








Tees Valley Unlimited Business Plan 2008 - 11

Strategic context: The Tees Valley is now a regionally significant location
Support the continuing development of the logistics sector for logistics investment, evidenced not only by the growth of Teesport (where

Asda has established a distribution facility) but also by demand for distribution

facilities in Darlington (where Argos have established a distribution centre),

What outcome do we
plan to achieve?

Hiah L | Out HLO1: To continue the rise in employment in the Tees Valley, Wynyard and elsewhere in the A1/A19 corridors. Teesport is also a key
i I?Nhi er:/(tehi utcome to encourage the manufacturing industry to innovate and element of the supply chain for the chemicals and steel industries. Some
0 ¢ S improve its productivity and to develop the service sector 13,000 people are employed in the logistics sector within the Tees Valley.

contributes: . . : : :
particularly financial and business services.
Other outcomes to

which this HLO2 (stock of firms), HLO5 (skills)
contributes:

Our key actions to achieve this outcome will be: We will measure success by:
Perf Target Target
Key Actions Lead Organisation erformance measure 2008/09 2010/11
Commission a study to assess the potential demand for Complete study Autumn 08
logistics facilities in the Tees Valley
Main risk Action to address

Resource implications
This outcome can be achieved through securing external funding.

Status : draft 1 5
15/05/2008



Tees Valley Unlimited

What outcome do we
plan to achieve?

High Level Outcome
to which this
contributes:

To support the development of the new energy economy

HLO1: To continue the rise in employment in the Tees Valley,
to encourage the manufacturing industry to innovate and
improve its productivity and to develop the service sector

particularly financial and business services.

Other outcomes to
which this
contributes:

Our key actions to achieve this outcome will be:

Key Actions
Ensure ongoing support is available for Renew Tees Valley

Develop a Delivery Plan and programme for implementation to
address the priorities for action within the energy sector

Status : draft 1
15/05/2008

Lead Organisation
JSU

Renew Tees Valley /
JSU

Business Plan 2008 - 11

Strategic context: Increasing energy demand from both industry and
domestic consumers, coupled with stronger environmental regulations to
restrict CO2 emissions, and the need to secure energy supplies, are driving
the growth of the renewable energy and low carbon technologies sectors.
Tees Valley is already at or near the forefront of various developments in the
new energy economy, partly as a result of the presence of a number of key
players in chemicals/petro-chemicals, energy management and engineering
skills and its physical infrastructure.

We will measure success by:

Target Target
Performance measure 2008/09 2010/11
Main risk Action to address

Resource implications
This outcome can be achieved though securing external funding.



Tees Valley Unlimited

What outcome do we

plan to achieve? A competitive business infrastructure

High Level Outcome
to which this
contributes:

HLO1: To continue the rise in employment in the Tees Valley,
to encourage the manufacturing industry to innovate and
improve its productivity and to develop the service sector

particularly financial and business services.

Other outcomes to
which this
contributes:

Our key actions to achieve this outcome will be:

Key Actions

Development of the Darlington Gateway including business
sites and mixed use developments at Darlington Town Centre,
Central Park, “linkage” sites between Central park and the
Town Centre, Morton Palms, Lingfield Point, Faverdale East
Business Park, Faverdale Strategic Site, Darlington Great Park
and Durham Tees Valley Airport

Development of the Stockton Middlesbrough Initiative including
Middlesbrough Town Centre and Western gateway, the
Southern Gateway — the University and Linthorpe Road
Central, Middlehaven, linking the town centre to Middlehaven,
Greater Middlehaven, East Middlesbrough Business Action
Zone, Stockton Town Centre, North Shore and the Green-Blue
Heart

Development of the Coastal Arc including Victoria Harbour,
Hartlepool Town Centre and Marina, Headland Revival,
Hartlepool Education and Skills Quarter, Hartlepool Southern
Business Zone, Redcar Town Centre, Greater Eston
Regeneration Strategy, South Tees Strategy and the East
Cleveland Rural Programme

