of the university changes from
research institution to agent of economic development and venturer respectively. These roles are
less well understood and lie at the heart of the debate around universities and economic
development.

6. Funding for Economic Development Activities

It is essential that the distinction between outreach and outcome is recognised in the initiatives
and funding is put in place to engage the universities in economic development activities. The
graph above shows:

Outreach – the activity costs the university money. In order for the activity to be
sustainable it is essential that an ongoing stream of public funding is provided. This should

Potential
return

Cost of
activity

Outreach     R&T Dev   Contract Res     Licensing    Venturing
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be considered as exactly analogous to the funding provided to the parts of the Enterprise
Network.

Outcome – successful outcome activity will make money. Public funding should be
available to kick-start these activities, in the same way as this is available to companies
engaging in the development of new products/businesses. However, the funding should be
project-focused and time-limited and probably available on a competitive basis.

7. Local versus Global Focus

We believe that this analysis also helps to explain and address the tensions that are sometimes
apparent in the expectations placed upon the universities in terms of economic development.
There has been a sense of “helping Scottish SMEs good: international licensing bad”. When
viewed in terms of the outreach/outcome spectrum, many of these tensions disappear.

Outreach – as an agent of economic development, the focus is local. The universities seek
to work with local, regional and national companies in Scotland in order to make them more
competitive. The universities do not generally engage in outreach activity internationally.
An objective would be to help SMEs to internationalise and the universities can use their
international networks to support this.

Outcome – as a venturer, the focus is global. The universities will seek to develop business
opportunities wherever  the financial returns are greatest. If the best deal is available in
Scotland, universities will naturally do the deal in Scotland. If not, the universities will deal
internationally. Universities should be encouraged in this in the same way that Scottish
companies are encouraged to engage in international markets to maximise the potential of
their business.

8. Key Issues to be Addressed at the Policy Level

1. Are universities considered to be key agents of economic development and is there scope to
provide core and ongoing funding to support this activity along the same lines as the
funding provided to the Enterprise Network? Note that SHEFC’s Knowledge Transfer
Grant is a fundamental and very welcome first step in this area.

2. Are universities supported in their role as venturers? If a university creates highly valuable
intellectual property, is it expected to and supported to exploit this intellectual property, to
obtain the greatest economic value for it, in the expectation that this wealth creation will
lead to local economic impacts through the trickle-down effect? This can be a cause of
tension when the route for exploitation is outwith Scotland. Note that the Scottish
Executive/Scottish Enterprise Proof of Concept scheme is a very welcome and useful tool in
this area.

9. In Conclusion

The view of the University of Glasgow is that both outreach and outcome activities are
important, appropriate and beneficial to the University and the Scottish economy. Both should
be encouraged and supported, but through different mechanisms. Universities should be
supported in their role as agents of economic development through an ongoing funding stream.
Universities should also be encouraged to create wealth and to maximise the value of the
intellectual property they create through outcome activity. This should be supported through
pump-priming, exactly analogous to the support provided to companies.
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UNIVERSITY OF DUNDEE

COMMERCIALISATION OF THE UNIVERSITY’S SCIENCE BASE

Introduction

This note has been prepared at short notice ahead of the
Enterprise and Lifelong Learning Committee on 25 February 2003.
It focuses on the contribution of University of Dundee science to the
Scottish economy but does not generalise too much from this single
example.

Background

1. Scotland continues to punch above its weight in research
output.  With just 9% of the UK population, Scotland wins 14%
of the UK funding councils’ resources for research, 13% of
government departments’ resources for research and 12% of
the EU research resources spent in the UK.  Scotland has 13%
of all the UK academic departments rated 4, 5 or 5* and
Scottish academics produce 1% of all research publications in
the world – we are third in the world league table for
publications per head of population.  However, Scottish industry
invests only 0.5% of national GDP on research and
development, half the level of the UK as a whole and a third of
the OECD average.  The Scottish business birth rate remains
stubbornly low at about 30% below the UK average.

2. Ministers’ determination to unleash creativity and enterprise in
Scotland and to take advantage of the research strengths of our
Universities is strongly supported in Dundee.  The policies
embodied in A Smart, Successful Scotland (October 2001)  and
the Science Strategy for Scotland  (August 2001)  aim to
improve performance in this area but they are only the
beginning of a difficult process of culture change to foster
entrepreneurship and practical action to increase the number of
people who study science and improve the standards they
achieve. Both are rate determining steps.

