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Helping your business
through the downturn

As a small business owner you may be considering
redundancies to help your business survive the recession.
It’s a difficult decision, particularly without access to
specialist human resources or legal advice.

Our short guide to managing the downturn sets out how
to manage redundancies fairly and explains how flexible
working may help you avoid them in the first place.

Find the guide at www.here4business.net
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Visit our new website www.here4business.net
to download a copy or call 08456 046 610
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Peter Mandelson,
Secretary of State for Business, Department for Business Innovation & Skills

Peter Mandelson,
Secretary of State for
Business, Department
for Business Innovation
& Skills

When | contributed the foreword to this
publication at the start of the year, the
Chancellor and | were just beginning a series
of discussions with the banks to explore how
to guarantee lending to small businesses.
I’'m pleased to say we’ve moved on quite
considerably since then, not only in terms of
the funding and support available but also in
addressing how we climb out of this recession
to position ourselves for the new opportunities
the global economy will bring.

Over the past six months, we’ve focussed our efforts on
recapitalising the banks so that they can lend to businesses.
A total of £70 billion of additional lending has now been
agreed. Our goal is to ensure viable companies don’t fail just
because they can’t secure the necessary loan or overdraft.
While changes to tax rules have enabled over 131,000 busi-
nesses to defer tax and VAT payments worth over £2.3 bil-
lion, freeing up cash flow for necessary investments.

We've also streamlined the range of government products
available to help companies, which are delivered through the
Business Link portal, making the process as simple as possible
for businesses. To date, over 50,000 companies have benefited
from a free ‘health check’, a kind of MOT for businesses and
| would encourage every company to take advantage of the
service.

This government will continue to help viable companies
weather the downturn, there is no question about that but
we must also start preparing for the upturn by taking steps
to restore investor confidence.

My colleague Lord Davies, minister for UK trade and investment,
has spoken candidly about the need to promote our creative
capabilities. Downplaying our talents is something we Brits
do well, but if we don’t perceive ourselves positively then
how can we expect other countries to? We need to be proud
of our achievements. We are a nation of talented designers,
engineers and researchers at the cutting edge of technology
and innovation - take the internet or the iPod, both UK
inventions - and it’s important we remember that.

Rebuilding the economy

Last month, the government launched its strategic framework
document New Industry, New Jobs which identifies the areas
where government action can have most impact in securing
jobs and opportunities for British people.

In the past we’ve focussed on maintaining open markets and
reducing the burden of regulation on UK businesses.

Department for
Business Innovation & Skills

That has worked well, we are after all the sixth best place in
the world for ease of doing business and that’s an achievement
we should be proud of. But we are now part of a global
economy and that means we need to do more to ensure our
actions deliver a high-skilled economy able to respond to
long-term opportunity.

By that | mean we must identify the skills and knowledge our
people will need not just to survive the downturn but for the
decades ahead. | understand that the recession has made this
task even more challenging and at a time when businesses
should be investing in innovation and skills, they are instead
focussed on making it through each day.

So government must play an increased role in identifying
long-term opportunities and equipping our people with the
skills need to address growing demand from new, emerging
sectors. Particularly in science, engineering and technology
related jobs, which are predicted to rise by 2.4 million by 2014.

But along with increased demand will come more competition
for each and every job, intensified by the global nature of our
markets. We cannot let British firms fall behind the competition
simply because we have failed to look beyond the recession.

We also need to ensure that innovative companies and products
are getting the investment they need, products like electric
cars and next generation broadband, products that will redefine
the way we do things.

At government level, we must deliver a joined up approach
and ensure that we consider the industrial opportunities arising
from every new piece of legislation or regulation that is
introduced. Britain’s economic and industrial renewal will no
longer be the sole remit of the department for business, but
the priority of every government department.

We’ll use our buying influence and spending power to support
new technologies and services - let’s not forget this government
is one of the largest customers for thousands of UK companies.
For me, innovation will be the key driver to this country’s
recovery with exciting opportunities specialist sectors such
as bioscience and plastic electronics.

The Britain that emerges from this recession will be very
different to the one we left behind. The heavy industry of old
will be replaced by new innovative manufacturing companies,
low carbon and digital evolution will dominate the landscape
introducing exciting, new technologies and services. | firmly
believe that this country has the right skills to adapt to this
change and to compete with the best across the globe.
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Jrotecting data Is a

Must for companies

Businesses which do not backup and protect data risk serious business disruption,
Sean Hargrave discovers

“Protecting data is
unavoidable. It’s the
lifeblood of a company,
you need information at
your fingertips, particu-
larly for servicing cus-
tomers.”

Eric Pitcher

“If you were hiring a pho-
tographer for your
daughter’s wedding and
the guy dropped his
camera in a puddle,
you’d want some reas-
surance the photos
weren't lost too.”

Tim Goodwin

“The big lesson compa-
nies have to learn is that
not all data is created
equally, even though you
may think yours is.”

Eric Pitcher

“If you can’t reassure
suppliers and partners
that you manage your
data well, it's unlikely
they’ll support your com-
pany.”

Tim Goodwin

Modern executives need to gather and process
more intelligence on markets, customers,
staff, suppliers and rivals that at any other
time, yet there is a curious conundrum.

Just at the time storing data has become cheaper than anyone
could have anticipated a handful of years ago, the total cost
of backing up and protecting data has risen. As Eric Pitcher,
Global VP for Technology and Strategy at CA explains, this is
due to the tools getting cheaper but the number of tools re-
quired increasing.

“Cost per gigabyte of storage has really gone down, so the
cost of the ‘boxes’ a company stores data in is way down,
it’s just there’s a lot more data to store, so you need more
boxes than before,” he says.

“Protecting data is unavoidable. It’s the lifeblood of a com-
pany. You need information at your fingertips, particularly for
servicing customers. If your staff can’t get a customer’s de-
tails in front of them and the status of their order immedi-
ately, customers will just going to go elsewhere.”

This basic requirement to have a company’s data backed up
is being driven by two factors. First, there is the obvious
need to ensure information is kept off-site, backed-up in a
safe, secure environment where it can be accessed should a
company suffer internal server problems, a security breach
or a business continuity disaster, such as a fire or flood. Sec-
ondly, there are regulatory rules regarding retention which
need to be observed.

In the UK, both the FSA and HMRC require financial and VAT
records to be stored responsibly for six years with HMRC
advising it may often be necessary to store records for ‘other
tax purposes’ for longer. It is a very serious issue because
failure to store data responsibly can lead to public embar-
rassment as well as prosecution.

“There’s a combination of needs,” Pitcher continues.

“People want their data to be taken out of their offices and
kept safe for them in case they need it. At the same time,
they’re also being required to show that they back up data
and that it is kept safe and stored responsibly. It can vary
from one country to another but there are normally rules
around how long you can keep customer data. We build
these in to our systems to ensure the law is adhered to.”

Devising a responsible data management plan is not only an
internal issue or a means of keeping the right side of the law.
Often outside influences can prompt companies to devise a
strategy because it is something partner companies expect,
explains Tim Goodwin, Senior Director Recovery Management
and Data Modelling at CA.

“It’'s one of the most fundamental questions a partner will
have about your business, do you keep data protected in
case of a disaster?” he says.

“If you were hiring a photographer for your daughter’s wed-
ding and the guy dropped his camera in a puddle, you’d
want some reassurance the photos weren’t lost too. It’s the
same in business, if you can’t reassure suppliers and part-
ners that you manage your data well, it’s unlikely they’ll sup-
port your company.

“That’s why it’s still a surprise to me that so many compa-
nies don’t do anything until it’s too late and they’ve had an
outage or they’ve had data stolen.”

Indeed, there are many instances where companies take on
board their obligation to protect data yet still do not turn on
features which maximise that protection, even if they come
as standard within a package. Certainly CA’'s experience is
that encryption technology, which ensures only authorised
personnel can read data and a de-duplication feature, which
prevents the same files being stored many times, are often
left unused.

Not all data is created equal

Providing a backup service which is so robust it can switch
to a remote backup server to provide uninterrupted access
to data and applications can be very expensive and so
prioritising data is normally a must.

“The big lesson companies have to learn is that not all data
is created equally, even though you may think yours is,” jokes
Eric Pitcher, Global VP of Technology and Strategy at CA.

“You need to make decisions about which data and applications
you need maximum uptime for. It may be a mission critical
application, such as email, or the data that you simply can’t
wait to get hold of, such as a CRM database.

“Every company has a lot of data that doesn’t need to be
backed up as often because it doesn’t change and you
probably don’t need to access it all the time.”
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Energy efficiency is an important way for small businesses to cut costs during the economic
downturn, but there isn’t always an easy or obvious route to achieve this. British Gas Business

has recently launched a number of initiatives intended to make energy management more

straightforward for SMEs and larger businesses alike.

By Joanna Bawa

“What's required is a
single point of information,
providing advice, guidance,
product support and even
implementation,”

Kanat Emiroglu

A\-\ L

Energy360... provides a
single, coherent, end-to-end
energy management
service”

Jeff Whittingham

Cost-cutting continues apace, with organisations
across all sectors seeking new ways to reduce
expenditure, make savings and get more
out of existing resources.

“We know that 97% of small businesses are concerned about
reducing their energy consumption, but small businesses lack
the resources of larger organisations when it comes to analysing
their energy usage and finding ways to cut consumption,”
explains Kanat Emiroglu, director of SME markets at British Gas
Business. The problem arises from the diversity of approaches
that can be taken, from simple behavioural changes such as
switching off lights and computers, to practical measures
such as insulating windows and ceilings, to major changes
such as relocating from an old building to better designed
and more energy efficient premises. “ But it's not always
clear to small businesses which approach is most appropriate
for which business situation, what will yield the greatest savings
— or what those savings will be,” continues Emiroglu.“What'’s
required is a single point of information, providing advice,
guidance, product support and even implementation.” To this
end, and given the smaller investment that small businesses
are able to make, British Gas Business has developed a number
of energy efficiency products that can bring substantial
reductions to energy bills of up to 20%.

SAVE

In March 2009, the company launched SAVE (Small business
Advice and Value Expertise), which provides advice and
practical solutions for small businesses to help them reduce
their energy costs through efficiency measures. SAVE also
offers a more flexible approach to managing costs and debt.

A key tool available to small businesses through the SAVE
package is an online assessment tool - the Business Energy
Saver’s Report - which provides guidance on energy con-
sumption reduction. The Business Energy Saver's Report is
free and available to customers and non-customers alike. It
allows small businesses to compare their energy usage against
other businesses of a similar size in their sector, and provides
a detailed summary of current energy usage and a customised
action plan outlining how to reduce energy consumption and
save money. The report offers hints and tips on ways to reduce
consumption through both simple behaviour change, and by
investing in energy efficiency technologies. On the basis of
the report, businesses can then save reports, track progress,
and plan for changes in their cash flow.

The new SAVE package also makes available a dedicated
Expert Credit Solutions team to help, advise, support and resolve
debt problems for small businesses that are experiencing
difficulty repaying their energy bills. Small businesses can
also access personal support available from a dedicated account
manager, and a trained energy assessor can visit a business’s
premises. In addition, subscribers to SAVE receive Energy
Savers Packs, a pack of energy saving products to help
businesses encourage behaviour change amongst staff.

Knowing about, and understanding, Government legislation
is also crucial to better energy management. At the point of
construction, sale or rent, commercial buildings are required
to have a valid Energy Performance Certificate (EPC). Buildings
occupied by public authorities or by institutions providing a
public service with a floor space of greater than 1000m2
need a Display Energy Certificate (DEC), both of which are
the Government's chosen way of complying with the EU Energy
Performance of Buildings Directive (EPBD). On top of that,
the Climate Change Levy (CCL) is an environmental energy
tax introduced by the government in April 2001. The CCL is
chargeable on the supply of gas and electricity, and British
Gas Business consultants can work with customers to help
reduce the impact of the CCL on the bottom line.

Energy360

With standard legislation as well as the weightier Carbon
Reduction Commitment to worry about, large businesses
appear to have a tougher energy management remit than the
SME community. Jeff Whittingham, Director of Business
Solutions at British Gas Business, believes that although the
challenge may seem bigger, the potential rewards are also
greater. “Like the SME sector, larger businesses want to get
a grip on energy management but find themselves facing a
barrage of advice, consultants and products when they attempt
to do so,” he says. “We have introduced Energy360 as a way
to overcome this by providing a single, coherent, end-to-end
energy management service which will guarantee to find, implement
and realise savings through improved energy awareness and
management.”

Energy360 is a new suite of services from British Gas Business
created specifically to answer energy challenges at all business
levels.
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At its heart is a team of energy consultants who have years
of experience across a broad spectrum of energy products
and solutions, and whose expertise can contribute to energy
and carbon strategy development as well as product choice
and implementation.

A core part of the Energy360 offering, an Automatic Monitoring
and Targeting (AM&T) system, enables the collection of energy
consumption data. This data can then be analysed to identify
areas of energy wastage, or create an energy or carbon
league table of sites in a group so that you can then target
sites that use more. The system can then be used to track
energy and carbon savings targets and other performance
measures (relating energy savings to various parameters
such as energy used versus products produced or sold or
energy versus hotel room occupancy, for example.)

Smart Metering, which the Government recently announced
will be installed in all businesses and homes across the
country by 2020, will provide accurate meter readings rather
than estimations of consumption. British Gas Business
embarked on an early roll-out programme and today, has
more than 40,000 SMART meters installed in businesses
across the UK. Energy360 also installs, maintains and optimises
the performance of Building Energy Management Systems,
which, when implemented effectively, can reduce energy
spend and carbon emissions by up to 30%.
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According to research by the Carbon Trust, simply being
aware of what you are using can lead to changes in behaviour
and savings of up to 5% of energy costs.

Why is good energy management so important? Historically,
it has been seen by some companies as an optional undertaking.
However, with volatile energy prices, increasing Government
legislation relating to carbon (the Carbon Reduction Com-
mitment) and energy efficiency and the rising importance of
corporate social responsibility, it is now becoming a critical
activity that is rising up boardroom agendas across the
country. “Energy management should be seen as a value-adding
activity that can significantly improve the competitiveness of
UK businesses, it can enhance brands and be used to engage
employees in the business. Some measures can be low cost
solutions that can yield significant results such as 10% energy
savings, however it is important to find a supplier such as
British Gas Business who can provide an end to end solution
through its Energy360 team.

For more information on Business Energy Saver's Report,
please visit https://www.britishgas.co.uk/BGB-Energy
Savers Report/EnergyEfficiency/

For more information on Energy360, please visit:
www.energy360.co.uk

coagaeees
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nnovative procurement

Is it possible to improve government procurement processes, save costs and help SMEs at
the same time? Murdoch Mactaggart learns of an initiative aiming to do just that.

“One of the key issues
we learned from the pi-
lots was that the quality
of the response is directly
proportional to the quality
of the question.”

Mark Glover

“Successful companies
are given development
contracts against deliver-
ables.”

Mark Glover

Dogs have an exquisite sense of smell,
vastly more efficient than that of humans.
Trained animals can used for the relatively
crude task of tracking illegal drug possession
but Dr John Church and others at Amersham
Hospital have shown it’s possible to use
dogs to identify early-stage bladder cancer.
Dogs can not only detect other diseases by
smell, such as an impending epilepsy attack,
but can also detect the presence of pathogens.