Status : draft 1
15/05/2008

HLO 1 (employment), HLO 2 (stock of firms)

Lead Organisation
Darlington BC

Middlesbrough BC /
Stockton BC

Hartlepool BC /
Redcar & Cleveland
BC

Business Plan 2008 - 11

Strategic context: Overcoming market failure to improve the supply of
commercial and industrial sites and premises has been a significant
component of the Tees Valley Single Programme investment plans and
through English Partnerships throughout the 1990s. Take-up of
office/business space in the Tees Valley has averaged just under 30,000 sg.m
per annum in recent years. Take-up of industrial floorspace has averaged
around 121,000 sq m per annum, with evidence of some increase in take-up
rates since 2003. Whilst there are clear signs that in some locations, market
failure is being addressed and private investment is increasing, it remains a
significant factor in some locations and across some markets.

We will measure success by:

Target

Target
2010/11

Performance measure 2008/09

Main risk Action to address

Resource implications
This outcome can be achieved through securing external funding.



Tees Valley Unlimited

What outcome do we

plan to achieve? Increased entrepreneurial activity

High Level Outcome
to which this
contributes:

HLO2: To increase the stock of firms in the Tees Valley

Other outcomes to
which this
contributes:

HLO 3 (income / benefits), HLO4 (economic activity /
worklessness)

Our key actions to achieve this outcome will be:

Key Actions Lead Officer

To undertake the management of and the performance and JSuU
financial monitoring of funding programmes.

To develop a sub regional approach to ERDF funding for JSuU
enterprise in deprived communities.

Develop more sophisticated intelligence on businesses, JSU
particularly in relation to understanding the barriers to
becoming VAT registered

Status : draft 1
15/05/2008

Business Plan 2008 - 11

Strategic context: While considerable resources are spent on encouraging
new business start ups and the business survival rates are now ell above the
national average the increase in the stock of VAT registered businesses has
hardly changed. This suggests that most new businesses are lifestyle
businesses. There is a need to create a larger critical mass of businesses and to
encourage businesses to grow beyond one person businesses where they are
likely to become VAT registered.

We will measure success hy:

Performance measure 2008/09
M2 — increase in business stock — thc tbc
number of VAT registered businesses
Main risk Action to address

Reduced funding levels and slippage causing Establish mechanisms for

inability to deliver targets effective project risk assessment
and programme and performance
management

Resource implications

This outcome can be achieved within existing resources (including external
funding)



Tees Valley Unlimited Business Plan 2008 - 11

What outcome do we _ _ Strategic context: One of the reasons for low household income figures
plan to achieve? Increased earnings and more people in work within Tees Valley is the relatively high proportion of people dependent on
income benefits. Figures show 19% of people of working age received key
benefits compared to 13% nationally. In the City Region almost 47,000
people of working age are claiming incapacity benefit. A reduction in the
HLO3: To improve household income and develop less proportion of people claiming incapacity benefit to the national average would
dependency on benefits mean a reduction of 14,500 claimants in the Tees Valley.

High Level Outcome
to which this
contributes:

Other outcomes to
which this HLO4 (economic activity / worklessness)
contributes:

Our key actions to achieve this outcome will be: We will measure success bhy:
Perf Target Target
Key Actions Lead Organisation el e St 2008/09 2010/11
Prepare an Employability Strategy and Action Plan LSC /JCP/JSU M3 — average earnings of employees — tbc Thc

median earnings for full time employees

Completion of Employability Strategy and  Jan 09
Action Plan

Main risk Action to address

Resource implications
This improvement can be achieved

Status : draft 1
15/05/2008



Tees Valley Unlimited Business Plan 2008 - 11

What outcome do we _ - _ Strategic context: The city region has some of the highest concentrations of

plan to achieve? To improve economic inclusion worklessness in the country and supporting disadvantaged people to move off
working-age benefit into employment remains a priority. Whilst there is
significant effort to address the issue tackling the problems of worklessness

gl Leviel Guisae and skills is currently not joined up effectively.