3. Universities have four key responsibilities:

(i) to provide an environment in which every student and
every member of staff

can achieve his or her full potential
(ii) to enable learning through expert teaching
(ii) to foster world class research and
(iii) to contribute to the economic, social and cultural life of

the community.
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4. The commercialisation of the University research base is not our
prime purpose – we have other important responsibilities.
However, it is significant – partly as an end in itself, contributing
economic advantage to the City of Dundee and the surrounding
area and partly as a means to an end, fuelling the development
of the University’s own research activities.   Life Sciences – the
main strength of the University with a 5* RAE rating – accounts
for about 12% of the economy of Tayside.  In collaboration with
the City Council, Scottish Enterprise Tayside and other partners,
we are working on a cycle of research and enterprise activities
that has six main components, illustrated at Annex 1 viz:

(i) tapping into all available resources of research funding to
support high quality basic research and to develop
modern research infrastructure

(ii) providing teaching and training programmes in
entrepreneurship and new business skills

(iii) ensuring that scientists and technology transfer
specialists work together to identify research and IPR
with commercial potential and then devise effective
commercialisation strategies

(iv) providing early stage funding to extend the protection and
applicability of intellectual property and to demonstrate its
potential commercial value

(v) providing incubation facilities and a range of specialist
support services to prepare projects for market
exploitation

(vi) the development of licensing deals and spin out
companies which, as they grow, have the potential to
place contracts and/or sponsor research with the
University.

The remainder of this note looks at each of these issues in more
detail and reports progress under each heading.

High Quality Basic Research

5. Upstream investment in basic research is an essential pre-
requisite for successful company formation.  This is a long game
– it depends on building a critical mass of highly motivated
scientists with complementary skills and interests, drawing on a
diverse range of funding sources and investing in the
infrastructure and the analytical capacity required to support
cutting edge science.  There are no short cuts – the building
process takes time and it can be quickly undermined by the loss
of key staff or changes in funding policies.  The requirement to
take advantage of new opportunities at the interface between
biology, physical sciences/engineering and medicine; the
publication of the White Paper on Higher Education and the
potential for differential funding north and south of the border;
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and the effects of the sustained downturn in the stock market on
the major biomedical charities all present new challenges which
need to be addressed quickly.

Key points of progress:

(i)  in 2001/2 research awards  increased from £43m to
£56m

(ii) the post genomic research centre with new facilities
in bioinformatics, DNA array technology, DNA
sequencing, structural biology and molecular
interactions opened in May 2002

(iii) plans are well advanced – through SHEFC’s Science
Research Investment Fund and other sources – to
further improve the infrastructure in life sciences,
physical sciences and medicine

(iv) consultation is underway on a post-RAE research
strategy

(v) Scottish Enterprise has agreed to establish three
‘intermediary technology institutes’ to stimulate
market-led research and have committed expenditure
of £450m over the next 10 years.  The University is
well positioned to take advantage of this initiative.

Entrepreneurship and new business skills

6. A total of £6m has been awarded to the Scottish Institute for
Enterprise (and its various offshoots including the Centre for
Enterprise Management in Dundee) to encourage a culture
change in Scottish Universities by embedding enterprise
education in the science and technology curriculum, supporting
the professional development of University staff in enterprise
education, enhancing teaching through case studies,
establishing business planning and innovation competitions and
setting up a student patent fund.  It will not be possible to
establish the full spectrum of training and development activities
in entrepreneurship in every University and it will still be
necessary to link to other parts of the UK science enterprise
network, the international initiatives being spearheaded by the
Cambridge-MIT partnership and international business schools.

Key points of progress:

(i) the Centre for Enterprise Management has been set
up

(ii) credit-based modules in entrepreneurship are now
available to science, engineering and technology
students

(iii) the PLATO scheme, which draws on business
development expertise from large companies (eg
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NCR, Michelin) to support SMEs, has been
established.

Effective commercialisation strategies

7. Traditionally the most favoured route for the commercial
exploitation of intellectual property from the University has been
direct licensing to an established company.  This remains the
case although in recent years the University has pursued other
routes including:

(i)         consortium arrangements eg the University of Dundee,
the Medical

Research Council and five major drug companies (with
added support from Scottish Enterprise Tayside and the
European Regional Development Fund) are exploiting
the commercial potential of targeting protein kinases and
protein phosphates for the development of novel drugs to
treat a range of diseases.  The consortium companies
receive first option on any new targets resulting in
licensing deals and any targets not taken up by the
consortium companies can be licensed outside the
consortium.  This arrangement has secured £8m over 5
years, 25 post-doctoral research scientists have been
recruited and it has played a key role in attracting inward
investment from the US company Upstate Biotechnology.

