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Advice on Measuring Additionality, Gross Value Added and Return on Investment
Additionality 

This is a measure of the difference between gross outcome and net outcome and in the main it comprises five factors:
· Deadweight: This is the change in outcome level that would have occurred anyway (without the intervention taking place).

· Leakage: How much of the benefit has accrued outside of the area (the West Midlands) or target group - this could be due to people outside the region travelling into the area to take advantage of job or training opportunities.

· Displacement: This refers to benefits accruing to supported businesses for example, at the expense of other non-supported businesses – this is likely to be high when a large proportion of the business’ competitors are also based in the region. Think of a new business park which attracts businesses from the old business park a mile away. 

· Substitution: This occurs when a business switches its investment plan from one activity to another in order to take advantage of the support available – what was the value of the activity that is now not going ahead? Think of a company investing in new premises in order to secure a grant when without the grant it would have invested in its existing premises. The benefits of the alternative investment into the existing premises must be deducted from the benefits of the investment in the new premises in order to arrive at the net impact.
· Multipliers: For example, how much additional expenditure by the beneficiary company will go to other businesses in the region? In order to maximise the net impact, projects should be designed to minimise the first four of these factors and maximise the last – using lessons learned and findings from evaluation studies of similar activities.

Overall additionally will vary from one type of project to another and the Agency will shortly be issuing detailed guidance.  In the meantime, in order to assist in the calculation of net impact, it is suggested that a factor of 50% is used.

Additionally does not apply to project outputs – what we actually purchase with our money.  For example Businesses Assisted or Individuals Assisted will always be measured by the number that the provider is contracted to deliver. It is the Outcomes (the observable economic benefits including increased profits or new jobs created) where the additional factors should be applied.

Persistence
In addition to an annual change in performance the Agency must also estimate the total impact of a project by considering how long this impact will last; this is known as persistence. During the economic down-turn we are expected to focus our attention on those interventions that provide the fastest (highest annual) return.  

Persistence will vary from one type of intervention to another and the Agency will shortly be issuing detailed guidance.  However, in the meantime, the following values (from the PwC national impact report) should be applied in order to estimate total net impact:

· Individual business support:


3 years

· Inward Investment Support:  


5 Years

· Land & Property:                                       
10 years

· Skills and Workforce Development:        
 3 years

· Image, events & tourism:                             
2 years

· Matching people to jobs:                             
1 year

GVA 

The normal approach to calculating GVA (impact) is to consider the increase in salaries plus the increase in operating surplus (company profits are a good approximate) that will occur as a direct result of Agency funding. GVA = salaries plus profit. This is the standard income-based approach to calculating GVA which is usually calculated on an annual basis.

The impact of the Agency’s interventions should be calculated in terms of net regional benefit (additionality factors should be applied to outcomes before GVA is calculated) and expressed as annual ROI (return on investment) and total ROI (by using persistence factors – see below).

It is possible to use research findings in order to estimate GVA and there are three main ways of doing this: 

· Jobs created 

If the primary objective (and hence outcome) is employment growth a figure for GVA per job can be used (based on the regional average of £37,500 per job).  Once again, the actual value used to estimate impact will need to be justified – the regional average should not be used in all cases.

· Salary differences as a result of increasing skill levels

Where the intervention is delivering improvements in skills levels, the Agency has used estimates of the increase in earnings in order to calculate GVA. Ordinarily, support to employers to improve skills levels in the workforce should result in improved business performance and so the approached to GVA calculation used below should be used. However, the Leitch Report suggested that people achieving a Level 3 or equivalent qualification were likely to earn up to £3,631 more than those without a Level 3.  This equates to an increase in GVA of £4571

· Increase in turnover or reductions in costs

According to the ONS Annual Business Inquiry (ABI), GVA averages 30% of turnover in the West Midlands.  Therefore, if the anticipated increase in annual business turnover can be estimated it is relatively easy to estimate the anticipated increase in GVA: GVA = turnover x 0.30. However, this approach must be used with some caution – if the regional average is deemed to be appropriate (or a higher/lower figure) this should be justified.

Jobs created is the easiest and most visible measure BUT all the value can’t be used because we should only measure the likely ADDITIONALITY.

Skills and increases in turnover or cost reductions are the most challenging because there are more variables that need to be considered. They are also more sensitive to changes and probably have a higher level of optimism built into the predictions.

Jobs created 

Net GVA = No of net Jobs created x Average GVA per job x Persistence 

Net jobs created - this is the gross number of jobs created less any reductions for leakage, deadweight, displacement and substitution PLUS any multiplier effects. It is usually a whole number.

At present, the Agency looks to use additionality factor of 50% but you can make a rational argument for more or less.