to which this
contributes:

HLO4: To continue to increase economic activity and
employment rates and reduce worklessness

Other outcomes to

which this HLO3 (income / benefits)
contributes:
Our key actions to achieve this outcome will be: We will measure success by:
e Target Target
Key Actions Lead Organisation Sl el 2008/09 2010/11
Implementation of the Tees Valley elements of the Regional M4 — overall employment rate — proportion  tbc Thc
Employability Framework e.g. the Employers Gateway for the of working age population in employment
tourism and hospitality sector
Nos. on incapacity benefit tbc Thc
Produce population estimates and projections and examine JSU
trends in the size of the potential workforce
Nos. not in employment, education or tbc Thc
training (NEETS)
Development of the Tees Valley Employability Strategy and
Action Plan
Main risk Action to address
Organisations fail to work effectively together  Continue lobbying at all
levels and demonstrate
benefits of working together
Resource implications
This improvement can be achieved
Status : draft 1 10

15/05/2008



Tees Valley Unlimited

What outcome do we  An appropriately skilled workforce to meet the existing and
plan to achieve? future needs of businesses in Tees Valley

High Level Outcome
to which this
contributes:

Other outcomes to
which this

contributes: (economic activity / worklessness)

Our key actions to achieve this outcome will be:

Key Actions

Development and implementation of a High Level Skills
Strategy

Further development of the TV Employment and Skills Board to
identify and articulate the skills issues within TV and to work
with the Regional Skills Partnership

Develop and implement an employer engagement strategy for
Tees Valley to drive demand for skills development in the area

Work with colleges, LAs, the University and private providers to
ensure that provision meets the needs of businesses

Status : draft 1
15/05/2008

HLO5: To both upskill the workforce to obtain NVQ3 / 4 and
also reduce the people of working age with no qualifications

HLO1 (employment), HLO3 (income / benefits), HLO4

Lead Organisation

University of
Teesside / LSC /
JSU

JSU

LSC/JSuU

LSC/JSuU

Business Plan 2008 - 11

Strategic context: 14.5% (2006) of the workforce has no qualifications this
compares to 13.8% nationally. 78.8% have level 2 (77.8% nationally), 43.6%
level 3 and (23.3% nationally) and 22.3% level 4 (27.4% nationally). Ensuring
that the workforce has the relevant skills to meet current and future business
needs is critical to the success of the Tees Valley economy.

We will measure success by:

Target Target
Performance measure 2008/09 2010/11
Number of residents with entry level skills
Numbers of firms investing / participating
in training programmes / Train to Gain
No of adults achieving NVQ 3/ 4
Main risk Action to address

Failure to engage with businesses

Resource implications
This improvement can be achieved

11



Tees Valley Unlimited

What outcome do we
plan to achieve?

TVU Outcome
to which this

Achieve a 20% uplift on housing output to 2016

TVUO 2: To ensure that the housing offer meets household

contributes: expectations
Other outcomes to
which this HLO 6 (spatial polarisation), TVUO 1 (place shaping)

contributes:
Our key actions to achieve this outcome will be:

Key Actions
Preparation of LA Housing land availability studies

Site prioritisation

Determine housing mix on industrial sites

Submission of Growth Delivery Plan

Status : draft 1
15/05/2008

Lead Organisation
5 TV Boroughs / TVU

5 TV Boroughs / TVU

5 TV Boroughs / TVU

5TV Boroughs / TVU

Business Plan 2008 - 11

Strategic context: Within the Tees Valley there is currently a mismatch
between household aspirations and the housing supply, which is impacting
upon the sub — region’s ability to attract and retain its population. The poor
quality and choice of housing is resulting in out migration from inner urban
areas to the suburbs and North Yorkshire, resulting in concentrations of
deprivation and imbalanced housing markets. Rebalancing the Tees Valley
housing market to meet aspirations will therefore play an important role in
underpinning the City Region’s economic performance. There is a need to
create mixed income communities through the provision of a range of house
types including larger family houses, properties for owner occupation, shared
ownership and for rent within the urban core of the Tees Valley to address the
current issues of poor housing choice in terms of type, tenure and
affordability.