(ii) spin out companies eg Cyclacel, formed in 1996 with
support from the Cancer Research Campaign, the
Universities of Dundee and Glasgow and Merlin
Ventures.  Now established in a 47,000 sq ft building
close to the campus, the company employs 60 people,
including 27 PhD level scientists.  It has established a
series of programmes to develop cancer drugs and
completed a series C fundraising round of £34m drawn
from a strong international investor group.  Cyclacel has
a major £13m collaboration with Astra Zeneca.

(iii) novel models of technology transfer – eg AMCET, a joint
venture between the University and SET to establish an
applications development company.  AMCET has
licensed technology to a new spin out company which will
develop new products for the microelectronics industry
(optical circuit boards) and the transport industry
(sensors for catalytic converters).  It is also promoting a
series ‘close to market’ environmental catalysis products.

These examples reflect the commercialisation experience and the
wide range of industry connections in Research and Innovation
Services – the University’s technology transfer office.
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Key points of progress:

(i) four spin out companies have been formed in the
past 12 months

(ii) the second round contracts with the companies
taking part in the ‘protein kinase’ consortium are well
advanced

(iii) a number of existing companies in the area believe
that their further growth may be inhibited by limited
access to specialist equipment and resources and
discussions are underway with the companies
concerned and Scottish Enterprise Tayside about the
possibility of co-investing in key services and large-
scale equipment.

Funding early stage development

8. Previously a bottleneck, we have had a number of recent
successes in funding the early stage development of candidates
for commercialisation.  A range of funding mechanisms have
been established:

(i) the University has set up its own Business Venture Fund
(maximum £100k p.a.) to provide seed corn for new
projects

(ii) we have recently been successful in winning a University
Challenge Fund of £3m from DTI in conjunction with the
Universities of St Andrews and Aberdeen

(iii) we draw on the national ‘Proof of Concept Fund’ run by
Scottish Enterprise and have had recent success in
obtaining Scottish Executive SMART awards

(iv) we work in partnership with the venture capital and
business angel community.

While the current market conditions mean that potential investors
are risk averse, the ‘hierarchy’ of funding options (above) provides
access to sums in the range £30k to £2m and should sustain a flow
of new ventures.

Key points of progress:

(i) the University currently holds eight proof of concept
awards with an aggregate value of £1.3m ( a further
four awards were successful in January 2003) and
has recently been awarded SMART awards for three
university spin out companies

(ii) steps are in hand to establish a Business Ventures
Group to give sharper focus to the commercialisation
process and in particular the development of spin-
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out and start up opportunities.  This Group,
comprising key University staff and external industry
expertise, will advise the Principal who will report
progress twice a year to the University Court

(iii) despite a difficult market, preliminary discussions
are underway with two new ‘venture’ funds which are
keen to support the early stage development of
University of Dundee commercialisation projects.

Incubation facilities and services

9. The requirement here is for high quality, low cost facilities close
to the campus with access to equipment, training and
development opportunities and responsive business services.

Key points of progress:

(i) the University has established Dundee Incubator Ltd
(ii) Dundee City Developments are developing a new

incubator building on the Technopole site with the
University as the primary tenant

(iii) discussions are underway with a third party with a
view to developing novel approaches to the
commercialisation process, providing expert
business support to the scientific community and
early stage company development.

Spin outs and licensing deals

10. The overall aim of the University’s approach to
commercialisation is to develop a concentration of company
activity that will help to sustain the University and its research
activities into the future.  Our vital statistics – research awards
of £56m, patents 98, licences 40, biotech spin-out companies
18, licensing income £1.3m – are a credit to those concerned
but we still have some way to go to match the activities of the
other leading Universities in the UK and the US.  We are
therefore continuing to work to create a favourable environment
for new company formation, to be a magnet for investment and
to be at the leading edge of teaching and training in
entrepreneurship and new business skills.  We are part of a
global competition for capital and excellent people – we will
succeed only if every part of the cycle described in this note is
operating properly and if the overall conditions for new company
formation are right locally and in Scotland as a whole.