Average GVA per job - The Agency used an average GVA per job of £37,000 during the IEF Evaluations. This is a regional average for all employment but you could raise or lower this value depending on the level of jobs created provided you have a clear rationale for the new value.

Persistence The Agency uses between 1 year and 10 year persistence depending on the project

For example Project A is creating 200 jobs by building a new business park (reduced by 50%) = net jobs created is 100 jobs x £37k x 10 yrs persistence = £37m

or

Project B is creating 200 jobs by giving inward investment support to businesses to help them to become more productive and expand. This may have less leakage and deadweight so reduced only by 30% and could have a higher GVA per job value of £40k but only 5 years persistence = net jobs created is 140 jobs x £40k x 5 years persistence = £28m  

Skills Improvements

During IEF Evaluations the GVA contribution of skills projects was assessed on the basis that people who obtained qualifications were able to obtain better paid employment. This has a number of variables and is more difficult to measure because it is more difficult for applicants to track. However it is an important aspect of the economy. 

Net GVA = the No of People x Net difference in salary level x Persistence 

No of People - this is the number of people helped to improve their skills.

Net difference in salary – this is the gross salary increases less any reductions for leakage, deadweight, displacement and substitution PLUS any multiplier effects. It is usually a whole number.

At the moment, the Agency looks to reduce actual numbers by 50% but you can make a rational argument for less.  

GVA per Level 3 Qualification The Agency used figures during the IEF Evaluations derived from the Leitch Report.  This identified that people achieving Level 3 qualifications were likely to increase salaries by £3,631 which after taking the impact on productivity into account would increase GVA by £4,571. This should be reduced by a third if the full qualification is not achieved and by two thirds where only limited training is provided at this level.

Persistence Factor The Agency uses a maximum of 3 years 
Increase in Turnover or reduction in costs 

Some projects are designed to help companies to either increase their turnover; or increase their efficiency through reducing their costs and both of these things will have a positive impact on GVA. However it is hard to predict where the project is designed to help a particular number of companies and you have to estimate the impact without knowing much about them. 

Your estimate may have an element of optimism and be sensitive to change. You could use previous evaluations of similar types of project to improve your estimates but always beware they have differences that you should consider. This has a number of variables and is more difficult to measure because it is more difficult for applicants to track. However it is an important aspect of the economy. 

(i) Turnover Increase

The applicant will need to estimate:
· Number of Businesses Assisted 
· Expected increase in turnover for each business (GVA average is 30% of this ) 
· Persistence – for individual business assists the Agency uses 3 years
Net GVA = No of Businesses x Net Increased turnover x persistence (expressed in £)

For example Project C is helping 50 businesses to increase their turnover by 5% and this would be on average £30k per year, only 30% of the turnover could be included as part of the GVA calculation and this would be...


50 x £10k x 3 years persistence = £1.5m

Return on Investment 

ROI = GVA ÷ Agency expenditure (expressed as a Ratio) 

ROI is calculated using the expected GVA total return against forecast expenditure by the Agency and is expressed as a ratio. From our evaluation activity we identified that in the last 9 years we have achieved an average ROI of 7.45:1. 

In the current corporate plan our aspiration is to improve to at least an average ROI of 8:1. The Agency appreciates that not all projects will achieve this and they have set out a forecast impact benchmark for each strategic function (listed in the Corporate Plan). 

Using the GVA figure from project A in the jobs created example above the Agency expenditure to create the new business park is 6m so ROI is...

37m (the GVA calculated previously) ÷ 6m = 6:1

This project would sit within the land and buildings strategic function and the expected return of 14:1. An IDG summary would need to identify why the project was (relatively) expensive or did not generate the level of impact compared to other projects delivered in the past. 

Using the GVA figure from the Project B example above the grant to a business from the Agency could be relatively low and in this case is 500k so ROI is...

£28m ÷ £500k = 56:1.

This project sits within the enterprise and business development strategic function and the expected average return is 14:1. In this case an explanation would be required regarding why the figure appeared to be so high.

Glossary of terms

Leakage: 
when the benefit accrues outside the intended area – may be geographical or sectoral (usually a %)

Deadweight: 
outcomes that would have happened anyway (again expressed as a %)

Displacement:


benefits to your project result in losses elsewhere (%) 

Substitution:  
impact that has been lost because of something new being put in place (%)

Multiplier: 
further economic benefit that results from the intervention (%) 

Annual/Total Return on 
Investment: 
the value of the annual/cumulative GVA against the Agency funding invested expressed as a ratio 
Persistence:
The length of time that the benefit will continue to accrue. Somewhere between 1 – 10 years depending o
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