We will measure success by:

Target Target
Performance measure 2008/09 2010/11
Annual net housing output 2,600 7,800
% mix of new housing To be To be
determined determined
Submission of Growth Delivery Plan Summer 08
Main risk Action to address

Declining market impact on
output

Monitoring to detect improvement

Resource implications
This outcome can be achieved through securing CLG funding.

12



Tees Valley Unlimited Business Plan 2008 - 11

Strategic context: Within the Tees Valley there is currently a mismatch
Improved housing offer in areas of market failure between household aspirations and the housing supply, which is impacting
upon the sub — region’s ability to attract and retain its population. The poor
quality and choice of housing is resulting in out migration from inner urban
areas to the suburbs and North Yorkshire, resulting in concentrations of
TVUO 2: To ensure that the housing offer meets household deprivation and imbalanced housing markets. Rebalancing the Tees Valley
expectations housing market to meet aspirations will therefore play an important role in
underpinning the City Region’s economic performance. There is a need to
create mixed income communities through the provision of a range of house

What outcome do we
plan to achieve?

TVU Outcome
to which this
contributes:

Other outcomes to types including larger family houses, properties for owner occupation, shared
which this HLO 6 (spatial polarisation) TVUO 1 (place shaping) ownership and for rent within the urban core of the Tees Valley to address the
contributes: current issues of poor housing choice in terms of type, tenure and
affordability.
Our key actions to achieve this outcome will be: We will measure success bhy:
Bort Target Target
Key Actions Lead Organisation L L L 2008/09 2010/11
Acquistion of property in redevelopment areas TVL, 4 TV HRM Acquisition 382/ 257 1013
Councils, RSLs, EP, (HMR / SHIP)
HC
Demolition 394 / 260 1299
(HMR / SHIP)
Relocation / resettlement of residents TVL, 4 TV HRM
Councils, RSLs, EP,
HC New build units n/a 2056
Demolition of property TVL, 4 TV HRM
Councils, RSLs, EP,
IS Main risk Action to address
Reduction in funding in years 2, 3  Maintain high profile for TVL and its
and beyond capability to deliver
Site assembly, marketing and redevelopment TVL, 4 TV HRM
Councils, RSLs, EP,
HC

Resource implications

This outcome can be achieved through external funding. 3 year programme —
only 90% committed in years 2 and 3

Status : draft 1 13
15/05/2008



Tees Valley Unlimited

What outcome do we
plan to achieve?

TVU Outcome
to which this

Improved housing offer in Tees Valley

TVUO 2: To ensure that the housing offer meets household

contributes: expectations
Other outcomes to
which this HLO 6 (spatial polarisation) TVUO 1 (Place shaping)

contributes:

Our key actions to achieve this outcome will be:

Key Actions
Annual update of SRHS

Integrating findings of Sub Regional Housing Market
Assessment

Monitor delivery of existing plan

Status : draft 1
15/05/2008

Lead Organisation

5 Councils
TVU

5 Councils
TVU

5 Councils
TVU

Business Plan 2008 - 11

Strategic context: Within the Tees Valley there is currently a mismatch
between household aspirations and the housing supply, which is impacting
upon the sub — region’s ability to attract and retain its population. The poor
quality and choice of housing is resulting in out migration from inner urban
areas to the suburbs and North Yorkshire, resulting in concentrations of
deprivation and imbalanced housing markets. Rebalancing the Tees Valley
housing market to meet aspirations will therefore play an important role in
underpinning the City Region’s economic performance. There is a need to
create mixed income communities through the provision of a range of house
types including larger family houses, properties for owner occupation, shared
ownership and for rent within the urban core of the Tees Valley to address the
current issues of poor housing choice in terms of type, tenure and
affordability.

We will measure success by:

Target Target
Performance measure 2008/09 2010/11
Expenditure against 4 RHS objectives £92m £31.5m
Main risk Action to address
Changeover from funding from Campaign to keep TV profile high with
CLG and RHB to HCA new funding organisation.