Conclusion

11. Whilst remaining true to its central mission in respect of
teaching and learning and research, the University is committed
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to supporting economic development and the expansion of its
research base through the commercialisation process.  In
adopting the cycle of research and enterprise activities shown at
Annex 1, we are striving to give coherence to this process and
good progress is being made under each heading.

Alan Langlands
February 2002
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                                           EL/03/05/5

Enterprise and Lifelong Learning Committee

Meeting 25 February 2003

Teaching and Research Funding in Higher Education

Members will recall that in October 2001 the Committee published its Report on the
Inquiry into the SHEFC Review of Teaching and Research Funding (SP Paper 243).
The inquiry was prompted by concern expressed by higher education institutions
over the SHEFC reviews, and the Committee did conclude that the review of
teaching funding had been mishandled. The Committee’s key recommendation
relating to teaching funding was the establishment of an independent review panel
for teaching funding.  This recommendation was not accepted by the Executive.

Other issues raised in the report included:

• Support for widening access to higher education, including funding premia.
• The need for a strong evidence base for teaching funding allocations.
• The Committee's concern that current research funding policy is not necessarily

reinforcing the links between academia and industry.
• The Committee's belief that universities need to examine some of their own

internal rules and structures to see whether they.

The report made a number of recommendations which have been acted upon;
including for example the establishment of intermediary research bodies.  The
Executive is also conducting a Review of Higher Education, which is now in its
second stage and which is expected to be published before dissolution.

As part of the Committee’s hearing on Science and the Economy, the Scottish
Higher Education Funding Council, which is responsible for providing all teaching
and most research funding for higher education institutions in Scotland, has been
invited to give evidence on progress since the Committee’s report.  SHEFC will also
update the Committee on recent and forthcoming developments in research funding.

A paper from SHEFC is attached.

Recommendation

Members are invited to note the contents of this paper for use during the
discussion session at the meeting.

Simon Watkins
Clerk to the Committee
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1. We welcome the invitation to provide a short written submission to the
Enterprise and Lifelong Learning Committee that describes:

• the role that the Scottish Higher Education Funding Council
(SHEFC) is playing to develop the links between science and the
economy; and

• the outcomes of our recent reviews of teaching and research.

2. We recognise and accept the increasing focus on the contribution of
higher education to a modern economy.  Consequently, this will be a
key priority in SHEFC’s next corporate plan which will be published in
the summer.  Whilst science will be a major plank in our strategy, we
recognise also that a modern society and economy requires qualified
people from many other disciplines in order to sustain effective public
services and to support the full range of businesses which generate the
Country’s wealth.

3. The starting point for considering the role of science and the economy
must be an excellent science base.  A modern economy depends for
its growth on the creation of knowledge and technology and the use of
that knowledge and skills to stimulate innovation and productivity
through new products, processes and services.  The creation of
knowledge through excellent research is a central role of higher
education institutions.   The Council’s main function in this respect is to
fund a high quality, basic research capability in our HEIs that will
provide the foundation for applied research and technological change.

4. In this aim, Scotland has achieved considerable success.  Research
undertaken by Scottish HEIs has improved in terms of the proportion of
high quality research being undertaken.  The results showed that 85
per cent of all academic staff entered for assessment are now in
departments which have research of national or international standing.

5. In the context of this significant improvement in the quality of research,
and in order to support and further the development of the science
base (as well as in other disciplines), the Council introduced the
following changes in 2002-03 to its methods of funding research, which
in total amount to £174 million per annum:

• in our main funding formula through which we allocate £130 million
we gave priority to supporting the highest quality research in
Scotland.  At the same time we decided to include support for
modestly rated but improving departments from those institutions
that have not had access to funding for research in the past;

• we introduced a new research development foundation grant with
an annual budget of £2 million.  This is to support new and
developing subject areas in those institutions that do not have
access to significant resources for research, but have demonstrated
a customer base through generating external research income;



• we have revised our research development grant to be more
strategic, thus allowing us to provide development funding of £10
million per annum to institutions to strengthen capacity where it is
lacking in selected priority economic and other areas; and

• since our review we have been working with the OST, UK Research
Councils, and the Scottish Executive on a joint initiative to invest in
the physical research infrastructure in Scotland.  Under the second
round of this programme, which has recently been announced, we
will be investing £98 million to Scottish HEIs over the period 2004-
05 and 2005-06, which is 52 per cent higher than the first round of
this programme.

6. In all of these developments we are seeking to ensure that Scotland is
able to sustain and develop the research base in its HEIs.  We were
pleased to note that in the recent white paper on the future of higher
education in England many of these Scottish-led initiatives have been
endorsed.