In 2001-2006 there were 5,109 deaths in England and Wales
arising from MRSA (Meticillin resistant Staphylococcus aureus)
and a further 13,189 involving the bacterium Clostridium dif-
ficile. Hence, and despite the debate over whether it’s realis-
tically possible to eliminate bacterial infection risk in
hospitals, it’s considered vitally important to ensure as high a
level of cleanliness in hospitals as possible to minimise the
chance of patients becoming infected. Part of this involves
developing processes to identify the presence of pathogens.

“Sometime ideas are really interesting and innovative but are
just not practical!” says Mark Glover Head of the SBRI Pro-
gramme at the Technology Strategy Board (TSB). “Dogs can
be trained to detect the specific odour of certain pathogens
but the idea of dogs running around hospitals sniffing out
potential infection sites just wasn’t going to fly.”

Driving innovation

SBRI (the Small Business Research Initiative) is a pro-
gramme to identify public sector needs and to identify inno-
vative solutions to these. It’s aimed partly at driving
innovation and partly at encouraging the involvement of
smaller businesses in public sector supply through the imag-
inative and flexible use of products they may develop.
There’s also an important focus on encouraging government
departments and other public service bodies to procure new
technologies which might help solve important problems.
Detecting pathogens, as cited above, is a good example of this.

SBRI has been around since 2001 but was used principally
as a reporting metric rather than as the proactive tool now in
place. It's closely modelled on the Small Business Innovation
Research (SBIR) programme running in the US since 1982
and which has had notable success in providing small company
support, perhaps most strikingly in the case of Qualcomm,
San Diego-based designer of the CDMA cellular telephony
technology and now the largest non-fab chip supplier in the
world, with revenues of some $11 billion.

“In his review of science and innovation published in Octo-
ber 2007, ‘Race to the Top’, Lord Sainsbury proposed a re-
structuring of the SBRI along the lines of the US scheme, a
recommendation duly adopted and with the TSB continuing
to manage the process.” Explains Glover. “The TSB has very
good links with SMEs, runs the Knowledge Transfer Networks
(KTNs), has many links with trade bodies and networking

ssociations as well as with government and so is very well
placed to provide the outreach and bring government de-
partments and small suppliers together.”

“The first stage is to identify a department’s unmet need and
to define the problem clearly — one of the key issues we
learned from the pilots was that the quality of the response
is directly proportional to the quality of the question, the
problem definition. Clearly if the need is unmet then the de-
partment’s current suppliers don’t have a solution so it’s
helpful to open up the procurement process to others, particularly
to those who are not traditional suppliers in that area.”

Development contracts against deliverables
Once the need has been identified and specified in a way
which defines clearly the basic requirement and which steers
clear of specialist jargon the TSB helps to launch a competition.
This is open to any company with potentially interesting and
relevant technology, in any field. Phase 1 is a feasibility study
which takes around six months and attracts development
contracts of around £50,000 to £100,000 for successful ap-
plicants. Some of these companies will then go on to phase
2, each being awarded a contract worth perhaps £250,000
to £1 million for full product development, a process which
might take up to a couple of years. This leads finally to com-
petitive procurement by the department concerned and the
bringing of the various products to market.

“It’'s important to note that the successful companies are
given development contracts against deliverables.” explains
Glover. “The deliverable is the feasibility study, or the final
prototype as appropriate, and in all cases the intellectual
property rights remain with the development company, sub-
ject to agreed licensed use by the department. It helps the
department solve its problem but it’s also aimed at helping
the SME by supporting getting a fully commercial product or
solution prepared in the near term, typically within two or
three years.”

“Small businesses that want to break into the market have to
come up with something disruptive, something radical. So
they typically have to take a higher risk, try and bring in new
technology or target a step change in features, function or
price, something more than a simple incremental change.
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“Small businesses that
want to break into the
market have to come up
with something disrup-
tive, something radical.”
Mark Glover

“It’s really starting to
happen!”
Mark Glover

What the SBRI can do is provide them with a lead customer
and a firm contract against which they can carry out the nec-
essary development work and gain long-term benefit quite
apart from the specific procurement element.”

Apart from the matter of receiving development funding and
providing the SME with entry to public sector customers one
benefit of the SBRI process is that it helps SMEs broaden
their potential market by considering how to develop base
products to service new areas. One of the benefits to gov-
ernments departments is that they may learn to change their
risk-averse mindsets and move to understand that unless
things occasionally fail they’re not taking enough risk and
therefore probably not getting the best results.

“We’re initially focussing on two key government department
which are the biggest procurement spenders.” says Glover.
“That’s the Department of Health (DoH) and the Ministry of
Defence (MoD). And then we’re moving on from one-off pilot
projects into embedding the process in their normal ways of
working. That’s the first priority. After that, we’re moving on
to other large spenders such as the Department for Trans-
port and the Home Office and then later in the year rolling
the process out to other departments.”

“It’s partly a selling job because the departments have to
find the budgets for the process and you need to convince
them it’s worthwhile and will deliver their goals and for that
you need evidence. That’s why we went for the big guys
first, getting them on board. Interestingly, the Department of
Health pilot was seen as so successful that the former strong
sceptics there have become among the most passionate
supporters. That helps to persuade those in the next round.”

Bringing structure to the process

The MoD had already gone down a slightly different procure-
ment approach, having earlier established an open portal,
known as the Centre for Defence Enterprise (CDE), where
ideas could be posted and were periodically evaluated and
followed through if they had merit. However, excellent
though this approach was for getting unusual ideas, there was
a risk of missing ideas in the areas of most pressing concerns;
MoD has therefore complemented this with SBRI calls.

There are several competitions planned or in progress in-
cluding, for instance, ones on developing lightweight equip-
ment or specialised devices to reduce burdens. Foot
soldiers may need to carry anything from 45 to 70kg of
weight, with consequent severe impact on manoeuvrability
and comfort, and the aim is to seek to reduce this weight
considerably while retaining efficiency and giving adequate
protection.
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“The MoD is moving to a pattern of a competition a month.”
says Glover “Over the whole public sector we’re aiming ini-
tially for twenty-odd in the first year and then increasing that
reasonably soon to between fifty and a hundred a year.
There’s a risk of that being affected by the recession but
government has been very sympathetic and positive about
increasing the spend because SBRI is very targeted towards
stimulating industry, stimulating the economy, improving
government procurement and generally making the UK
stronger. It’s actually a very cost effective way of meeting the
various goals and we’re not really talking about a great deal
of money — perhaps £2-3 million a competition — in the context
of a national procurement budget of perhaps £170 billion.”

“The initial results are really good. We're trying to help gov-
ernment departments identify their procurement problems

and become more innovative in finding solutions and we’re
working to improve the business opportunities for SMEs as
an important part of this. And it’s really starting to happen!”

Reducing infections

One of the first competitions under the new SBRI pro-
gramme was a pilot run by the Department of Health which
opened in October 2008. This focussed on two key areas af-
fecting hospitals and doctors’ surgeries: improving hand hy-
giene in order to reduce the number of infections contracted
and detecting the presence of the relevant pathogens in
those two locations.

The TSB made a conscious effort to encourage businesses
outside the traditional healthcare sector to apply. This in-
creases the possibility of innovative approaches to specific
healthcare problems being considered explicitly by the NHS
and so widens greatly the range of possible solutions.
There’s the further important benefit to companies that they
will consider innovative development of their existing tech-
nologies into completely new sectors of interest.

The proposals submitted ranged from bioscience and
healthcare companies through to a sportswear manufacturer,
a supermarket supplier of decontamination equipment,
physics companies proposing light microscopy and optical
imaging processes rather than chemical detection, a com-
pany seeking to extend its nanotechnology processes, and
another proposing the use of sniffer dogs. In total thirteen
projects were contracted to complete feasibility studies and
later in 2009 some of these companies will win full development
contracts and could see their new products taken up by

the NHS.
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PUtting INnovation at
Ne heart of business

The companies most ready to profit from an economic upturn, when it comes, are those
who have innovated their practices, products and services, Scottish Enterprise tells Secan Hargrave

“The central key is for
companies to look at
where they are now and
where they want to be in
a couple of years and
then look for the areas
they can work on to
make that step change.”
Carole McCarthy

“There’s so much we can
do on the supply side, it'’s
the demand that we're
eager to encourage.”
Carole McCarthy

“We’re making the point
to companies that inno-
vation is not just about
science and technology,
it’s not just about the lab-
oratory, it also in the way
that companies do busi-
ness, how they operate.”
Carole McCarthy

The Scottish Government is putting innova-
tion at the heart of the business strategy it
hopes will ease recessionary pressure on
the country and make sure its companies
are best prepared to continue flourishing
when the upturn begins.

Hence, the theme for its annual Business in Parliament
meeting this June was innovation, a theme which Scottish
Enterprise has always promoted but more so than ever over
the past year.

The Scottish government’s agency, which is responsible for
encouraging innovation, investment and enterprise in the
country, has led a number of initiatives over the last year de-
signed to foster a desire among Scottish businesses to
place innovation at the centre of their business practices.

In fact, it has just completed one of its most successful ever
marketing campaigns, Now’s The Time To Ask, to identify
companies that were not known to Scottish Enterprise in the
hope they could be offered help. As part of the campaign, a
series of Winning Through Innovation events introduced 750
new companies to the agency of which 500 are now actively
taking part in further discussions and training on boosting in-
novation within their operations.

For Carole McCarthy, Scottish Enterprise’s Director of Inno-
vation and Commercialisation, this is a good sign that the
government agency’s message for Scottish businesses to in-
novate is gaining good traction.

“There’s so much we can do on the supply side, it’s the de-
mand that we’re eager to encourage,” she says.

“We’ve got offices and representatives across Scotland
seeking out businesses and encouraging them to come to
us for help with establishing how they can be more innova-
tive, where the opportunities lie. We do offer grants and we
do co-invest but we provide an awful lot more than that. We
can help businesses plan to develop new products, new
services, new business models. We can do this through
master classes, workshops, events, forums and one-to-one
help from surgeries with experts.”

Beyond science

A key point the agency is keen to stress is that innovation
does not solely mean R&D and technology transfer, impor-
tant though these elements are. Instead, the overriding mes-
sage is that innovation also encapsulates new business
practices, such as novel ways of working with suppliers and
customers.

“We’re making the point to companies that innovation is not
just about science and technology, it’s not just about the
laboratory, it also in the way that companies do business,
how they operate,” she says.

“Our message to Scottish companies is that those who con-
tinually create and exploit new ideas are most likely to prosper
in today’s intensely competitive economy.

“The central key is for companies to look at where they are
now and where they want to be in a couple of years and
then look for the areas they can work on to make that step
change.”

For any company that is wondering whether it is being inno-
vative enough or is looking for confirmation that it really
should be heading towards a more innovative future, there is
a useful and very simple piece of advice. When talking to
companies McCarthy often asks them to think about their
revenue and where most of it is coming from.

“If you’re finding most of your revenue is coming from products
and services you’ve been offering for three years or more
then our advice would definitely be that you need to consider
what new offerings you can bring to your markets,” she advises.

“In our experience it is the companies that innovate new
products and services and openly embrace change in how
they bring those new products and services to market, are
the ones who succeed and continue to grow. They realise
that innovation is all about being transformational in your ap-
proach to what you do, as well as the channels used to
reach markets.”
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“In our experience it is
the companies that inno-
vate new products and
services and openly em-
brace change in how
they bring those new
products and services to
market are the ones who
succeed and continue to
grow.”

Carole McCarthy

“Scotland’s relatively
small, compared to
some other countries,
and we have excellent
networks of contacts we
can utilise to help find in-
vestors and try to ensure
the technology is devel-
oped in the country.”
Carole McCarthy

Transferring R&D

While the latest focus from Scottish Enterprise has been to
push home the message that innovation can come from
companies reviewing the way they operate, there is still
much continued effort at the agency to both support new
R&D as well as aiding technology transfer from the country’s
universities.

The agency invests £5m a year in its Proof of Concept Pro-
gramme which helps researchers to export their ideas and

inventions from the lab to the global marketplace, creating

new and sustainable technology businesses in Scotland or
licensing opportunities to companies in Scotland.

“We get great projects every year that we can showcase to
the right businesses and investors so they can hopefully take
the technology further,” she says

“Discoveries and new technology are great but they don’t
serve much purpose if they stay in the laboratory and you
don’t get businesses and investors to put in the necessary
money, time and effort to see how they could be used. We
obviously want the technology to get out there in to busi-
nesses creating new jobs and opportunities for Scotland’s
businesses. They could be existing companies looking to
add to their range of services but often they’re new compa-
nies designed, with investment, to explore new technology
and bring it to market and we’re there to put the two in touch
and support the start-up.

“We love our role as a matchmaker. Scotland’s relatively
small, compared to other countries, and we have excellent
networks of contacts we can utilise to help find investors
and try to ensure the technology is developed and exploited,
creating jobs and boosting prosperity. We should also utilise
our strengths in Science and Technology to attract new in-
vestment into Scotland to work in partnership with us to ex-
ploit new ideas

Made in Scotland

Just like the rest of the UK, Scotland has suffered in the past
from world-changing inventions which have been developed,
and so boosted prosperity, abroad.

“Historically we have well known Scottish innovators and in-
ventors responsible for things such as the steam engine,
pneumatic tyres, the telephone and television, to name just a
few,” McCarthy says.

“The challenge today though is not just about invention. It’s
about realising and exploiting the benefits of invention -
that’s innovation.

“Scotland’s Business expenditure on R&D is poor compared
to other economies. This is partly due to few large compa-
nies in Scotland and a business base that is primarily SMEs.
However, when you consider studies that look at innovation
all-round, and not just R&D, Scotland’s position is better.”

Another area where McCarthy believes the Scottish econ-
omy is set to do well is the simple fact that many of the
country’s businesses are receptive to the message that to
move forward, they need to innovate. The recent addition of
five hundred companies seeking the agency’s guidance on
innovation is underlining how amidst a tough economic cli-
mate, many companies are actively looking to create new
products and services and devise new ways of working with
suppliers and reaching customers.

This is contrary to the widely-held fear that recession would
prompt companies to look inward and concentrate on the

short term process of getting through tough economic time.
Instead, more companies than ever are actually fighting the

temptation to concentrate on the short term and are seeking
help on how they can innovate. Hence the business of mak-
ing companies ‘future-proof’, as the agency describes it,
would appear to be recession-proof.

llluminating idea

Skin cancer is on the increase, in fact the incidence of the
condition is doubling every 10 years to a point where it now
affects 15% of the UK population at some point in their life.

Whilst there is an effective treatment for the condition called
PhotoDynamic Therapy (an alternative to surgery), it places a
strain on limited NHS resources by taking up a hospital bed
or cubicle for the day as patients hang around with nothing
to do for several hours. Treatment starts when a light-reac-
tive cream is applied and then left for three hours to soak in
before being activated by a powerful light. In all, the treat-
ment can take six hours or more.

Lumicure, based in Fife, is using technology spun out from
St Andrews University and Ninewells Hopsital, part of Tay-
side Health Board, to allow the treatment to be carried out
away from a hospital so a bed or cubicle is freed for the day.