Resource implications : This outcome can be achieved by ensuring that
future allocations are closer to the sub regional aspirations for funding, than
has been the case in recent settlements form both CLG for HMR and the
Regional Housing Board for the SRHS Action Plan. The transition to the new
Homes and Communities Agency presents an opportunity for TV to achieve
equal status with other city regions of compatible stature.

14



Tees Valley Unlimited

What outcome do we
plan to achieve?

TVU Outcome
to which this
contributes:

Other outcomes to
which this TVUO1 (Place shaping)
contributes:

Our key actions to achieve this outcome will be:

Key Actions
Development of a new cultural quarter in Middlesbrough

Development of activity tourism and nature base tourism in
Tees Valley

Infrastructure improvements to Redcar town centre and sea
front to improve the visitor offer

Proposals for the H20 leisure centre in Hartlepool and
development of a tourism / leisure development at Seaton
Carew

Development of an iconic visitor centre at the Saltholme Nature
Reserve in Stoctkon

A tourism destination programme for Guisborough under the
Market Town Initiative

Status : draft 1
15/05/2008

Improve the quality of the tourism product

TVUOS : to improve the visitor economy

Lead Organisation
Middlesbrough BC

VTV

Redcar and Cleveland

BC

Hartlepool BC

Stockton BC

Business Plan 2008 - 11

Strategic context: The visitor economy in Tees Valley generates contributes
just under £553m pa to the sub-regional economy4, less than the regional
average on a per capita basis (total tourism expenditure across the North East
region is some £700m). Whilst the Tees Valley is under-represented in
tourism activity, the sector is growing - more than 9,000 jobs were created in
retail, leisure and hospitality between 1994-2004 — and has potential for
further growth, particularly through the development of niche markets. There
are currently 11,000 jobs in the tourism and hospitality sector in Tees Valley.

We will measure success by:
Performance measure

Submit business case for activity and
nature based tourism programme

Saltholme Nature Reserve to be
completes

Guisborough programme to be agreed

Main risk

Failure to secure external funding

Resource implications

Target Target
2008/09 2010/11
May 08
Feb 09
Oct/ Nov 08

Action to address

Lobby funders

This outcome can be achieved through securing external funding.

15



Tees Valley Unlimited

What outcome do we Increase the commercial success of leisure and tourism

plan to achieve? businesses within Tees Valley
;rovxh(i):r:ct(r)\?;e TVUOS : to improve the visitor economy

contributes:

Other outcomes to
which this HLO2 (stock of firms)
contributes:

Our key actions to achieve this outcome will be:
Key Actions

Broker appropriate cross-boundary marketing/development
cooperation with Yorkshire Tourist Board/Yorkshire Forward
and other NE ATPs, especially where common themes/issues
occur

Devise, implement and coordinate with partners targeted
marketing activity to generate business for Tees Valley
businesses

Engage and input with regional and national strategies such as
Northern Way, TV Unlimited and Yorkshire Forward and input
into sub-regional initiatives e.g. SMI, GMTI, Coastal Arc, Moors
& Coast Tourism Partnership

Implement the Tourism & Hospitality National Skills Strategy by
pursuing sub regional priorities through Passionate about Skills

Represent the interests of Tees Valley visitor economy
businesses and all stakeholders within the Regional Tourism
Network by developing effective channels of communication to
consult and inform the industrv

Status : draft 1
15/05/2008

Lead Organisation
VTV

VTV

VTV

VTV

VTV

Business Plan 2008 - 11

Strategic context: The visitor economy in Tees Valley generates contributes
just under £100 million pa to the sub-regional economy4, less than the
regional average on a per capita basis (total tourism expenditure across the
North East region is some £700m). Whilst the Tees Valley is under-
represented in tourism activity, the sector is growing - more than 9,000 jobs
were created in retail, leisure and hospitality between 1994-2004 — and has
potential for further growth, particularly through the development of niche
markets.