7. The other main contribution to science besides research is, of course,
the teaching of science.   In 2002-03, £212 million of Council grant was
allocated to teaching provision in science and the related subjects of
engineering, computing, and mathematics.  This represents over 40
per cent of the Council’s teaching resources of £510 million, and we
have seen student numbers in these subject areas rise from 41,000 in
1998-99 to 42,600 by 2002-03.

8. Last year we completed a review of our methods of funding teaching
and introduced a number of changes to these methods for 2002-03.
Details are given in the attached annex.

9. Scotland is a small country with a strong science base but it will
become increasingly important to make sure this is organised in a way
which makes the most effective use of limited resources.  As part of the
Scottish Executive’s Science Strategy we look forward to the first report
of the Scottish Science Advisory Committee which is due in the
summer of 2003.  This report will inform the Council’s future thinking.

10. The investment in teaching together with an internationally competitive
research base however are not sufficient conditions to achieving
enhanced economic growth and other social benefits.  The investment
needs to be complemented by effective policies for knowledge transfer
and the commercialisation of the research base.

11. With this in mind we have been developing important means of linking
the science base to the economy:

• in 2001-02 we introduced a knowledge transfer grant of £6 million
per annum to allow HEIs to increase the scale and exploitation of
their outputs, namely research, knowledge, skills, expertise and



ideas.  After the initial period of consolidation, we plan to increase
this significantly from 2004-05 onwards;

• we are reviewing with other funding bodies the way in which
research quality should be assessed.  Any future Research
Assessment Exercise must take account of applied research, and
must not act as a disincentive to effective knowledge transfer;

• we are working with Scottish Enterprise and other organisations to
promote links between the research base and the economy.  Last
year we published a report of a joint SHEFC/Scottish Enterprise
task group which set out a framework strategy for action on
knowledge transfer for our two bodies.  This links with the creation
of the three intermediary technology institutes (ITIs) recently
announced by Scottish Enterprise;

• we have also been working with Universities Scotland and higher
education institutions to develop more inclusive and sophisticated
ways of measuring knowledge transfer so that we may monitor
progress and develop effective policies;

• the Council is a founding sponsor of CONNECT Scotland, an
organisation which continues to nurture the creation, development
and growth of technology enterprise across Scotland;

• we have developed further our web-based database of research
expertise in Scottish HEIs.  This is located at
http://www.scottishresearch.com.  It is intended to market
Scotland’s research capabilities at a national and international level
and to stimulate demand from business and industry, and we intend
to extend this database to cover the work of other public funders of
research in Scotland; and

• through a process of strategic dialogue with higher education
institutions about knowledge transfer, we have established a
working group to commission a study jointly with the Economic and
Social Research Council on the full range of ways in which higher
education contributes to the economy.  This will help to improve the
evidence base for the development of future policies on knowledge
transfer.  

12. These developments are aimed at supporting HEIs in transferring ideas
to the economy more generally.  It is important to emphasise that the
single most important route for the transfer of ideas and know-how
from higher education to the economy comes through the employment
of graduates.  Hence the emphasis above on SHEFC’s role in
supporting science teaching.

13. As the Council prepares its next corporate plan, it is well aware of the
challenges and expectations facing higher education, particularly in
supporting the economy.  In view of this, important developments are



underway to try and ensure that its contribution is effective and
proportionate.



Annex
The outcomes of SHEFC’s review of teaching funding

1. As part of the consultation of the review of teaching funding launched
in December 2000, the Council fully discussed the various issues with
the higher education institutions and others.  In summary we revised
our teaching funding methods as set out below.

2. Introduction of a new price structure.   Following work with
Universities Scotland we simplified the funding method by reducing the
number of subject groups from 23 to 14.

3. New prices.   Most new prices were determined by averaging previous
prices and increasing for inflation.  In addition the following changes
were made:

• resources for science were increased by £0.7 million to pay for the
reclassification of pharmacy as a science;

• resources for clinical subjects were increased by £2.8 million to
bring the price closer to that applied elsewhere in the UK;

• resources for education were increased by £1 million in support of
Scottish Executive and SHEFC policies for the delivery of qualified
teachers, particularly in the secondary priority subjects;

• resources for humanities, languages and business were increased
by £1 million to avoid any potential adverse effects on important
individual subjects because of the grouping and averaging of prices.