It has developed a small plaster with a built-in light emitter to
replace the large light sources located in hospitals. Once the
required cream is applied, the plaster can be put over the
top of the area. It will then automatically wait three hours be-
fore applying three hours worth of intense, even light. When
finished, the plaster is discarded and the battery recycled
through the post in a supplied padded envelope.

The technology could pave the way for hospitals or GPs to
dispense the kit and leave patients to lead a normal day
rather than waiting around a hospital for six hours.

“Dermatologists and GPs could apply the plaster in their reg-
ular clinics, or actually, a nurse in a GP’s practice could treat
the patient in their home which is especially attractive for
many of the elderly patients,” explains lan Muirhead, CEO of
Lumicure.

“It’s just so much more convenient for patients and it saves
devoting a bed or cubicle to someone who’s just hanging
around all day with nothing much to do, early trials have also
shown reduced pain over conventional treatment.”

The device is expected to become available later this year
and the company is now seeking commercial distribution
partners. The first prototypes were funded by a Scottish En-
terprise grant which was followed-up with advice and a fur-
ther development grant along with co-investment from the
Scottish Venture Fund.
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caner Tleets at
ower Cost

It is now easier than ever to run a cleaner company
car fleet and save money in the process, as
Sean Hargrave finds out

“You don’t have to com-
promise on looks and
performance anymore
and you also get a tax
break.”

Nigel Underdown

“Our three mantras are
buy cleaner, drive more
economically and use
less.”

Nigel Underdown

Getting companies to cut their car fleet’s
carbon footprint used to be a matter of
persuading them it would be good for the
environment and their reputation but new
tax measures mean what is good for the
planet is now also good for the budget.

Road licence tax incentives have made a small positive impact
but now new corporation tax rules, introduced in April, make
this the first financial year when fleet managers going green
can look to make considerable tax savings. The latest rules
allow the entire cost of a car which emits 110g or less of
CO2 per km to be written off against tax in its first year.

For the majority of cars, which fit in the 111g to 160g
bracket, 20% of the cost can be written off each year and
for those above 160g, only 10% can be claimed in relief.

Nigel Underdown, Head of Transport Advice at the Energy
Saving Trust, reveals the new tax scheme has helped hammer
home the first of the environmental organisation’s three point
action plan. “Our three mantras are buy cleaner, drive more
economically and use less,” he says. “The car companies
have done a wonderful job getting new models in the sub
110g and 160g categories. You don’t have to compromise on
looks and performance anymore and you also get a tax break.”

Driving greener

While tax incentives are encouraging companies to select
environmentally-friendly vehicles there is still a need to ensure
those cars are driven in a fuel-efficient way by their owners.

“A cleaner car is only part of the equation, the other is the
driver’s right foot,” Underdown explains. “We teach people to
keep their revs low and anticipate conditions so they keep
momentum and are not stopping and starting constantly.
For an hour’s course, which costs £25 per person, we can
reduce that person’s fuel consumption by around 15% and
save them or their company roughly £250 per year on fuel.”

Driving less

Regardless of better driving practices, the best way for a
company to cut its carbon footprint is the very obvious
policy of cutting back on unnecessary trips. Whilst this may
seem straightforward, traditional fleet management policies
can often encourage excessive car use when pooling
vehicles, using public transport or video conferencing may
have been just as effective and much greener.

“The big rule that’s written into so many company car policies
is the car will be replaced after four years or 80,000 miles,”
explains Underdown. “There’s a real incentive then to get
through those miles before the four years is up and get a new
model. Use of private cars is also encouraged by the typical
mileage allowance of 40p per mile which many people would
rather claim than use public transport.”

“A cleaner car is only part of
the equation, the other is
the driver’s right foot.”

Nigel Underdown

“So our advice to companies is that if you use it less, savings
are guaranteed. And don’t try to manage this from the centre.
Give line managers a target reduction and let them work out
where reductions can best be measured.”

For companies following the three point plan of cleaner cars,
better driving and fewer trips there are considerable savings
on offer. Those who take up a free consultation with the
Energy Saving Trust can save an average of £900 per vehicle
per year and so the average medium sized firm with 100 cars
could make a £90,000 annual saving, the organisation insists.

Grey fleet causes problems

Businesses find monitoring and controlling the so-called
‘grey’ fleet of staff cars used for business trips very difficult
because the cost is sporadic and only reveals itself when expense
sheets are handed in at the end of the month.

This not only represents a problem for the environment, because
fleet cars will normally be younger and more fuel efficient,
but it also raises the issue of safety. Many companies do not
realise that when an employee’s car is used for work the employer
is liable, under health and safety regulations, to ensure it is

a safe work place. Hence Nigel Underdown, Head of Transport
Advice at the Energy Saving Trust believes managing grey
fleets is the next ‘big nut to crack’ for fleet managers.

“Personal car user journeys vary from people making lots of
regular, short trips to those making occasional long journeys
so it’s hard to come up with overriding suggestions for all
occasions,” he says.

“Our main advice is to always ensure private usage never exceeds
100 miles for a single trip. If it does, a hire car should be
considered as it will cost less and will be cleaner and safer.”
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ew storefront
for Small and Medium

—Nterprises

For many SMEs the plethora of software offerings available on the market can be daunting
and their adoption of the most suitable and effective products and services can be hampered
by a lack of information accompanying the software. By Anne English

“quickly and easily iden-
tify the software solution
that will enable them to
implement a specific
technology for specific
business needs”

Peter Rohr

“We sought to address
SMEs financial models
by offering many of the
software solutions in a
free download trial ca-
pacity. If the user then
finds that the software
suits their needs, they
can purchase it”

Peter Rohr

“We work with all of the
vendors to ensure that
their software solutions
are intuitively presented
in the store and are ac-
companied by detailed
product descriptions”
Peter Rohr

Compared with the larger corporations,
Small and Medium Enterprises (SMEs) have
very specific software requirements and
often little time and resources with which to
explore the many possibilities available to
them. Often the first stumbling block is get-
ting an overview of the products and serv-
ices available, categorising them according
to business needs and understanding the
merits of one over another.

Although known more for silicon chips, Intel has around
4000 software partners in Europe, Middle East and Africa
(EMEA) and 19000 worldwide, and they have now estab-
lished a storefront of software products specifically for
SMEs. According to Peter Rohr, Marketing Manager of Intel’s
Software & Services Group EMEA, in independent research
commissioned by Intel, “71% of UK SMEs say there’s a lack
of free, independent guidance which makes buying software
confusing and 80% want one convenient site where they can
browse, purchase and download software”.

Information rich resources

And this was the driving force behind Intel’s Software &
Services Group (SSG), based in Munich, Germany establishing
their new Business Exchange Software Download Store
(Intel BX), an online destination for consumers and SMEs to
buy Intel enabled as well as other software.
www.intel.co.uk/ibx

The store which is localised for the UK, German and French
markets, offers information rich resources with an e-commerce
storefront categorised according to the key challenges that
SMEs face. A key strength of the store for SMEs according
to Rohr is that, “They can quickly and easily identify the software
solution that will enable them to implement a specific tech-
nology for specific business needs. We work with all of the
vendors to ensure that their software solutions are intuitively
presented in the store and are accompanied by detailed
product descriptions.”

Intel BX also offers a wealth of information about the soft-
ware industry and software usages as well as pertinent busi-
ness analysis and recommendations for the types of
software to purchase for different business needs.

SME business ecosystems

Rohr further explains that Intel BX also serves as a platform
to increase awareness between software SMEs themselves
about similar providers with whom they could for example
form synergies, find more competitive suppliers and indeed
increase their sales channels.

Software Solutions
There are currently some 300 software titles available on
Intel BX UK store alone and the plan is to ramp this up to ap-

proximately 600 by the end of 2009. Across the UK, German
and French stores, there are in excess of 500 titles.

Solutions include Antivirus, Security & Data Security, Busi-
ness & Office; Utilities & Tools, Migration & Back up; Devel-
oper Tools; Finance and Accounting; Digital Content &
Creative Media; Storage & Network Management; Reporting
& Database management. And plans are underway to add
Intel Developer Tools as a separate category.

The Independent Software Vendors (ISVs) include both well
known and not so well known names. In the areas of security
for example, well known providers such as Bit Defender and
Lavasoft are present. In the area of ecommerce, there are
Xpert, Abbey, Accountz, Weblink and Babylon Soft.

SME friendly demos and payment models
Rohr adds that SSG, “Focuses on software applications that
largely offer seamless integration and interoperability with
legacy software”.

In addition Rohr adds, “We sought to address SMEs finan-
cial models by offering many of the software solutions in a
free download trial capacity. If the user then finds that the
software suits their needs, they can purchase it”.

And looking towards the future, the store will expand to offer
Software as Service (SaaS) so that users can choose to pay
per month or per quarter. This suits the incremental billing
methods preferred by many SMEs as opposed to large an-
nual bills or the outright purchase of products.

The Software & Services Group

Intel established the Intel Software & Services Group (SSG)
in 1995 to connect Intel to the worldwide software commu-
nity. SSG helps applications and operating system develop-
ers, OEMs, channel members and systems integrators
deliver greater customer value and achieve competitive dif-
ferentiation on Intel processor technologies. Intel Software &
Services Group provides global leadership to the software
community through its technical expertise, industry enabling
activities, developer products and programs. Today, Intel
SSG has a global presence, with approximately 3200 em-
ployees in research and development at over 50 facilities in
more than 20 countries worldwide.

Avangate

Avangate offers software vendors a full featured eCommerce
platform, expertise and tools to sell and promote software
online and manage a distribution network through online and
classic channels. Avangate’s role in the Intel BX store is to
host, manage the products, process the transactions, and
manage the financial issues and also provide support related
to orders for the end customer. Intel is acting as ‘Power Affil-
iate’ for software vendors through the Avangate platform.




€000 0000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000

44 BUSINESS HRST

33
for

out or springboarc
nnovation’/

A recent OECD report analyses the varying scope and composition of the stimulus packages
introduced around the world in response to the current economic crisis.
Murdoch Mactaggart investigates

“Can the crisis be used
as a springboard to ac-
celerate structural shifts
and improve processes
in order to benefit us in
the future?”

Sacha Wunsch-Vincent

“It's important that new
infrastructure should be
smart and not dumb.”
Sacha Wunsch-Vincent

(@

OECD

The current financial crisis may not have
brought us to the depths of the Great De-
pression but it’s had a devastating impact
not just on world trade and productivity but
on individual financial and social well being.
The situation in the underdeveloped world
is, however, is significantly worse.

Nowadays global mining, oil extraction, logging and food
production companies are having a dramatic and deleterious
effect on indigenous populations, perhaps particularly in
central and south America and in parts of Asia. The direct
effects of climate change — storms and dramatic weather
changes, increased heat, loss of watercourses, for example
— disproportionately affect people in less developed countries.
When money is short, as now, they miss out twice over:
measures to reduce directly the continuing effects on climate
change in the developing world — the US and China are the
biggest polluters — tend to get shelved and supporting projects
in the underdeveloped world are seen as less important.

There’s a cutting back on direct financial support for devel-
opment projects, a cutting back on relatively costly ethical
trading initiatives and a reversion to the idea that underde-
veloped countries are there to be exploited commercially
irrespective of the impact on their immediate environment
or the well being of their population. Humanitarian charities
report significant reductions in income and people die in
increasing numbers.

The stimulus package response

It's against this background of an extraordinarily severe
global financial crisis that countries have developed a range
of so-called stimulus packages. These have, broadly, two
aims: to underpin the virtually bankrupt financial services
sector both to avoid runs on banks and to stimulate lending
to minimise the impact on trade and commerce and, sec-
ondly, to provide both commercial and social support in a
variety of ways and with both immediate short term and
longer term aims.

The sums of money involved are enormous. Among OECD
members the unweighted average is about 2.5% of GDP
but ranges from 0.1% to over 5% of 2008 GDP. The US, for
instance, is spending about 5.5% of 2008 GDP while
Australia, Canada, South Korea and New Zealand are all 4%
or greater. The figures for some non-OECD countries are
even more extraordinary with China apparently spending
around 15% of 2008 GDP, although this may not be entirely
new expenditure..

“The OECD is naturally extremely interested in the responses
to the economic crisis” explains Sacha Wunsch-Vincent,
Economist, OECD Directorate for Science, Technology and

Industry “and as part of our strategic response we’ve made
a systematic effort to identify the detail of the various coun-
tries’ stimulus packages. We want to consider the effect of
these both in terms of dealing with the immediate financial
market issues - specifically finance, competition and gover-
nance - and as to how effective they might be in supporting
a return to sustainable growth and employment.”

Wunsch-Vincent is a co-author, with Dominique Guellec, of
the OECD Report “Policy Responses to the Economic Crisis:
Investing in Innovation for Long-Term Growth” published in
June 2009. This gives a general analysis of the impact of the
crisis and of the appropriate policy responses but also looks
in detail at the various national responses made.

The information comes mainly from detailed questionnaires
circulated among the member countries as well as some
non-member countries. 27 of the thirty member countries
replied as did all five of the accession countries (Chile, Esto-
nia, Israel, Russia and Slovenia) and the result is a fascinat-
ing analysis of the different approaches taken.

“The amounts of money in the stimulus packages are very
significant” adds Wunsch-Vincent “and what we do in the
paper is take stock of both the size and the composition.

To put it into perspective, the total of the OECD members’
stimulus packages is about $1.4 trillion, or rather more than
the entire GDP of Spain. It’s a unique approach, because the
information is taken not from press reports or hearsay

but from questionnaires answered by the governments
themselves.”
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“It's important to look in
detail at the implementa-
tion of these plans but
also to monitor what'’s
happening and to learn
from other countries. In
the OECD we’re always
concerned about sharing
information on good
practice and having in
place appropriate indica-
tors to make proper
comparisons between
different efforts.”

Sacha Wunsch-Vincent

“It’s also an important approach, partly on account of the
need to take a proper account of some quite significant
spending because of the regular economic analyses and
forecasts which the OECD publishes. Perhaps more important
even than that is to try to establish whether the money is
being spent in the right way to foster innovation and bring
about a return to long-term growth. Can the crisis be used
as a sort of springboard to accelerate structural shifts and
improve processes which aren’t so good at the moment in
order to benefit us in the future?”

Variations across packages

Most countries have given priority to tax cuts and other revenue
measures although Japan, France, Australia, Denmark and
Mexico are clear exceptions, focusing on boosting spending
and developing infrastructure. The UK, following Belgium
and the Netherlands, is somewhat below the OECD average
spend but, with New Zealand, is unique among OECD countries
in allocating very little to spending and investment measures.

“Our interest is around the long-term innovation elements of
the stimulus packages.” says Wunsch-Vincent. “We asked
ourselves last November what areas we thought should be
targeted to achieve long-term supply-side benefits and we
came up with five categories: infrastructure, mostly ICT-
related; R&D innovation; human capital; green technologies;
and what we called entrepreneurship, something typically
linked to supporting SMEs particularly.”