We will measure success by:

Performance measure 2008/09
Domestic and international visitors n/a 2.1m by 2010
Tourists’ average spend and day visitor n/a 24.98 (Day visitor
spend £ / day)
106.23 (overnight
visitor £/ day)
Increase visits throughout the year n/a 2.3 nights
Main risk Action to address

Failure to engage the industry and meet Robust and regular consultations
stakeholder expectations and communications with
stakeholders

Resource implications
This outcome can be achieved through securing external funding.

16



Tees Valley Unlimited

What outcome do we
plan to achieve?

TVU Outcome
to which this

contributes: infrastructure

Other outcomes to
which this
contributes:

Our key actions to achieve this outcome will be:

Key Actions

Develop an Area Action Plan (AAP) for the Tees Valley,
including a range of transport packages

Develop ITS Strategy as an early element of the Area Action
Plan

Maintain and continually develop a range of multi-modal
transport models to support the assessment of options and the
development of business cases for schemes within the Area
Action Plan

Progress complementary work on Major Public Transport
schemes

Status : draft 1
15/05/2008

Minimising the impact of Congestion in the Tees Valley

TVUO4 : to improve both internal and external connectivity
through a modern competitive transport

Lead Organisation

LAs, Highways
Agency, NEA

LAs

LAs

LAs

Business Plan 2008 - 11

Strategic context: A modern and efficient transport infrastructure network is

essential to realise the economic and social regeneration aspirations of the

Tees Valley and to prevent a situation where the capacity and integrity of the
transport system hinders the economic performance of the sub-region. The

dispersed patterns of trip making and the lack of a single dominant
commercial centre make it more difficult in the Tees Valley than it is
elsewhere to create and sustain economically viable public transport
networks. This has led to an over reliance on the use of the private car for
many trips, over both short and long distances. In turn, this has led to an
increasing congestion on the local and trunk road networks that will
exacerbate and ultimately stifle economic growth.

We will measure success by:

Target Target
Performance measure 2008/09 2010/11
MAA Reliability Target To be
developed
AAP Packages and Outline Business By April ‘09

Cases to be developed

Main risk Action to address

Delays in model validation.
Proposed schemes not fully
addressing Congestion.

Additional resources for modelling
Progression of AAP modelling within
JSU.

Resource implications

This outcome can be achieved through securing external funding. Any
funding for major AAP schemes will need to be identified and prioritised
through RFA2 or the Northern Way.

17



Tees Valley Unlimited

What outcome do we
plan to achieve?

TVU Outcome
to which this
contributes:

Other outcomes to
which this
contributes:

Our key actions to achieve this outcome will be:

Key Actions

Leading the TV Accessibility Group and support for LTPs and
accessibility partnerships, particularly relating to Accession
modelling

Further development of the Tees Valley Bus Improvement
scheme, including implementation of Year 1 schemes

Further development of the Tees Valley Rail strategy, including
Tees Valley Metro business case and liaison with existing rail
operators, partnerships and user groups

Develop an Area Action Plan for the Tees Valley, including a
range of transport packages

Status : draft 1
15/05/2008

Improving Accessibility within the Tees Valley

TVUOA4 : to improve both internal and external connectivity
through a modern competitive transport infrastructure

Lead Organisation

JSU, LAs,
Accessibility
partnerships

JSU, LAs,
Bus Operators

JSU, LAs,

LAs, Highways
Agency, NEA

Business Plan 2008 - 11

Strategic context: A modern and efficient transport infrastructure network is

essential to realise the economic and social regeneration aspirations of the

Tees Valley and to prevent a situation where the capacity and integrity of the
transport system hinders the economic performance of the sub-region. The

dispersed patterns of trip making and the lack of a single dominant
commercial centre make it more difficult in the Tees Valley than it is
elsewhere to create and sustain economically viable public transport
networks. This has led to an over reliance on the use of the private car for
many trips, over both short and long distances. In turn, this has led to an
increasing congestion on the local and trunk road networks that will
exacerbate and ultimately stifle economic growth.