4. Tighter relationship between funded student places and actual
activity.      Following consultation with the HE sector about detailed
options available, we converted about half of the ‘fees only’ student
places into funded places.  The result is a closer link between the
actual teaching activity taking place and the funding provided by the
Council.  At the same time we relaxed the rules on transferring funded
places between subjects in order to give institutions more flexibility to
respond to the changing demands of students and the needs of the
economy.

5. Future measurement.   We decided to introduce a new system of
measuring student activity based on credit value enrolled from 2004-
05.  This complements the development of the Scottish Credit and
Qualifications Framework, and recognises the trends towards more
flexible provision as part of the lifelong learning agenda.

6. Premia for additional costs.  We introduced a premium for institutions
serving students from under-represented areas to improve retention
and progression, and a premium to give extra institutional support for
the additional costs of serving disabled students.



7. The changes were manageable for individual institutions.  When all
main Council grants are taken into account there was a total increase
in funding for the sector of 6 per cent, with increases in individual
institutional funding ranging from +2 per cent to +13 per cent.  The
changes have resulted in a simpler and more flexible funding method
which gives institutions the opportunity to respond to future changing
needs of students and the economy.  Under the new system in 2002-
03 the sector enrolled 134,000 full-time equivalent students to publicly
funded places, which surpasses the Scottish Executive plans by 1 per
cent.
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Enterprise and Lifelong Learning Committee

Meeting 25 February 2003

Response from BAA Scotland to the Committee’s Report on
the Future of Tourism in Scotland

Recently members will have received a letter from the Managing Director of BAA
Scottish Airports Limited in response to some of the recommendations of the
Committee’s report on the Future of Tourism in Scotland.

A copy of this letter is attached for members’ information.

In the letter BAA Scottish Airports Ltd raise specific concerns regarding the
Committee’s views on:
• the potential impact of the ownership by BAA plc of three main airports in

Scotland on competition; and
• the level of BAA activity in attracting direct flights to Scotland.

Recommendation

Members are invited to discuss the letter’s contents and to agree a response,
if necessary.

Alex Neil
Convener
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Alex Neil MSP
Convenor
Enterprise and Lifelong Learning Committee
The Scottish Parliament
Edinburgh
EH99 1SP

3rd February 2003

Dear Alex,

Firstly, can I welcome your committee’s recently-published report on the
future of the tourism industry in Scotland.  As a board member of
VisitScotland, and somebody who works in, and believes in, this industry,
I consider this to be a useful contribution to the development of tourism
in Scotland.

That said, I am disappointed with a number of aspects of this report.
Despite written and oral evidence given to the committee, BAA’s
unwavering commitment to route development in Scotland, primarily
through a £60 million fund, has been entirely overlooked.  In my view, this
omission misrepresents the reality, paints a misleading picture to those it
seeks to influence and in part diminishes the credibility of the report.

For the record, at £60 million, our fund represents ten times the amount
being spent by the Scottish Executive through its interim route
development fund, an initiative welcomed by the committee and
lauded as a “sensible investment” .

I would go as far as to say that until the Scottish Executive announced its
interim route development fund late last year, BAA in Scotland was the
only party putting significant financial investment into attracting new
direct international business.  I am sure that my business development
team, which is working tirelessly to attract new routes, would take issue
with any suggestion that they are not “as proactive as they could be” . I
would be interested to know why there is no mention of our investment
in this area, when it is clearly relevant.
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My wider concern is that in the relevant section of your committee’s
report, relating to direct flights and direct access, there appears to be a
worrying disregard for the facts relating to BAA's involvement in
Scotland.
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Let me outline some of these, beginning specifically with the concerns
outlined in paragraph 186 of your committee’s report, which reads “the
committee has concerns that BAA are not as proactive as they could
be in attracting direct flights to Scotland, given their ownership of
Heathrow and Gatwick airports and the economic impact of losing
landing charges at these airports should passengers fly directly to
Scotland.”

In seeking, again, to dispel this nonsensical argument, I will simply repeat
the evidence given to your committee by my business development
director, David Field, on 13th November 2002.  Addressing MSPs, he said:

“Those airports [Heathrow and Gatwick] are far too congested and in
terms of pure profit, it would best suit BAA to have 747s fly international
services out of Heathrow and stop all domestic flights to Heathrow.  It is
complete nonsense to suggest that there is any mechanism by which
BAA can force people to go down to Heathrow or Gatwick to a hub, or
to suggest that to do so is in BAA’s overall financial interest when it is
clear that it is not.