South Korea plans significant investment in green issue
although it’s not entirely clear how much of this is new
spending. Nevertheless, the South Korean approach is an
important one and may stimulate other countries to follow.
Finland’s stimulus package also includes good support for
green approaches whereas both Germany and Portugal

place considerable emphasis on education and retraining.
As the report points out crisis-driven layoffs are rising, some-
thing particularly pronounced among skilled workers such as
those in high-tech industries like ICT, aeronautics and
pharmaceuticals. Education and retraining are therefore
especially important but budget constraints — ranging from
governments through businesses to individuals — tend to
reduce expenditure on training while coinciding with rising
demand, partly as a consequence of many people’s
enforced spare time.

“There’s a balance, certainly, between using funds to support
banks and using funds to support or improve schools” says
Wunsch-Vincent “and people may disagree about the rela-
tive importance of each. But even within a given spending
sector there are discussions to be had and decisions to be
made. The German stimulus package has a significant
spend going on education but when you look into it you see
that most of that is for buildings and for making them energy
efficient. And so the question arises as to whether that’s the
best use of funding for education or should more go on
teaching staff, perhaps on taking on additional temporary
teachers, say.”

“So it’s important to look in detail at the implementation of
these plans but also to monitor what’s happening and to
learn from other countries. In the OECD we’re always con-
cerned about sharing information on good practice and hav-
ing in place appropriate indicators to make proper
comparisons between different efforts. Sometimes, unfortu-
nately, implementation is not always as clear as it might be
and may not even be well organised and there’s some sug-
gestion of this in some of the stimulus packages and more
particularly in international coordination.”
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Why bail out the banks?

The OECD report does not consider the question of banking
support within or supplementary to the stimulus packages.
However, many commentators have questioned why banks
should receive favourable treatment when they were clearly
culpable in provoking the crisis. There are two answers to
this, one plausible and the other rather less so.

Banks operate using the system known as fractional reserve
banking, which leverages the funds deposited by creditors
to allow banks to loan regulated multiples of their liquid
assets. Essentially banks print money, at virtually no cost to
themselves, duly lending this out at interest to borrowers. If
all creditors sought to withdraw their money simultaneously
the bank would very quickly be unable to meet its obliga-
tions and a large proportion would get nothing. This risk of a
‘run on the bank’ and the bank’s subsequent collapse is
something governments have long been concerned to avoid.

The second justification made most notably in the UK and
the US, with their strong focus on international financial
services, is that it was essential to get banks functioning
once more as rapidly as possible to ensure that lending to
business would continue so that trade, business growth,
employment, pensions income and so on would not suffer
unduly. However, banks have long ago given up their tradi-
tional role as active lenders making considered judgements
based on local community and business understanding in
favour of risky get-rich-quick-schemes based on probabilities
which, coupled with lax and inadequate regulation, was a di-
rect stimulus to the crisis. Secondly, as various think tanks
and individual economists have pointed out, it is entirely
possible to provide essential traditional banking services to
industry and to individuals in other ways.

If high street banks wish properly to do this then it’s time for
them to get staid and boring once more.

As Jorgen Elmeskov, Acting Chief Economist of the OECD,
but writing a personal capacity, points out “ ... ill-designed
regulation and misguided incentives in financial markets
were main factors contributing to excessive leverage and
risk taking. That inappropriate risk taking, the very antithesis
of traditional banking, was a significant element of what
came to be known as ‘toxic loans’ and ‘subprime mort-
gages’, advances made not against properly evaluated
asset bases or realistic business plans but in order to benefit
from short-term income in the form of handling commissions
or the securitisation of what had become merely elements
evaluated on the basis of overall statistical risk of default.

The authors of a recent New Economics Foundation (NEF)
study titled “I.0.U.K. Banking failure and how to build a fit
financial sector” point out that although the UK government
has now spent over £37 billion in bailing out the largest
banks this has failed in its stated aim of increasing lending,
particularly to SMEs who face the double jeopardy of
reduced turnover and enforced extended payment terms,
citing the Financial Times as being of the same opinion.

Banks have both steadily closed branches and removed
most of the traditional decision-making authority from
manager. This, NEF argues, means that they have abandoned
their traditional and important role and so it's essential that
alternative means of providing such finance be supported,
such as credit unions, community development finance insti-
tutions (CDFls) and a basic banking structure based on the
post office network, among others options. CDFls, which
play a significant role in both north American and continental
European lending, were initially supported and financed by
the government but the impetus there seems to have
disappeared in favour of supporting the large banking
conglomerates.

Reforming the banking sector

It’s a serious concern among observers and commentators
that governments may not use the opportunity provided

by the financial crisis to reform the banking and financial
services sector. The seeds of the crisis lie in the attitudes
fostered by the Reagan administration in the US and
Thatcher government in Britain, each taking its cue from its
immediate ideological predecessor, Augusto Pinochet of
Chile, their ideas driven by the economic liberalism promoted
by Milton Friedman and others in the Austrian and Chicago
schools of economics. Free markets are important drivers of
growth but the problem, as has long been obvious, is that
markets are almost never free in the classical sense of that
term, a limitation which Adam Smith actually understood well.

The evidence from the financial crisis and previous financial
tremors has been clear and despite the objections of those
in the financial services industry who want their licences to
print money to continue without interference possibly the
single most important lesson of the crisis is that regulation
needs to be far better and far more carefully implemented.

The figures are stark in the UK, which has particularly been
affected by the lax controls in place and the banking indus-
try’s greed for easy money. Total UK personal debt at the
end of April 2009 was £1,459 billion, around £100 billion
greater than the country’s GDP and nearly twice the national
debt of £754 billion (on which the government pays £103
million interest daily). One in 33 people currently employed
are expected to lose their jobs during 2009. Every ten min-
utes, 24 hours a day, another property is repossessed and
during that same short period two people will be declared
bankrupt or insolvent.

Over the past few years SMEs have often found it difficult to
get bank loans. Many small businesses have therefore
financed their cash flow or investment needs either through
withdrawals against rising house prices or by using initial low
interest offers on credit cards, both strategies now causing
severe problems. There are more credit cards circulating in
the UK than there are people and the total credit card debt
at the end of April 2009 was £53.1 billion. In the six months
since October 2008 the bank rate moved from 5% to its
lowest ever figure of 0.5% but during that same period the
average interest rate on credit cards moved from 14.9%

to 17.75% with leaps to 25%, 30% or even 35% being reported
in individual cases.7,241 new debt problems are brought
daily to the Citizens’ Advice Bureaux.
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Klaus Schmidt-Hebbel, former OECD Chief Economist, says
that there were several clear lessons to be drawn including
addressing regulatory weaknesses and poor governance of
markets. He remarked that better contingency planning and
crisis management were necessary, adding that the crisis
was managed in a pretty haphazard way with governments

moving in late with ad hoc and selective emergency bailouts.

Importantly, he added that rethinking of our current international
financial architecture was needed, demanding international
cooperation in regulatory reform of financial and capital markets,
accounting standards and the treatment of international
financial transactions. These were things the OECD could
play a major role in addressing.

Crisis: threat or opportunity?

The issue of seeing the financial crisis as an opportunity
rather than merely a threat is important and as the examples
of both Finland and South Korea show (see sidebar), it’s
vitally important to invest in future need. The activity of the
UK'’s Technology Strategy Board in supporting innovation
and in working to open up government departments to small
business suppliers is welcome as is the £250 million
earmarked to support innovation and research in advanced
manufacturing and low carbon technologies.

The US, in contrast, has allocated some $11 billion for the
construction of a new smart electricity grid which will use
improved communication technology and advanced IT to
deliver electricity more reliably and efficiently. Part of the
intention is to better understand and manage supply and
demand and, as part of that, to enable the use of new
technologies including plug-in hybrid electric cars and
energy storage solutions for vehicles.

“It’s important that new infrastructure should be smart and
not dumb.” says Wunsch-Vincent “This raises questions
about communications strategies and broadband provision
and here the differences between different country ap-
proaches can be significant. South Korea we know about
but what surprised everybody was Australia’s approach.
Australia’s a pretty big country and hard to wire but they’ve
set aside $40 billion and intend to lay fibre to 90% of the
population.”

What’s opening up around the world is a potential digital
divide, something which will have major consequences in
the future just as earlier opening up the seas to particularly
British and Spanish fleets brought enormous benefits in
terms of trade and acquisitions. The two issues around
broadband, complementary but partly also balanced one
against the other in terms of affordable expenditure, are the
goals of universal access and next generation services.

Several countries, the UK included, score well on the former
but poorly on the latter; it aims to connect virtually every
community by some near future date but to aim for only
2Mbps speed by 2012. Spain, in contrast, has a target of
30Mbps, Germany of 50Mbps and Australia of 100Mbps in
approximately the same time scales. South Korea is largely
already there with virtually universal access, broadband in
the range of 10Mbps to 50Mbps and a target of 1Gbps, 500
times that of the UK, in the next few years.

Unlike South Korea where nearly everyone lives in massive
apartment blocks with broadband provided as a standard
service, the UK has the problem of many rural and remote
communities where running fibre would be prohibitively
expensive and where radio is the obvious solution.
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The UK'’s preferred approach seems to be mobile broadband
although technical commentators point out that this is a
technology which is very unlikely to deliver the sorts of
speeds which next generation networks will need to offer.
The combination of some high bandwidth backhaul, as
might be provided by a WiMAX network coupled with a
metropolitan or similar area network seems more sensible.

Further, mobile broadband will need considerable invest-
ment in cellular infrastructure for expansion into remote
areas and this can create legacy problems and perhaps an
undesirable lock-in in the future, arising out of the need to
make significant expenditure earlier.

Promoting a Global Standard for business
Angel Gurria, Secretary General of the OECD, is also clear
about both the triggers of the crisis and about what needs to
be done, stressing that there needs to be a return to integrity
and ethics in financial transactions.

“Many people turned a blind eye to basic issues of business
ethics and regulation” he says, pointing out in April 2009 that
the OECD expected GDP in the OECD area to plummet by
4.3% in 2009 and calling in May for a “Global Standard”,
remarking “To build a stronger and cleaner global economy
we need to think of the key elements of integrity and ethics
... [an] essential ingredient to restore confidence in globali-
sation.” The dry figures of falls in GDP hide what he points
out is the important social consequence of increasing global
poverty.

“The way that the OECD operates” explains Wunsch-Vincent
“is that on each topic member countries send their dele-
gates to meet with others and discuss things in detail. So
this paper is a platform for just such a discussion. And out of
that, out of considering and discussing what others are
doing, can come valuable conclusions about how to turn
what’s happened into ways to improve things in the future.”
Lessons from Finland and South Korea

Both Finland and South Korea earlier went through particu-
larly severe economic crises and the lessons learned from
that time are discussed in the report. During the first half of
the 1990s, Finland’s output dropped by 10% and its unem-
ployment rate quadrupled to almost 17% in four years.

A sharp downturn throughout the OECD, the collapse of
Finland’s trade with the Soviet Union and a domestic bank-
ing crisis led to a collapse of consumption and investment
spending in the country, bringing about significant cuts in
public expenditure and the raising of some taxes. However,
R&D funding was increased and the government invested
heavily in infrastructure and education and offered incentives
for structural change. All of these worked to prepare the
ground for future growth and eventually moved the Finnish

economy to a stronger, more knowledge-intensive, base.

In South Korea, the Asian financial crisis of the late 1990s
led to significant lay-offs from the larger companies and a
considerable drop in corporate R&D spending. The govern-
ment addressed this by increasing education spending and
enlarging the public R&D budget as well as putting measures
in place to support start-ups and small company growth. In
particular, it used the crisis as an opportunity to develop a
technology-based SME sector. These measures fuelled rapid
expansion of corporate R&D facilities and pushed SME
spending on R&D from 12% of the total in 1997 to 24% nine
years later while in the field of communications South Korea
rapidly became the most advanced country in the world,
even overtaking Japan in certain areas.
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(Getting easier
reach you on

A new domain name is providing a cheap and instant
way of updating contact details online, Sean Hargrave

discovers

“We devised a system
that does not work on
the heavy html code
which websites use, so it
appears instantly on a
mobile screen.”
Khashayar Mahdavi

“You can put up what-
ever details you would
like the public to see and
then you can give spe-
cific people access to
more personal informa-
tion, such as your home
telephone number.”
Khashayar Mahdavi

“If you’re on the move
and you need to get in
contact with a company
you can try downloading
their corporate web page
and then find the right
contact page but it will
take ages on a mobile
device.”

Khashayar Mahdavi

In the days when people and companies
tended to have just a single fixed phone line
and moving house or job was a rare event,
getting in touch was relatively easy.

People and companies now have various mobile and fixed
line contact details as well as multiple email, instant messenger
and online aliases (such as Twitter, LinkedIn and Facebook
accounts). At the same time, all of these are now subject to
constant change as people move job, office or home far
more frequently than in the past.

Government and OECD figures agree that, with an average
job tenure of eight years, Britons spend less time with the
same company than any other European workers. Further-
more, though, the statisticians agree the figures are skewed
by those aged over 50. For workers in their twenties there is
only roughly a 50% chance they will be in the same job as a
year ago.

Khashayar Mahdavi, CEO of Telnic, which operates the .tel
domain, reveals it was this frustration of people not having
access to one another’s constantly changing contact details
in one easy to remember location, which prompted the new
domain to be set up.

“The crucial thing is if you’re on the move and you need to
get in contact with a company you can try downloading their
corporate web page and then find the right contact page but
it will take ages on a mobile device and eats in to your data
allowance,” he says. “Instead, we devised a system that
does not work on the heavy html code which websites use,
so it appears instantly on a mobile screen, in exactly the
same way as it does a computer, and allows the user to click
on the number or email to get connected, even from within
‘softphone’ software on a computer.”

“It’s not there to replace a full dot com web address for a
company or an individual, it’s just there as a quick, simple
and cheap way of publishing and retrieving contact details,
particularly for people on the move.”

Varied use

In the first two months, after a winter ‘Sunrise’ period in
which only trademark owners could register names, Mahdavi
says more than 200,000 .tel addresses were registered by a
combination of individuals and companies of all sizes. For
individuals, he believes, it offers a single resource to store and
update numbers rather than expect others to remember details
which are liable to change. For small businesses, particularly
those working for themselves or with few employees, it provides
an alternative to a full web presence by advising clients on
how to get in touch. For large companies, he claims, it is
more a case of giving a single address under which many offices
and departments spread across a country or several continents
can all be stored for easy retrieval from one location.

Of course, often the reason that a person’s email address, or
another online route to them, is not published on a web site
is fear that it will be picked up by anyone with a computer,
particularly spammers. Mahdavi believes that privacy measures
built in to the new domain can tackle this.

“Spam filters are constantly improving so it’s not as much of
an issue as it used to be,” he claims. “However, with a dot tel
you can choose who sees your contact information. You can
put up whatever details you would like the public to see and
then you can give specific people access to more personal
information, such as your home telephone number.”
http://telnic.org

Easier to find online

Early registrants for the new .tel address testify to a wide variety
of uses, including a database of travelling nurses to people
registering their dog’s contact details so they do not need a
new collar tag if they move.

One small business which has registered is self-employed
voice over artist and digital marketing consultant, Anthony
Richardson (overvoice.tel). He claims the service allows him
to give out one simple address so people can find his contact
details but, crucially, it helps prospects find him online.