“My chief executive and deputy chief executive have been up to
Scotland and will come up again if they are asked.  They will say again
that it has never been BAA’s policy to deny Scotland international
services so that we can feed Heathrow.  Quite the opposite is true.”

I am disappointed that what was a very straightforward explanation of
the reality has again been disregarded, with the inference being that
our evidence, or the veracity of that, is questioned.  Any investigation of
this issue will presumably uncover the facts and I therefore look forward
to this and the opportunity to highlight again the positive contribution
made by BAA to Scotland.  This includes:-

The fact that BAA has invested £500 million in the country’s infrastructure,
at no cost to the taxpayer - I was heartened to see that this was
accepted by the committee in its report.  We will invest the same again
if the demand from passengers and airlines is there.  This includes our
public commitment to the funding of airport stations as part of any
viable rail links.

The fact that Scotland, with a population of five million, is well served by
the airline industry.  There are direct daily flights from our airports to
Amsterdam, Brussels, Dublin, Copenhagen, Chicago, Frankfurt, New
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York, Paris, Stavanger and Toronto.  New routes include Barcelona,
Cologne and Prague.

I am aware of the general concerns surrounding airport charges but am
also conscious that any consumer will always want to pay less.  BAA
Scottish Airports’ charges to airlines have been reduced every year
since 1992 and we are committed to reducing these again in the future.

However, I am concerned that the fundamental questions surrounding
the long-term, and basic economics, are being ignored within the
current debate, putting future investment at serious risk.  Sooner or later,
Scotland must accept that airports are long-term propositions, which will
long outlive you or I, and which require an appropriate level of long-
term consideration.

In Scotland today, on the one hand we demand hundreds of millions of
pounds of investment in high-quality airports but on the other hand we
also appear to be demanding lower charges for airlines.  We have to
balance these competing demands in a responsible way, promoting
new services and providing investment for growth.  I hope you agree
that chasing short-term and unsustainable gain through uneconomic
pricing only creates significant problems in the future and does more
harm than good.

In short, future investment on the scale we have seen from BAA cannot
and will not be sustained, by this company or in my view by any other
airport operator, alongside uneconomic reductions in charges.

I am firmly of the belief that BAA’s ownership of Scotland’s main airports
has delivered, and will continue to deliver, considerable economic and
social benefits to this country, through world-class, modern airports with
a strong and sustainable domestic and international route network.

I would be interested to hear your views on the important matters I have
raised and look forward to hearing from you.

Regards,

Yours sincerely



���

DONAL DOWDS

cc   All members of Enterprise and Lifelong Learning Committee
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Enterprise and Lifelong Learning Committee

Meeting 25 February  2003

Committee Annual Report

All Parliamentary committees are required under standing orders to produce an
annual report. The report covers the Parliamentary year 12 May 2002 to 26 March
2003. Attached is a draft report for the Enterprise and Lifelong Learning Committee.

This will be the main opportunity for members to agree any substantive changes to
the annual report.

The Convener’s group has agreed that all the annual reports will be of a standard
length (750 word) and format (headings etc) and all reports will be published
together at the end of March 2003.

Recommendation

The Committee is invited to agree the Committee’s annual report for 2002-03.

Simon Watkins
Clerk



Enterprise and Lifelong Learning Committee

Remit and membership

Remit:

To consider and report on matters relating to the Scottish economy, industry,
training and further and higher education and such other matters (excluding
transport) as fall within the remit of the Minister for Enterprise, Transport and
Lifelong Learning; and on matters relating to tourism which fall within the
responsibility of the Minister for Tourism, Culture and Sport. (As agreed by
resolution of the Parliament on 13 June 2002)

Membership:

Alex Neil (Convener)
Rhona Brankin
Brian Fitzpatrick
Miss Annabel Goldie (Deputy Convener)
Mr Adam Ingram
Gordon Jackson
Marilyn Livingstone
Mr Kenneth Macintosh
David Mundell
Tavish Scott
Andrew Wilson

Committee Clerking Team:

Clerk to the Committee
Simon Watkins

Senior Assistant Clerk
Judith Evans

Assistant Clerk
Jane Sutherland
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1 Session 1 (2003)

Enterprise and Lifelong Learning Committee

2nd Report 2003

Annual Report of the Enterprise and Lifelong Learning Committee for the
Parliamentary Year 12 May 2002 to 26 March 2003

The Committee reports to the Parliament as follows—

Introduction

1. The Committee’s focus during this year has been on two major inquiries and
in particular the Lifelong Learning inquiry which has been the biggest piece of work
the Committee has undertaken during this parliamentary session. The Committee
has also continued to work in innovative ways.

Inquiries and Reports

Lifelong Learning
2. Following the hosting of its Lifelong Learning Convention in April 2002, the
Committee published its final report on Lifelong Learning in October 2002. The
report covered both higher and further education, vocational training and voluntary
education and represented a substantial amount of the Committee’s work in 2002.
The report set out a framework for lifelong learning through a wide range of
recommendations including a move to entitlement, the integration of different
elements of Lifelong Learning, and a focus on targeting disadvantage.

3. The report was debated at a meeting of the Parliament in November 2002
and received an initial welcome from the Minister for Enterprise, Transport and
Lifelong Learning.

4. The Executive’s Lifelong Learning strategy, subsequently published on 11
February 2003, adopted many of the Committee’s recommendations including the
revision of the skillseekers programmes, the merger of SHEFC and SFEFC, a full
review of the funding of learners, and improved access for disadvantaged groups.
However, the central principle of entitlement was not adopted by the Executive in
the form proposed by the Committee.

The Future of Tourism in Scotland
5. To inform its tourism inquiry the Committee commissioned comparative
research from Stevens and Associates on support for tourism in competitor
countries. This research was published in August 2002 and was well received by
both the Committee and the wider tourism industry. The Committee then took a
wide range of evidence through formal Committee meetings and through case
study visits to Dumfries and Galloway, Fife, Edinburgh, Denmark and Sweden,
and California.



Enterprise and Lifelong Learning Committee, 2nd Report 2003

2

6. The Committee’s report was published in January 2003 and focussed on the
progress of the Executive’s 2000 Tourism strategy as well as the impact of foot-
and-mouth disease and the terrorist attacks of 11 September 2002 on tourism in
Scotland. This report made a number of recommendations including calling for a
more proactive approach to be taken in attracting new direct air services as well as
industry taking a leading role in driving forward tourism growth.

7. The report was welcomed by stakeholders and the Executive, and was
debated by the Parliament in February 2003.

8. The Committee has also re-examined the outcome of some of its earlier
work. Following an initial session in 2001-2002, it considered the operation of
highland local economic forums (whose creation it recommended in 2001) at its
meeting in Shetland in June 2002.

9. The Committee also followed up and reviewed other earlier inquiries through
three hearings in early 2003 on the New Economy; Science and the economy; and
the right choices for young people. In a new move the Committee also agreed a
legacy paper in early 2003 for its successor Committee based on its experiences
during the first Parliamentary session and focussing on best practices and future
potential inquiry topics it identified over its first session.

Bills

10. The Committee had a light legislative burden during the year. The Committee
considered a member’s bill (the University of St. Andrews (Postgraduate Medical
Degrees) Bill) at Stage 1 in May 2002.

Subordinate Legislation

11. The Committee considered 4 negative Scottish Statutory Instruments (SSIs)
covering late payment of Commercial debts, consent for offshore electricity
generating stations, and student loans during the year and agreed to make no
recommendations.

Petitions

12. The Committee did not consider any petitions during this year.

Innovation

13. The Committee has continued to experiment with ways of operating in taking
evidence, in working with the wider community and reviewing its work.

14. When the Committee held its meeting in Shetland in June 2002, it also took
the opportunity to work with the local secondary school and provide an education
presentation to pupils prior to their attendance at the meeting.

15. The Committee devised a quick and easy to use on line questionnaire to
enable smaller tourism businesses to fully participate in the Committee tourism
inquiry over the busy summer period. This was very successful and analysis of the
34 questionnaires returned provided additional evidence for the inquiry.
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16. Following the positive reception of the tourism research it commissioned, the
Committee arranged for the researchers to provide briefings to both VisitScotland
on the conclusions of its research.

Meetings

17. The Committee met 22 times from 12 May 2002 until 26 March 2003. Of
these meetings, 7 were held entirely in private, and 6 were partly in private. All of
the meetings held either entirely or partly in private were to consider draft reports
whilst one of the meeting’s held partly in private also considered the selection of
an adviser.

18. The Committee held two meetings outwith Edinburgh, at the Town Hall in
Lerwick, Shetland and Highlands & Islands Enterprise Headquarters in Inverness.
The remainder of the meetings were held in Edinburgh.