“The domain is very search engine friendly,” he says. “All the
necessary keywords and phrases could be added to my
public-facing page and within a few days Google had indexed
my domain and | was out on the Internet, ready to be discovered.”

In fact, he claims to have been offered work through the site
within a week.

Well known PR guru, Lynne Franks, is using the domain for
her own publicity business as well as for the SEED network
for business women she set up because a .tel, she says,
“ensures our members can be accessible and contactable
very easily as well as having their search engine results maximised”.
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Enterprise resource planning is a challenging activity requiring time, planning, and a large
upfront investment. It’s also important, beneficial and a direct contributor to an improved
bottom line. How can SMEs get a look in? By Joanna Bawa

“ERP is something many
SMEs want to deploy,
because improved
process efficiency is
increasingly seen as an
essential part of growing
an organisation”

Steve Veal

“We recognise the scarcity
of time, the importance of
cash flow and the need for
immediate return on
investment”

Julian Crooknorth

As an activity, Enterprise Resource Planning
is the process of managing the organisation
itself. As a product, ERP typically comprises
software modules which manage each or-
ganisational segment: typically supply chain
management, customer relationship man-
agement, human resources, warehouse
management and order processing; and
each interacts with the others from a
shared database of information.

Implemented wisely, ERP can dramatically improve the efficiency
and speed with which organisational processes are performed,
eliminating waste and duplication. The information gleaned
can be a central planning tool for future activities and spend,
and a fundamental means of controlling costs and diverting
resources to where they are of most value. Implemented
poorly, and ERP will contribute little, or may even incur costs.

“ERP is something many SMEs want to deploy, because
improved process efficiency is increasingly seen as an
essential part of growing an organisation,” comments Steve
Veal, Customer Services Director of ERP systems developet,
evogenic. “We’re also finding that these organisations are
often led by people who've worked with big corporations
and seen the benefits of ERP first hand.” evogenic SME is
the brainchild of Veal and fellow director, Julian Crooknorth,
both of whom spent many years employed by leading
names in ERP. Dissatisfied with the level of service and
functionality these programs provided, the pair developed
evogenic SME, an ERP solution specifically for SMEs, which
is based upon the demands of companies employing around
100 users (but suits as few as 5 and as many as 200+) and
intended to offer a flexible and easy to use solution, modestly
priced, and accessible to a wide range of businesses from
small startups to large nationals.

“Our solution tackles the problems faced by growing organisations
which are keen to get to grips with the management and
planning of internal resources,” says Product Development
Director, Julian Crooknorth. “Typically, that recognition occurs
after their existing setup of ad hoc applications linked by
email has become inadequate, but before it’s possible to
cost-justify full scale ERP.” Other triggers include the rising
costs of dealing with obsolete or failed ERP systems; the
recommendations of a new CEO or other senior executive;
or a change to the business offering which requires fundamental
changes to business processes.

“As an SME ourselves, we understand the specific challenges
facing SMEs - and we recognise the scarcity of time, the
importance of cash flow and the need for immediate return
on investment,” continues Crooknorth. “For this reason, evogenic
SME is offered as a service and rental model, allowing

clients to access the benefits with a minimum up front outlay.”
With a go-live period rarely exceeding three months, SMEs
can see quantifiable savings from evogenic SME almost
immediately. Other benefits include increased automation,
which reduces errors and frees staff previously tasked with
managing processes to take on revenue-generating roles; it
improves transparency and efficiency of process and allows
better reporting within the organisation and to customers.
With greater visibility of financial and operational processes,
savings are easier to spot and realise. Evogenic occupies a
niche of growing importance in the SME sector, combining
flexibility and a low-cost software rental model with an ERP
product capable of scaling up. And for businesses where
things are slow right now, this might be the right time and
opportunity to find out more.

Getting ERP into Into Lighting

Into Lighting is an established business offering professional
lighting design and consultancy to businesses across retail,
leisure, architectural and general commercial sectors. It has
been trading over 30 years and features clients such as Porsche,
Levi’s, Ted Baker, Sheraton, De Vere, and Marriot Hotel groups.

Into Lighting was introduced to evogenic by recommendation
after two failed implementations by other ERP suppliers.

Robert Crow of Into Lighting explains “To be honest, our
expectation of evogenic was low, given the failing with the
two previous ERP systems, and we had developed a serious
mistrust of software sales people. We badly needed a good
ERP system to assist in the business and especially in a
stock control system integrated with Sales. Our mood changed
with evogenic shortly into the implementation process; we
had found a supplier which exceeded our expectations and its own
promises, and was reliable, friendly, and just nice to deal with.

As soon as the system was implemented we gained greater
stock control, more efficient ordering, clearer documentation,
and easy access to sales information. We now use all the
evogenic modules in our business and have found the system
really easy to use and update, we can customise the system
to suit our own specific needs, and we receive immediate
assistance should we need it. | can wholeheartedly recommend
evogenic to any business large or small - it will be both a
positive and pleasurable experience.”
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Training the next generation
of builders

Modern construction practices are raising demand

for new skills on and off building sites,
Sean Hargrave discovers

“We're seeing a large
move towards light
gauge steel and timber
frame buildings as well
as prefabrication, much
of which is being driven
by targets to lower carbon
emissions and reduce
waste on sites by 50%
by 2012.”

Alistair Collin

“With prefabrication
we’re seeing construction
moving closer to manu-
facturing. Parts of build-
ings are being made in
factories and are trans-
ported to the site where
they’re fitted together.”
Alistair Collin

“If someone were using a
saw on one of our sites,
I'd want to know why. It's
just so inefficient to ship
materials in bulk to a site
and then cut them. It cre-
ates waste.”

David Gann

Twenty years ago construction sites all
looked much the same. Traditional materials,
such as sand, bricks and timber, were delivered
to a location in bulk and craftsmen measured
out or cut what was required for the immediate
job in hand.

Over the last 5-10 years the pace of change has accelerated
and in many parts of the industry new construction methods
have already become ubiquitous. With much of the work to
design and prefabricate parts of buildings now taking place
offsite in factories, this is having an impact on the skills the
construction industry requires. This prompted ConstructionSkills
to develop an NVQ in Innovative Methods of Construction
back in 2005, and, in April this year, to launch a new Future
Skills Unit.

The Unit was set up as part of ConstructionSkills remit, as a
Sector Skills Council, to ensure the industry has the qualifi-
cations and support it needs. According to Alistair Collin,
head of the Future Skills Unit, the organisation realised that
while the existing built environment will carry on requiring
traditional maintenance skills for many decades to come, a
large part of the 50% of ‘new build’ activity will demand
more innovative skill sets requiring new training programmes
and qualifications.

“We’re seeing a large move towards light gauge steel and
timber frame buildings as well as prefabrication, much of
which is being driven by targets to lower carbon emissions
and reduce waste on sites by 50% by 2012,” he says.

“With prefabrication we’re seeing construction moving closer
to manufacturing. Parts of buildings are being made in factories
and are transported to the site where they’re fitted together.
It's going to become increasingly common for people walking
past a building site to see complete bathroom or kitchen
modules being lowered in to position by a crane.”

The big new construction projects will continue to shift their
skill requirements away from traditional trades towards workers
trained and skilled in areas such as project management,
manufacturing, module assembly and logistics. Also IT is set
to play an increasingly prominent role in construction, Collin
predicts.

“New building methods are placing a lot of emphasis on
computer design and project management,” he says.

“The latest software allows companies to map in 3D so they
can design buildings so there are no conflicts. Traditionally,
because you can't visualise in 3D, it’s really hard to see if
there are going to be conflicts between wiring routes and
other services throughout a building and it can take up a lot
of time on a site trying to resolve issues.”

The shifts in building practices are allowing construction
companies to erect new buildings more quickly and safely

than before and, provided the right skills and capacity are
available, Collin insists, will help to ensure work quality is
higher and more predictable. The new methods are also being
partly driven by government environment goals. These are
mandating that, for example, site waste must be cut by a
half by 2012 and by 2016 the industry must begin producing
carbon neutral houses which, by 2020, will need to use a
quarter less water than today’s 150 litre daily average.

This is going to require the industry work with new materials,
such as carbon-absorbing concrete, as well as design inno-
vative water and energy saving devices in to new buildings.

For British building companies to remain competitive against
this backdrop, and they currently account for 8% of the country’s
GDP, they need training and certification to be designed around
the new skills they require. The Future Skills Unit will ensure
that appropriate additional qualifications and programmes are
available to the industry to help it access and develop the talent
it requires.

Terminal 5 lessons to aid 2012 Olympics
Professor David Gann, Head of Innovation and Entrepreneurship
at Imperial College Business School and Innovation Executive
at Laing O’Rourke, sums up the change in today’s building
sites by revealing he would be surprised if he came across
anyone cutting materials.

“If someone were using a saw on one of our sites, I'd want
to know why,” he says. “It’s just so inefficient to ship materials
in bulk to a site and then cut them. It creates waste.”

Instead of traditional methods, he believes the lessons
learned on landmark projects, such as Heathrow Terminal 5,
will be used in future projects, such as the sporting facilities
being constructed for the London 2012 Olympics.

“We used an assembly process for T5 where a lot of the
manufacturing was done upstream and units were delivered
to containment areas near the construction site so they were
only brought on to the main site when they were needed,” he says.

“It means the site is much less congested and so safer and
there’s less risk of items being damaged or stolen. With
major projects you don’t often have the space to store
everything on-site.”




®ee0cceccc0cce0000000000000000000000000000000000000000000000

BUSINESS HRST 51

Supporting professiona
evelopment -

Good training needs good trainers. Murdoch Mactaggart

learns of an organisation ensuring that employers’ training needs are properly met.

“There’s a very powerful
potential solution to the
economic downturn in
retraining people and in
providing advice and
guidance to people about
new careers and how to
set about retraining.”

Ivor Jones

“Sharing information
about successes and
failures, and perhaps
understanding better
how innovative ap-
proaches can be devel-
oped, can help
organisations develop
good practice. That's
exciting.”

Mary Joyce

@ www.lluk.org

With steady employment diminishing in the
recession, retraining for specific skills or using
enforced leisure time to study recreationally
is increasing. This pressurises training
providers but opens up opportunities for
new careers in that sector.

Lifelong Learning UK (LLUK) is one of 25 sectors skills councils,
state-funded employer-led organisations which cover specific
economic sectors and aim to identify and reduce skills gaps
by improving skills and training availability. It’s responsible
for the professional development of those working in six
areas: community learning and development; further education;
higher education; libraries and information services; work-
based learning; and careers guidance.

“There are many access routes to education and training
across the UK which we’re responsible for.” explains Ivor
Jones, Deputy Chief Executive, LLUK. “There is graduate and
post-graduate academic training, or vocational work-based
training, perhaps provided by small and medium enterprises.
There are informal routes into education, such as libraries.
One of our key roles is supporting the development of that
diverse workforce.”

“An important task is brokering relationships between indi-
viduals, employers and training providers. There’s a very
powerful potential solution to the economic downturn in re-
training people and in providing advice and guidance about
new careers and how to set about retraining.”

Identifying shortages

A key responsibility for LLUK is collecting labour market
intelligence about the lifelong learning sector’s workforce
across the UK.

“This is crucial so that we can look at where the skills shortages
are in areas of employment, perhaps specific to particular
regions.” explains Mary Joyce, LLUK’s Director of Planning,
Standards and Performance. “We use that information to
encourage those with specialist skills in shortage areas to
consider becoming teachers, supporting learners in a variety
of roles and training others, for example in construction skills.”

“New types of jobs will be required in the future to help our
economy out of recession.” adds Jones. “Our role is to un-
derstand, from what employers are telling us, what skills will
be required, identify the education and training needed, and
so make sure the resources are there to equip people for
those new jobs.”

LLUK also develops National Occupational Standards, which
underpin a range of qualifications and professional development
programmes. To support this, LLUK is working with the
Department for Business, Innovation and Skills to develop
an innovation capability review process.

Promoting innovation

“This is very much in the pilot stages,” explains Joyce “but
it's a diagnostic tool used as part of a consultancy approach
to help organisations get a snapshot of their innovative capacity.
Management systems and practices can influence innovation
greatly and this tool can be used to probe the interrelationships
between various parts of the organisation to understand how
new ideas get generated and put into practice.”

“It can also help develop dialogue between employers.
That’s exciting, because sharing information about successes
and failures, and perhaps understanding better how innovative
approaches can be developed, can help organisations develop
good practice.”

“It’s also relevant to our own work.” adds Jones. “We have areas
where we could better understand how innovative approaches
can be co-created with our employers. That helps us consider
how we might do things differently in a changing economy.”
“Employers need to be confident that any training meets
their needs while trainers and those who support trainers
themselves need to see the value they provide for their
learners. So we need to make sure that our professional
development support is always as good as it can be.”

Lifelong learning

Many governments, responding to significant changes in work
patterns, now focus greatly on ‘lifelong learning’, education
continuing well beyond the ordinary end of formal youth
education. This is seen as central to personal development
and important for social inclusion and economic reasons.
Lifelong learning opportunities can formal or informal. Colleges,
universities, independent training providers and others offer
a huge range of formal courses and qualifications. Libraries,
youth work and career guidance services and others provides
access to learning, resources and support. There’s been an
explosion of web-based access to learning, for example
through the many lecture videos on academicearth.org or
the autonomous learning groups linked by the u3a.org.uk site.

Addressing inequalities

It’s essential that organisations recognise the importance of
managing equality and diversity well yet a 2002 report from
the Commission for Race Equality in Further Education Colleges
found significant under-representation of black and minority
ethnic staff and governors in colleges and noted instances of
poor recruitment practices and support. A 2008 report by
the Centre for Excellence in Leadership found that little had
changed in the interim.

Against this background LLUK is developing an evidence-
based Equalities Framework initiative for the whole lifelong
learning sector. This will assess performance across five elements
over all areas of an organisation, so seeking to enhance
performance across all strands of diversity, not just racial or
sexual. The pilot programme will run within the Further Edu-
cation sector across the nine English regions and will include
a revised Equality Impact Assessment process.




€000 0000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000

BUSINESS HRST

Magic or good
management’”

Is it better to build a high-quality R&D department or to draw on the creative ideas of freelances
and others around the world? Murdoch Mactaggart hears of the benefits offered by open

innovation.

i

“Open innovation has got

»

to pervade the company.”
David Bott

“We probably don’t fund
anything that isn’t some-
how open innovation.”
David Bott

Modern business people are suckers for
manuals of magic. Earlier manuals, grimoires,
showed how to invoke angels or demons,
cast charms or spells and even foretell the
future using the conjunction of celestial bodies.
This last absurd practice even today maintains
a powerful hold on the credulous while making
its practitioners substantial sums of money.
Some may even believe what they write.

Every so often a new business grimoire appears recom-
mending a business model or process which, if faithfully fol-
lowed, will transform the individual into an alpha-plus
success in his or her chosen trade or the organisation into a
global force. Some consultants and practitioners may even
come to believe in the self-help advice they offer but at least
many modern business books of magic spells are typically
more discreet in their use of irrational faith than their earlier
counterparts.

“| first ran into open innovation about twenty years ago
when working with a Proctor & Gamble supplier.” says David
Bott, Director of Innovation Programmes, Technology Strat-
egy Board (TSB). “What P&G realised was that their options
were limited if they relied on their own internal resources for
creativity whereas if they opened things up to their supply
chain they got access to perhaps another 250,000 people
for free. In fact, the process of understanding the challenges
back into your supply chain is a core business process that
has been around for years”

Cooperating with others

The practice of valuing contributions from those outside an
organisation or a specialist department is far from new.
However, it was largely eclipsed during the 20th century by
the business orthodoxy that a company would grow by
building better mousetraps and that the best way to do that
was to allocate the necessary resources to internal R&D.
However, companies began running into problems of complexity
and resource management which restricted their efficiency
and growth and many started to look at how things could be
managed better.

In 1999 Proctor & Gamble formalised much of what it had
earlier been doing to launch an initiative called Connect and
Develop. This aimed to increase steadily the proportion of in-
novative ideas coming from external sources to well over
half. At the same time it decided to make available to others,
even to companies directly competitive with it, ideas which it
had developed internally but so far not used.

This was a win-win situation, it claimed; not only would it in-
crease the number of research scientists it could draw on from
under nine thousand to over 1.5 million but it would also
make money, possibly substantial money, by licensing cur-
rently unproductive IP.

“You can apply theories of warfare to company activities.”
says Bott. “Early on, if the enemy couldn’t break in to defensive
castles then it couldn’t win. That was the old war of position.
That changed with modern warfare into breaking through lines,
cutting supply chains and so on, the war of movement. The
old-fashioned patent-driven business approach is like the war
of position but what’s successful now is the equivalent of the
war of movement — companies need to be flexible and open.”

Slow companies risk failing

“There’s a difference in speed too.” he adds. “Previously you
might sit around for a few days making decisions on facts.
Now when you’re looking for a solution you take the first one
in that most closely matches your needs. If you sit around
waiting for a month in case a better idea comes in you’ll waste
any business advantage you have. It's a kind of unholy alliance
between access and speed and neither will work on its own.”

Just as the process is far older than the name so it’s also far
wider than the process often narrowly defined as open innovation.



For instance, companies like 3M or Oracle will use the
process to offer a product or service and invite others to
consider innovative ways to use it. It's usually easier and
more productive for someone with a problem to look imagi-
natively at different ways of solving that rather than for a
manufacturer or developer to think of all possible uses for a
product. Interestingly, this is exactly what’s happening with
the innovation challenges which are run with the support of
the TSB where there’s a conscious effort to engage suppliers
from outside the traditional sector, perhaps healthcare,
where the challenge sits.

“Open innovation has got to pervade the company.” says
Bott. “If you simply appoint an open innovation officer and
put all the clever, weird and wacky ideas through the head of
one person you’re missing the point. | passionately believe
that everyone in an organisation can be open about the way
they absorb ideas and hence how they can contribute to the
productivity of the organisation. And in that sense the Technology
Strategy Board is a living, open innovation organisation because
everybody - the technologists, the administrators, everybody
— constantly tries to think how they can do the job better. It
has to be fused through the whole organisation.”

In this sense open innovation is merely a process of finding
ways to tap into the skills of those outside an organisation to
solve existing problems. This is the approach taken by Proctor
& Gamble or, as Chessbrough points out, that of many modern
technology companies who maintain minimal research facilities
and form strategic partnerships with specialist developers,
sometimes simply buying them out. Oracle, Microsoft, Intel,
IBM, Cisco and, more recently, companies such as Google,
Yahoo and many others all take this approach. There’s a
commonality, too, with the open source movement where
companies like Red Hat develop a business model based not
on IP ownership but on distribution and support of a collection
of GNU/Linux tools and packages available to anyone.

In another relevant book, Wikinomics: How Mass Collaboration
Changes Everything, the authors Don Tapscott and Anthony
D. Williams explore how the ideas of what they call Openness,
Peering, Sharing and Acting Globally can change business
models significantly, saying that companies which are slow
to act in this way risk failing. In a simple example this is exactly
what Amazon and eBay have moved to do in providing facilities
to a vast number of small merchant partners in a symbiotic
and mutually-beneficial relationship.

Solving societal problems

Open innovation may have started with manufacturing and
the supply chain but now has a far wider application, including
in the creative and service industries and in solving societal
problems. This is something the TSB has only recently
started getting involved in, says Bott, but it is increasing.

“We’ve been moving into the area of the creative and service
industries and set up the Creative Industries Knowledge
Transfer Network last year. Through our Innovation Platforms,
we have been working with government departments to help
address societal challenges like assisted living, transport
systems and sustainable housing.” he says. “It’s early days
yet but our work has led to us to see the need to support the
development of new business models, as well as new products
or services. With the Innovation Platforms, where the final
benefit is for society as a whole, we look to support how
business would make money out of its implementation.
We’re investing taxpayer’s money in business innovation so
we need to see new products or processes emerging that are
commercially viable as well as helping us to meet the societal
challenges.”
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“Actually, we probably don’t fund anything that isn’t somehow
open innovation.” he adds.” And it has to be business related
although it’s not just about products and services. It's also
about the open innovation of business models. It’s about
thinking how to run your business more effectively, about
being fully open to new ideas at all sorts of levels.”

The emergence of ‘open innovation’

The term ‘open innovation’ was coined by Henry Chesbrough,
a Berkeley professor, in a book of that name published in
2003. That’s roughly thirty years after the start of the internet
proper and a decade or more following the widespread
deployment of the world wide web, the technological engines
which made it easy for people remote from each other to
communicate and so dramatically changed knowledge
exchange worldwide.

Chesbrough acknowledges the facilitating power of technology
in his book both explicitly and implicitly while the author of
the foreword, John Seely Brown, Emeritus Director of the
Xerox Palo Alto Research Center notes two new important
realities in today’s world: firstly, firms have powerful ways of
reaching beyond their conventional boundaries to tap the
ideas of customers and users and, secondly, what he calls
the world’s really smart people are no longer members of a
single team but are widely distributed in multiple institutions.

Chesbrough’s book is actually a good history and analysis
of developing practice and the benefits which can be got by
being alert to new developments and opportunities including
very much in facilitating approaches to innovation itself. He
contrasts this new, open, paradigm with an earlier model,
which he calls ‘closed innovation’, characterised by a controlled
process of innovation dependent on large, internal R&D centres
which companies sought to fill with the industry’s smartest
researchers and a culture of secrecy around development
schedules research projects.

Open innovation, in contrast, recognises that it's no longer
possible to maintain such tight control and that companies
therefore need actively to embrace the opportunities available
including profiting from others’ use of one’s own intellectual
property and making wide use of that of others where appropriate.
The rules have changed significantly, he says, and although
there may be companies where a closed innovation model
has value, most organisations need to recognise the new
order and act accordingly. And he adds starkly, ‘Companies
that don’t innovate, die.’

Technology Strategy Board

Driving Innovation
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_eaming the lie of
ne land

Ambulance drivers, flood rescue teams, and couriers already rely on geographic information.
Now the applications which exploit it are growing in usefulness and diversity, because
everything, as Ordnance Survey points out, happens somewhere. By Joanna Bawa

“Geographic information
is an increasingly signifi-
cant knowledge compo-
nent in many high-profile
fields of government.”
Peter ter Haar

“Both OS OpenSpace
and and GeoVation un-
derline our commitment
to improving ease of ac-
cess to geographic data
and services for both
commercial and non-
commercial use.”

Peter ter Haar
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Some gadgets catch on more rapidly than
others - think of the DVD player, the mobile
phone, the iPod. Every bit as desirable, the
satellite navigation system has spread
throughout the travelling public like wildfire,
becoming a standard feature of most new
cars and a permanently installed addition to
older models. Finding our way around the
physical environment is as important a skill
as it has always been, and the intuitive
sense of a navigation system makes travel
smoother, easier and more reliable.

All mapped out

In business, agriculture, government and leisure, the ques-
tion ‘where?’ arises at least as frequently as ‘who; when and
why?’ However preoccupied we may be with the flow of in-
formation, the flow of physical objects and people between
identifiable locations is equally critical to the success of our
economy, and equally demanding in terms of speed, accu-
racy and safety. “Geographic information is an increasingly
significant knowledge component in many high profile fields
of government, affecting the location of new schools and
hospitals; the designation of public transportation routes; the
effectiveness of home shopping delivery services; the layout
of motorways; setup of fire and ambulance stations and
even the boundaries of farm land,” explains Peter ter Haar,
Director of Products with Ordnance Survey.

As he points out, Ordnance Survey has always been about
more than maps, even though its detailed paper maps still
represent its most recognisable product as well as some
10% of its total business activity. Cartography of all kinds
relies on geographic information, and it is the depth, detail
and accuracy of its data which makes Ordnance Survey so
unique. In conjunction with other digital services, techniques
such as crime mapping become possible, whereby crimes
can be mapped onto geographic locations to create a visual
pattern of criminal activity and its associations with nearby
buildings and landmarks. This enables local police to set up
more effective observation points and patrols, and position
CCTV cameras more precisely. “By locating a school near a
bus route and away from a flood zone, a local council can
save itself a substantial amount, immediately and in the
longer term,” adds ter Haar. “Even farmers can save them-
selves money if they know how to avoid the boundaries be-
tween protected land and designated farm land — thus
potentially avoiding penalties and qualifying for subsidies.”

Business is another rapidly growing consumer of geographic
information, with more organisations requesting highly de-
tailed mapping in order to plot road haulage routes, estimate
journey times precisely, plan supply chains more cost-effec-
tively and build services for managing traffic and responding
to congestion and accidents. Building surveyors apply Ord-
nance Survey data to create heat maps, using heat-sensitive
cameras to measure the insulation efficiency of individual
buildings, then locate these precisely on maps, allowing in-
sulation grants to be offered where necessary, reducing bills
and the carbon footprint of individual householders.

“Geographic information is incredibly important to many
government and business services, and always has been,”
observers Peter ter Haar. “It is really only since the wide-
spread availability of satnav and GPS devices that it has be-
come more visible within the consumer market. With the
success of GPS so widespread, the advantages of under-
standing not only location, but also orientation, topography
and the built environment, have become clear to much
larger user base.” ter Haar cites the growth of web-based
mapping services and the ubiquity of venue location maps
as an indicator of the growing interest in and use of geo-
graphic information; plus the increase in traffic in a crowded
country as a measure of its importance. The Web has accel-
erated and extended the reach of geographic information,
and it is this phenomenon which Ordnance Survey now
wishes to capture.

Easier access to geographic information
Applications based on Ordnance Survey data are beginning
to emerge as web technologies become more capable. “Ge-
ographic information is useful at a local level, but even more
useful when it can be scaled up and connected with other
regions, other functions,” explains Peter ter Haar.
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“Ordnance Survey com-
bines the scale and au-
thority of a government
organisation with the
agility of a digital busi-
ness.”

Peter ter Haar

Derbyshire
Constabulary
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The bevel of crime in this area is average

Compared to this time last year, crime in this area has
decreased by 20.3%
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Extending the availability of this data to developers of map-
ping services is the vision of OS OpenSpace, a free service
that allows users to build mash-ups of Ordnance Survey
mapping in scales ranging from the whole of Great Britain
down to street level. This service is available to anyone
wanting to develop experimental applications on the Web
using Ordnance Survey mapping. It will benefit individual de-
velopers and organisations such as commercial companies,
local community groups, national special interest groups and
smaller charities by enabling them to identify the zones and
regions within which many different communities operate,
then provide services and information for these different
communities. Aimed at the SME community, the enhanced
service will provide access to a range of Ordnance Survey
mapping, which will include official boundary information
and the option for developers to run advertising and spon-
sorship alongside their applications.

For organisations and individuals seeking to exploit geo-
graphic information more creatively, Ordnance Survey is
making its data and resources available through GeoVation,
a brand new social community portal where innovative, com-
munity-minded people can create and share ideas about
how they can benefit from digital mapping. The GeoVation
portal is free to participate in, and is designed for anyone
who has an idea they want to see happen. It makes available
support, suggestions and solutions from other community
members on translating an idea into reality, and is an oppor-
tunity to learn about the geography and mapping experi-
ences of others.

“Both OpenSpace and GeoVation underline our commitment
to improving ease of access to geographic data and services
for both commercial and non-commercial use,” says Peter
ter Haar. Part of a new government strategy for Ordnance
Survey, this approach will balance the need to maintain the
highest quality standards with the need to stimulate innova-
tion in the geographic information market and make data
more widely available. Huge teams of data collectors moni-
tor and record changes to the environment on a daily basis,
updating the detailed mapping database constantly in a way
no other survey service can match. The data covers topog-
raphy (all natural and man-made features); the road transport
network; rivers and waterways; building address data (plus
non-addressed buildings such as churches); height data;
scalar data; and images and photography. Ordnance Survey
will continue to be self-funded and earn revenue by licensing
this data, but it will also make it easier for customers and
other businesses to access its data and services.

“We believe strongly that geographic information is set to
become a far more prevalent component of digital knowl-
edge for government and business, and we are determined

Local Crime Mapping

to make our data available in a way which supports better
public policy and services while offering exceptional value to
developers,” says Peter ter Haar. Innovation is a key concept
in this respect, with OS OpenSpace providing a forum to
allow experimentation with digital information and a clear
path from this service to greater commercialisation. “Ord-
nance Survey combines the scale and authority of a govern-
ment organisation with the agility of a digital business. We’re
actively seeking commercial opportunities for geographic in-
formation and will continue to provide a better platform for
consumers to access Ordnance Survey products.”

The car that drives you there

In March 2009, a consortium of organisations including Ord-
nance Survey unveiled the Sentience, an intelligent ad-
vanced hybrid vehicle — essentially, an intelligent, self-driving
car which uses a vast array of sensors and data to drive
safely, efficiently and economically.

The Sentience research vehicle is the conclusion of a 15-
month collaboration between transportation consulting com-
pany, Ricardo, Jaguar-Land Rover, the Transport Research
Laboratory (TRL), Ordnance Survey, and Orange Business
Services, with part-funding provided by innovITS, the UK
centre of excellence for intelligent transport systems and
sustainable mobility. The project was based on extending
the electronic horizon of the vehicle using internet-enabled
mobile communications, GPS, advanced mapping and other
sophisticated real-time navigational technologies, aimed at
reducing the exhaust emissions and CO2 output of future
vehicles in a cost-effective manner.

“Sentience has been a unique collaboration between three
industries who would not normally work together,” explains
Sentience Project Director, Tom Robinson, of Ricardo. “The
results speak for themselves in demonstrating the potential
synergy to be realised by connecting the existing on-board
systems of vehicles with mobile communications and ad-
vanced mapping technologies.”

A crucial enabler of Sentience technology is the availability
of enhanced mapping data based on the OS MasterMap In-
tegrated Transport Network layer - Ordnance Survey’s na-
tional transport dataset. This extends beyond basic route
topology to include details such as gradients, curves, speed
limits and probabilistic speed limiting features such as junc-
tions, crossings, schools, traffic calming measures and traf-
fic lights. Specific routes have been captured for the TRL
test track as well as a number of pre defined routes on pub-
lic roads close to Ricardo, TRL and Orange development fa-
cilities. As such the vehicle control system has advanced the
actionable knowledge of the road ahead and can use this to
optimise its approach. Mapping including this level of en-
hanced data is available on a large scale by mapping suppli-
ers such as Ordnance Survey.
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ommunity capitalism

People too often feel frustrated and powerful in the face of events affecting their lives but
over which they have little control. Throughout Britain, however, their now taking action to
focus more on community needs. Murdoch Mactaggart reports

"One effect of the eco-
nomic crisis seems to be
that people are more
ready to take control
within their communities."
Elizabeth of Mar

"There's a need forserious
investment in new
infrastructure to meet

the needs of UK society."
Richard Murphy

Today’s focus is on economic growth. Rising
GDP is seen as bringing valuable benefits
to the population and it’s certainly the case
that life was physically much harder in
Britain a hundred years ago than it is today.
Whether personal satisfaction and enjoyment
of life was also worse in the 19th century is
a different question and one which is hotly
disputed.

Interestingly, measures of personal satisfaction seem to have
a negative correlation with increased personal wealth, at
least above a certain necessary minimum sufficient to avoid
concern about meeting costs and living comfortably. In
short, having lots of money isn’t a recipe for a happy life.

The Nordic countries score highly in surveys about places
where it’s good to live while countries such as the UK and
US do far less well. People often cite lack of control over
factors directly affecting one’s life as a major element causing
stress and unhappiness. Waiting in for repair engineers who
don’t arrive, hanging on to the phone with little happening,
finding that a convenient local shop or familiar pub has
closed suddenly for no obvious reason are just some of the
many modern irritants.

As Joseph Stiglitz, Nobel laureate economist, and others
have pointed out, the callous approach of too many international
corporations and the emphasis of governments on constant
economic growth have led to serious social damage and justified
unrest and so it’s important also to look in detail at issues
other than purely economic ones.

Taking local control

“One effect of the economic crisis seems to be that people
are more ready to take control within their communities” says
Elizabeth of Mar, a spokesperson for the Plunkett Foundation, a
long established charity which exists to support and encourage
social enterprise solutions to mainly rural problems. “People
may be short of money but they can still find time to volunteer
and to work to get local initiatives under way.”

The Plunkett Foundation lists over two hundred community
owned shops from Cornwall to the north of Scotland, as well
as many other initiatives where a local community has taken
over a much needed resource which was about to close.

Burton Bradstock is a small village on the coast road nearly
three miles south east of Bridport. It’s a thriving and active
community but in 2001 the post office was due to close. The
owner and postmaster was retiring and found it difficult to
sell the business as a going concern and planned to turn it
back into a house.

“We said we’d got to do something” explains Capt. Mike
Southgate, then Parish Council Chairman. “So we decided
to buy the building and find people to run it.”

Dorset cottages are expensive but Burton’s council has been
entrepreneurial for years and with the help of the Village
Society and the Countryside Agency bought the premises,
refurbished it and found a postmaster. It also sells papers,
milk, bread, tickets for functions, handles prescriptions and
dry cleaning, and displays notices.

“The post office is essential” adds Southgate “but it’s also a
central meeting point and that’s a vital function.”

Since then there have been two or three changes of tenant
with the latest, Gwen Holdcroft and her husband Simon,
taking over at the end of November 2008. In one sense the
shop and post office isn’t a community initiative — the
Holdcrofts are tenants, leasing the building from the council
- but it’s very clearly part of the local community and
considered and important asset.

“We’re very much part of things here” explains Gwen Holdcroft,
who is also employed by the Post Office as the Postmistress
“and we’re very consciously trying to offer local products
and provide a local service. Since we took over on the 1st of
December we've agreed contracts with local firms running
well into double figures for supplies of salads and organic
vegetables, free range eggs, meat and fish.”

It often isn’t easy running a small village shop but what’s
striking about the Burton initiative is the sense of involvement
and community which people in the village clearly feel and
which the Holdcrofts share.

“The previous tenant’s wife became ill unexpectedly” says
Gwen Holdcroft “and for several months the shop was
largely run by volunteers who had set up a rota to keep it
open, helping not only the tenant but also, of course, themselves.
The same thing happened when we started — for the couple
of months of the changeover, and while | was being trained
by the Post Office, people came in each day and ran things.”

In nearby Shipton Gorge the local Bridport brewery closed
the only pub, energising the villagers to form New Inn Support
Limited (NISL) and persuade Palmers to transfer the tenancy,
installing Sandra Tyson and Gary Peller as licensees.

“It's working well.” says Tyson. “Everyone’s really proud of
what we’ve done.” Lively and welcoming, the pub has similarly
become a community centre, somewhere to meet, to collect
prescriptions or pick up bread or milk.

Wide ranging

In Saxmundham, Suffolk, the planned closure of the cottage
hospital sparked a campaign for a community buyout while
many Highland estates, often run by absentee landlords,
have become community owned.
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Glenelg is a tiny community of some 250 people spread over
a couple of hundred square miles, situated in the west Highlands
on the nearest point on the mainland to Skye. The main hamlet
is Kirkton and there are other smaller hamlets scattered around
with nearby Sandaig being the former home of Gavin Maxwell
and the actual location of his “Ring of Bright Water”. For many
years cattle were brought from the outer islands to Skye and
duly swum across the Kylerhea narrows, tied nose ring to
tail, before being driven across the hills to the markets at
Falkirk and Stirling.

More recently a ferry ran between Glenelg and Skye catering
to the tourist trade in the summer and carrying foot passengers
and up to four cars. Problems with old equipment and possibly
to some extent the opening of the nearby Skye Bridge meant
that the then owner was anxious to sell and, failing to find a
buyer, considered closing the ferry. Although perhaps not
essential to the life of the community it was nevertheless an
important asset and was recently taken over as a community
initiative.

One of the Plunkett Foundation’s major initiatives was in the
north east of England with a local imitative saving the local
swimming pool, now known as the Lazenby Community
Pool, in the Eden Valley, Cumbria.

In Saxmundham, Suffolk, the planned closure of the cottage
hospital sparked a campaign for a community buyout while
many Highland estates, often run by absentee landlords,
have become community owned.

“Local independent initiatives are really valuable to communities
because they keep money and goods circulating locally.”
explains Ruth Potts, Communications Manager of the New
Economics Foundation (nef). “They also provide the social
glue to hold communities together.”

This sense of community is important in maintaining good
local conditions. Harvard School of Public Health studied a
Chicago neighbourhood around 1996 and found that by far
the most important factor in reducing crime was whether
neighbours looked out for each other. Another US study
showed that opening a Wal-Mart store led to many small
business closures and a loss of community cohesion.
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People’s pensions

One old idea, community related, which is gaining some
traction, and already runs successfully in part of continental
Europe and the United States, is what’s called “people’s
pensions”, an idea promoted by Richard Murphy, Colin
Hines and Alan Simpson MP.

The recent financial crisis has shown up the fragility of the
stock market and the problems with linking pension provision
with what is, essentially, a form of gambling rather than
either a means of raising company finance or properly
sharing in company growth.

“There’s a need for serious investment in new infrastructure
to meet the needs of UK society.” explains Murphy. “That
could be something like Crossrail or a hospital or a school or
perhaps some environmental investment.”

Under the system people would pay pension contributions
to a special mutual society formed to build some particular
project. They might choose something through sympathy
with the aims, environmental perhaps, or a local hospital
and, exactly as with current pension provisions, might join
more than one scheme. Whatever was built would then
typically be rented to the government at a return on capital
of around 4-7% for perhaps thirty or forty years. As with the
now largely discredited PF| approach private funding would
enabler infrastructure development but at far lower return
cost and with additional taxation savings to government.
“Instead of putting money into a short term savings medium
with an uncertain future and which doesn’t create new eco-
nomic activity of its own we’re using funds to build some-
thing necessary which also creates wealth over the lifetime
of the pensioner.” says Murphy. “People can choose where
they invest and they can see clearly the link between their
savings, the creation of change in the society where they
live, and the generation of wealth.”

The idea’s innovative in modern Britain but it’s also old being
almost exactly the process used to fund the dramatic indus-
trial and commercial expansion of 19th century Britain. And,
importantly, it connects directly to local concerns and fosters
the growing sense of community rather than being a source
of concern, stress and frustration.
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1he VAl man cometn

Nothing is certain except death and taxes - and the increasing complexity of the rules
regarding those taxes. \\lendy M. Grossman explores the ins and outs of VAT

TAXATION
AWARDS 2009,

WINNERS

"Managing VAT is a big
issue even for me as a
VAT consultant.”

John Crawford

"There are no carrots in
this game. It's only stick,
stick, stick."

John Crawford

www.thevatconsultancy.com

In today's economic climate it's logical for
businesses to focus all their attention on
trying to stay afloat: finding new customers,
keeping existing ones happy, and maintaining
revenues. With so much to think about, an
easy mistake is to lose sight of tax require-
ments, both current ones and the changing
rules up ahead. It's also easy to decide to
dispense with specialist advice in the interests
of saving money.

Yet losing track of tax can be one of the costliest decisions a
company can make, especially now that HMRC has introduced
stiff, new fines for careless mistakes on VAT returns (see
sidebar). There is no obvious reward for getting accurately
calculated VAT returns in on time, but there certainly are
penalties for failing to do so — and not just from HMRC. A
surprising number of businesses pay more than they need to
through not knowing what they can claim.

Following the money

"Managing VAT is a big issue even for me as a VAT consultant,"
says John Crawford, founder and managing director of The

VAT Consultancy, which recently won a National Tax award.

Crawford is, like almost all of his team, a former VAT inspector.

The most common mistake businesses make, he says, is
failing to claim enough. Many do not realise, for example,
that VAT on employees' hotel expenditure and travel costs
can often be reclaimed even though entertainment and di-
rectors' accommodation can't. Even the VAT element of the
per-mile allowance paid to employees using their own cars
on business errands can be reclaimed. Similarly, VAT on
costs such as those incurred in presenting at foreign exhibi-
tions can be reclaimed from the foreign country — providing
you know how to register and fill out the forms.

"We have lots of cases where we've gone in and realised that
they're not recovering enough. We get a refund and they love
us," says Crawford. One retailer, for example, thought it had
set up a VAT group but had never completed the paperwork.

"We looked at what the Revenue had on them and then proposed
a restructure that saved £160,000," he says. The VAT Consultancy
also resolved all other outstanding issues with HMRC.

Another common mistake is made by start-up businesses:
they leave registering for VAT until later, thinking that it's not
relevant until they start making sales.

On the contrary, Crawford says, VAT on start-up costs can
generally be recouped if the business takes an "intending
trader registration". Even if the business never takes off there is
no requirement to repay the VAT.

The structure of a business and its activities may be relevant.
In another case, Crawford's team was able to save a house-
builder £50,000 in VAT by simple restructuring.

Other, smaller changes can also have an impact. Paying by
direct debit and filing online nets a business ten extra days
to complete quarterly returns. The flat-rate scheme can save
smaller businesses a lot of effort. And setting up a second
company to handle some business if a company is nearing
the £1.35 million threshold for the cash accounting scheme
can result in substantial savings. "Falling out of the cash
accounting scheme is extremely painful,” says Crawford.

He adds, "There are no carrots in this game. It's only stick,
stick, stick."

All change

One of the difficulties for many businesses in dealing with
VAT is the frequent changes to the rules, each of which requires
a change in accounting and/or planning. Next year will be no
exception. In 2010, there will be a requirement to shift to filing
returns electronically, and changes to rules regarding EU
sales and the place of supply. Large companies will also be
required to select a senior accounting officer who will be
responsible for providing HMRC with an annual certificate to
show that the company's accounting systems are adequate
for accurate tax reporting or notify HMRC of any inadequacies.
HMRC will also be allowed to "name and shame" taxpayers
who are liable to civil penalties after underpaying by more
than £25,000.

Probably the biggest immediate impact comes from the
new penalty regime, which allows HMRC to heavily fine
companies who make mistakes on their VAT returns. Exactly
how the rules will be interpreted is still unclear , but one effect is
that where formerly businesses could disclose errors in their
returns without fear, in future reporting mistakes may expose
them to heavy fines. "A lot rides on what is considered
reasonable care," says Crawford. "And HMRC are still in the
early stages of saying what they consider to be careless.

But the view is that the Revenue want us to be more careful."
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Head In the clouds

Cloud computing makes a reality of software as a service, supplied on demand like
electricity or any other utility. \Wendy M. Grossman gets connected

"People have been talking
about this now for 15
years, but it's here today
and it works."

Piers Linney

"It's important to have all
your software in one
place and all one -
solution."

Piers Linney

OUTSOURCERY

CHANGING WORK FOR GOOD

It must be at least 15 years since the IT
industry began talking about unified
communications. In that time instead of
unifying, communications have splintered:
landlines, mobile phones, email, instant
messaging, and videoconferencing.
Simultaneously, along has come software
such as customer relations management
that needs to link to all those different strands.

Meanwhile, today's economic environment makes finding
funding for capital expenditures on such systems difficult for
small and medium-sized businesses. Even leasing can be
out of reach — and on top of purchase or leasing costs
businesses must find the wherewithal to pay an IT person

to provide expertise and support.

The advent of reliable, nearly ubiquitous broadband, however,
brings new options. Cloud computing isn't just Google's free
services; it can also mean outsourcing servers and software
and paying only for what you use. A Software as a Service
setup allows a company to function exactly as if it had its
own in-house tools without the headaches of updating,
upgrading, support, and planning. You pay per user per
month, and the outside company does all the work.

All for one

"For many companies all these solutions have a different
supplier," says Piers Linney, director of Outsourcery (formerly
Genesis Communications), which provides hosted versions
of Microsoft Exchange, SharePoint, Dynamics CRM and
Office Communicator. The last of these provides instant
messaging and hooks company contacts into calendaring
facilities. In addition, its unified communications product set
replaces traditional desktop phones and PABX with IP
phones and a switch, making calls between branch offices
free. "People have been talking about this now for 15 years,
but it's here today and it works," he says. And he adds,
adopting an Outsourcery solution is not risky: the company
is not changing the tried and tested software companies are
used to, merely changing the way it's delivered and priced.

Linney, a former City lawyer, and Simon Newton, a former
senior banker, together bought Outsourcery, then the purely
mobile phone company Genesis Communications, from
Dixons and Currys owner DSGi about 18 months ago and
began by widening its customer base from SMEs. To this the
pair then added hosted IT solutions by acquiring Servelogic
Plc and converging the two businesses. Now, Outsourcery
offers cloud computing and converged solutions for SMEs.
"Since then," says Linney, "our strategy has evolved into a
much broader, more coordinated offering." It has to: in
today's world business data, liaising with customers, mobile
and desktop phones, and laptops with broadband cards all
need to be integrated. "In effect, with our solutions, you get
free upgrades," says Linney. "You don't suddenly have an
extra cost going up to the next version. It's important going
forward that we can do the whole lot. We offer flexible IT.

As your business grows, you can grow with it and there's
less risk than planning a capital investment."

One of the key enabling technologies is British Telecom's
effort to convert all its legacy phone networks to its new
Internet Protocol-based 21CN. "When the whole nation is
wired up to that connectivity," says Newton, "the whole
issue about 'Can you put IT in a cloud and connect to it?"
goes away." Newton believes the company is the first in the UK
to bring together all these different pieces into a single service.

"It's important to have all your software in one place and all
one solution," says Linney.
www.outsourcery.co.uk

Pall-Ex

Pall-Ex is the operator of a hub-and-spoke network set up in
1996 to deliver small consignments of freight throughout the
UK. It has more than 100 depot locations throughout the UK
and Europe, a purpose-built hub in Leicestershire and a
smaller regional one in Cumbia. As a delivery company, for
Pall-Ex effective communications with customers and its
7,500 vehicles is of key importance, as is enabling its team
to concentrate on servicing customers.

The company was facing costs of £30,000 to support and
upgrade its existing email service to Microsoft Exchange
2007. Instead, the company opted to move its email system,
which doubles as its business records, to a scalable, unified
hosted IT system provided by Outsourcery.

Chief among the benefits is the cost savings — Pall-Ex
expects to save £52,000 annually by choosing Outsourcery
hosting over providing its own in-house systems. But in
addition Pall-Ex expects the Outsourcery solution to make it
easier for its staff to manage its archived communications
and provide flexibility for future growth including the option
to move to CRM via Outsourcery's hosted Microsoft Dynamics
CRM. Pall-Ex has relied on archived email for its business
records; as part of the new system it intends to move to a
more robust database solution.
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Promoting enterprise, Innovation
stainable growtn

With small to medium enterprises representing 99 percent of UK businesses, their importance
to the UK economy cannot be overstated. This is the reason why the Institute of Chartered
Accountants in England and Wales (ICAEW) acts as a champion to support their interests.
Susan Venables explores the Institute’s role.

“As a public interest body
our objective is to promote
enterprise, innovation and
sustainable growth in a
socially responsible
business environment”
Clive Lewis

“We encourage busi-
nesses to ‘think outside
the box’ to find ways to
survive the downturn and
even prosper”

Clive Lewis

Against a backdrop of the worst international
economic crisis in years many small to medium
enterprises (SMEs) have had to take steps to
ensure their businesses are positioned to
survive the downturn. Recent figures suggest
that difficult times still lie ahead, for instance,
in May 2009, the Office of National Statistics
said that output of the UK economy fell by an
unrevised 1.9 percent in the first three months
of 2009 and household spending dropped by
1.2 percent, the biggest decline since 1980.

As a consequence, SMEs are faced with challenges such as
tight profit margins, managing cash flow and limited access

to credit. Now, more than ever, these businesses need support
and advice to help them weather the tough economic conditions,
and it’s influential organisations like the ICAEW that are best
placed to provide this critical advisory and support role.

Role and objectives

Established as a charter body in 1880, the ICAEW is now the
largest professional accountancy body in Europe with 132,000
members running and advising businesses across all economic
sectors. Widely respected as an expert commentator on
business and industry issues, the Institute spans 165 countries.

“As a public interest body our objective is to promote enterprise,
innovation and sustainable growth in a socially responsible
business environment,” explains Clive Lewis, the ICAEW’s
Head of SME issues. “We achieve this through drawing on
the strength and knowledge of our members, each of whom
hold a world-class finance qualification. Their experience
gives us an acute understanding of the dynamics which drive
our economy and therefore the ability to work with governments,
regulators and industry to influence policy and regulations
that impact businesses.”

Acting as champion for the SME

According to the Department for Business Enterprise & Regulatory
Reform (BERR) SMEs contributed an annual turnover of
£2,800 billion to the UK economy at the start of 2007.
Because the significance of their contribution is vital for the
continued success of UK PLC, the ICAEW sees it as their
duty to act as champion for the SME in terms of supporting
and advising on the financial, managerial and ethical issues
and challenges that they face today.

“Our focus is to help our members to help their clients by
providing advice based on the highest technical and ethical
standards,” says Lewis. “Especially in light of the current
economic conditions we see our role as being even more
critical and therefore encourage businesses to ‘think outside
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the box’ to find ways to survive the downturn and even prosper.”
“It's because we work on the premise of a ‘think small first
philosophy’ our aim is to protect the interests of the SME.
For example, by working with and applying pressure on the
Government we try to ensure new legislation and regulations
have been designed with the SME in mind and that there are
effective channels to communicate any new information.
And with over 69 percent of regulations now coming out of
the European Commission, the Institute is extremely pro-active
in its advisory and lobbying role.”

Inspiring business confidence

As well as promoting best practice and clarity of understanding
of the bureaucratic minefield that so many SMEs face, the
ICAEW's other key objective is to encourage new thinking to help
restore economic confidence and support sustainable growth.

Lewis concludes: “The Institute aims to inspire and instil optimism
into businesses and to explore the opportunities that an economic
downturn can provide, such as taking advantage of weakened
competition and rethinking their business models. There are
signs that business confidence is returning and we will continue
to provide guidance on the measured steps SMEs should
take in response to an economic recovery.”

Tips for business survival
To help SMEs the ICAEW has published its top ten tips to survive
the credit squeeze:
. Put cashflow and financing on the agenda for every management
meeting
. Regularly update cashflow forecasts
. If there is a conflict between profitability and cashflow take the
cashflow option
. If you have a term loan or overdraft be aware of any covenants
and constantly monitor how close you are to breaching them
. Prepare thoroughly if a review is coming up on any of your
financing facilities
. If limits might be threatened ‘think the unthinkable’ regarding
the sale of assets
. Talk to current financiers before you get into difficulties.
Otherwise you devalue future forecasts
. Make sure that all types and sources of finance have been fully
considered
. Invest time talking to new sources of finance. You might need
them if your current providers prove difficult
10.If you are ‘cash rich’ draw up a list of ways you could use surplus
cash for the longer term benefit of the business

www.icaew.com
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Open Innovation

Centre for

(i S ’ Innovation

offers opportunities for small businesses

Ron Petersen, managing director, Boots Centre for Innovation

For further information
please visit
www.bootsinnovation.com
or contact:

Louise Bryce,

Marketing Manager,

Boots Centre for Innovation
Tel: 01792 602673

Email: louise.bryce@
bootsinnovation.co.uk

i

Alliance '
Boots

It’s almost a decade since Henry Chesborough,
a professor at the University of California,
Berkeley, first wrote about Open Innovation.
This is the concept that companies can no
longer afford to rely entirely upon their own
internal research and development and may
lack the agility to respond quickly to market
opportunities. Instead, they should draw on
external resources, ideas and best practice
to complement their own work and advance
the development of new technologies.

The Open Innovation concept was relatively unknown to
global organisations, particularly those who carried out
extensive research and development. However, despite
doing everything to make the most of their expertise, from
setting up ‘Skunk Works’ to strengthening product portfolio
management, many began to realise that more was needed.
Since Chesborough first spoke about Open Innovation, more
and more companies have acknowledged that they cannot
afford to rely on internal resources and are looking externally
for ideas to complement their own innovation assets.

The Boots Centre for Innovation (“the Centre”) was launched
in 2007 in order for our business to adopt an Open Innova-
tion approach. We develop many successful products in our
own research facilities in Nottingham, however wanted to in-
troduce additional exciting healthcare and beauty products
by working in partnership with external parties.

Set up as a partnership between Alliance Boots, the Institute
of Life Science at Swansea University and Longbow Capital,
the Centre is open to ideas from SMEs and entrepreneurs.
We are also working with some of the UK’s leading universi-
ties to discover new technologies that can be applied to the
health and beauty sector.

The need for mutual benefits

Open Innovation could be seen as something that will prima-
rily benefit large commercial organisations by helping them
to find new ideas to grow their global businesses, whilst the
originators of the ideas may gain little, if any, benefit from
their intellectual property (IP).

Most independent inventors are terrified of big companies.
Meanwhile companies are suspicious of inventors, often
simply as a result of ‘not invented here’ syndrome, creating
huge potential for distrust.

However, the concept of Open Innovation, handled correctly,
is mutually beneficial. The organisation sourcing ideas can
use them to bring products to market quickly and potentially
grow its business. The innovator benefits by being supported
throughout the experience of developing their concept, obtaining
valuable advice on how to advance their idea and bring it to
market from an experienced organisation.

How we support small businesses
This is the approach we take at the Boots Centre for Innovation.

Prime Minister Gordon Brown visits Boots Centre for Innovation last year
shown here in conversation with the Centre’s first managing director Dr Ged O’Shea

»

We offer SMEs a unique route to market, providing advice,
technical expertise and sources of funding to stimulate the
development of new ideas and bring concepts to market
quickly and successfully. Importantly, the creator retains their
original IP rights, gains insights into market trends and obtains
potential access to funding through the development stages.

Our team includes retail experts, scientific advisors and project
managers to reflect the diversity of innovators’ needs. We
can provide as much or as little support as required, working
with experts within Alliance Boots and externally to move
concepts through the development cycle and onto the shelves.

We support SMEs in two ways. First, we invite them to present
their concepts to us for consideration. This creates a tremendous
inflow of ideas — since the Centre was opened, we have
reviewed more than 1,000. The process is clear and transparent
and we respond to everyone who approaches us.

Second, we proactively look for people developing solutions
to specific healthcare needs we have identified. Solutions
may be found in a wide range of places — for example, a
technology from the food industry might have healthcare
applications — and as a result our policy encourages transfer
of innovation across boundaries.

Recent examples of success

One inventor approached us with a finished and patented
product addressing a healthcare issue, but no plan for bringing
it to market. We provided vital business support, including
guidance on supply chain management and packaging,
assistance with funding by helping the inventor to navigate
through the investment process, and marketing expertise.
Less than a year later, the device was available across the
UK on the Boots consumer website (www.boots.com).

Another company had a prototype product which we realised
addressed a major consumer need. We carried out research
to clarify market positioning, quantify potential demand and
investigate price elasticity, then worked with the inventors to
optimise the technology. The resulting product was launched
successfully earlier this year.

In this way, we aim to stimulate the development of new
applications, providing business opportunities for SMEs and
benefiting the general public. We offer inventors a unique
combination of advice, funding and a route to market for
their products. If they have innovative ideas, we’d like to
work with them to develop the next generation of health and
beauty products.
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value your business? \Vendy M. Grossman counts the assets

"We think our type of
financing is particularly
appropriate for these
times."

Paul Beveridge

"It's traditional lending,
the way it used to be
done a long time ago."
Paul Beveridge

e for money

Credit is an essential lubricant in the business world. But how do you

It's a common problem, especially during
the credit crunch: businesses need funding
and, as they grow, they need to make changes
in their financing structure to match their
changed needs. Without access to sufficient
funds, they may not be able to execute the
strategic plans they've drawn up.

That's all straightforward enough, right out of the most basic
business textbooks. The difficult part for businesses is that
these days capital is a scarce resource and banks are likely
to allocate their funds first to the customers they already
have. This is especially true in a downturn like this one,
where banks want even more than usual to avoid risk.

Margin of safety

For businesses, the bigger difficulty is that this problem
often continues even after the downturn ends, says Paul
Beveridge, managing director of KBC Business Capital, the
specialist asset-based lending division of Belgian banking
group KBC Bank NV. Asset-based lending, says Beveridge,
is "really just old-fashioned lending". That is, lending with a
margin of safety — 85 percent against receivables, 60 percent
against inventory, 80 percent against plant & machinery and
75 percent against real estate. "It's traditional lending, the
way it used to be done a long time ago."

Beveridge has worked in asset-based lending for 25 years. "I
learned asset-based lending from the Americans," he says.
"I've been pushing the concept for the last 20 years and it's
continued growing but it's never taken off to the extent that |
thought it would. Maybe now is the time."

Take, for example, the case of a whisky company that KBC
recently helped. The company was borrowing money from a
commercial bank based on its cash flows, when a strategic
business decision interrupted the arrangement. This was to
mature its inventory of whisky for a longer period of time.
Long-term that decision would make its whisky more valu-
able, but in the short-term it meant the company would be
generating much less cash flow. And unfortunately, that
meant the company didn't have enough cash flow to service
its debt.

"The parent company in Trinidad and Tobago was having to
fund it with intracompany loans to make the amortisation
payments," says Beveridge. "It was not a good use of their
capital and not a good strategy for the company." KBC,
which worked with the parent company in other countries,
when approached agreed to an asset-based lending facility.
"We determined that if they flipped their structure from one
big amortised loan to revolving credit on the whisky inventory
and receivables we could support their strategic aims in
terms of not having to repay or retire debt so quickly, and we
could put in a bigger revolving facility to achieve their aims."

This type of lending benefits the lender as well as the bor-
rower, says Beveridge. According to research carried out before
KBC set up Business Capital, banks might be more likely to
have a client default using asset-based lending — but was
equally less likely to lose money.

"We think our type of financing is
particularly appropriate for these
times," he says. "From a bank's
point of view, we're kind of coun-
tercyclical — we lend money se-
curely and make decent returns
in this type of environment."

Asset-based lending, he adds, is
one of the few industries in the UK
that actually grew last year. "The
money in our industry was up 9
percent in 2008," he says, "whereas
every other type of lending has gone
down."

Tiger Tim Products

Tiger Tim Products is Europe's

largest manufacturer of domestic

firelighter and barbeque ignition

products. Based in Mold, North

Wales, the company went through a

buy-in management buy-out in early 2006. Since then, it's
seen its revenues grow by 55 percent and its pre-tax profits
rise proportionately. Over 85 percent of Tiger Tim's revenues
are generated from overseas sales, including both longstanding
relationships and major new customers in Germany and
France.

Says Neil Popham, executive chairman, “We took a struggling
non-core unit of a private equity company and by focusing
our efforts have turned it into a very successful operation."

The international nature of its business means that Tiger
Tim has a long working capital cycle. In addition, the business
is subject to seasonal fluctuations. As a consequence, the
company found it needed a new partner to help support
the business with its next phase of growth. The search led
it to KBC, which now handles both its banking and its
funding requirements via £8.8 million worth of asset-
based lending facilities.

What KBC provides is a complementary mix of funding for
revolving accounts receivable with cash flow and plant and
machinery term loans. KBC also provides treasury, cash
management, and day-to-day banking facilities.

Tiger
INDIVVOUAL RARBECUE
LIGHTING CUBES
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't can e lonely at the top...

As a Managing Director or CEO faced with tough
issues, you are constantly juggling a multitude of
priorities. And a multitude of points of view — from your
customers, your fellow directors, from your staff and
from your shareholders. But the ultimate decisions are
yours — and that’s a lonely place to be.

When you become a member of Vistage you tap into
unbiased insights and expertise from other top
executives who share your experience and challenges.
It’s like having your own personal board of advisors to
help you make better decisions and get better results.

You don’t have to go it alone.

See how executives like you have

become better leaders by joining Vistage.
Visit www.vistage.co.uk/betterleader
or call Vistage on 0800 612 6949.

VISTAGE

better leaders « decisions « results -

The World’s Leading Chief Executive Organisation



Cash flow is now the
No.1 issue in at least
61% of businesses

To find out how NatWest can help your business and to obtain your
FREE independent cash flow report, visit natwest.com/cashflow
or call 0800 138 4418. Typetalk 18001 0800 138 4418.

«% NatWest Helpful Banking

Lines are open 09.00-17.00 Monday to Friday. Calls may be recorded.
Source: ‘Business intelligence 2009: Cash flow".