We will measure success by:

Target Target
Performance measure 2008/09 2010/11
Production of Annual Tees Valley By Sept '08
Transport Monitoring Report
Main risk Action to address
Loss of strategic focus for Formation of new Tees Valley
Accessibility Accessibility Group

Resource implications
This outcome can be achieved through existing resources.

18



Tees Valley Unlimited Business Plan 2008 - 11

Strategic context: A modern and efficient transport infrastructure network is
Improving the Connectivity of the Tees Valley essential to realise the economic and social regeneration aspirations of the

Tees Valley and to prevent a situation where the capacity and integrity of the

transport system hinders the economic performance of the sub-region. The

What outcome do we
plan to achieve?

TVUOA4 : to improve both internal and external connectivity dispersed patterns of trip making and the lack of a single dominant

IS ORI it mmercial centre make it more difficult in the Tees Valley than it i
0 I (s through a modern competitive transport commercial centre make ore difficult in the Tees Valley than it is
infrastructure elsewhere to create and sustain economically viable public transport

contributes: networks. This has led to an over reliance on the use of the private car for

many trips, over both short and long distances. In turn, this has led to an

T SIS increasing congestion on the local and trunk road networks that will

which this . : .
contributes: exacerbate and ultimately stifle economic growth.
Our key actions to achieve this outcome will be: We will measure success by:
Perf Target Target
Key Actions Lead Organisation Fnrelinelries nieeEtlE 2008/09 2010/11
Continued Tees Valley City Region input into the Northern Way  JSU Full reflection of Tees Valley transport Not yet known
Growth Strategy requirements in RFA/IRS
Completion of Tees Valley Metro GRIP 3
A By April ‘09
Continued Tees Valley transport input into RSS and RFA ISU AAP Packages and Outline Business By April ‘09

process and new Integrated Regional Strategy for the NE when

this is developed by the RDA CEES B 2 e Ee

Further development of the Tees Valley Rail strategy, including 1R
Tees Valley Metro business case and liaison with existing rail Main risk Action to address

operators, partnerships and user groups No GRIP 3 Business Case
identified for TV Metro.

Develop an Area Action Plan for the Tees Valley, including a JSU, Highways
range of transport packages Agency
Resource implications
) o . This outcome can be achieved through securing external funding.

Continued support for the growth aspirations of the City JSU, Teesport,
Region’s key international transport gateways Durham Tees Valley

Airport
Status : draft 1 19
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Tees Valley Unlimited

What outcome do we
plan to achieve?

TVU Outcome
to which this

contributes: infrastructure

Other outcomes to
which this
contributes:

Our key actions to achieve this outcome will be:

Key Actions

Further development of the Tees Valley Bus Improvement
scheme, including implementation of Year 1 schemes

Further development of the Tees Valley Rail strategy, including
Tees Valley Metro business case and liaison with existing rail
operators, partnerships and user groups

Undertake detailed transport modelling to support the
assessment of options and the development of business cases
for the bus and Metro schemes

Continued implementation of Real Time passenger information
across the Tees Valley

Collect and analyse a range of transport data to support the
modelling work

Status : draft 1
15/05/2008

Enhanced usage of public transport in the Tees Valley

TVUO4 : to improve both internal and external connectivity
through a modern competitive transport

Lead Organisation

JSU, LAs

JSU, LAs, TVR

JSU, LAs

JSU, LASs, Arriva NE

LAs

Business Plan 2008 - 11

Strategic context: A modern and efficient transport infrastructure network is

essential to realise the economic and social regeneration aspirations of the

Tees Valley and to prevent a situation where the capacity and integrity of the
transport system hinders the economic performance of the sub-region. The

dispersed patterns of trip making and the lack of a single dominant
commercial centre make it more difficult in the Tees Valley than it is
elsewhere to create and sustain economically viable public transport
networks. This has led to an over reliance on the use of the private car for
many trips, over both short and long distances. In turn, this has led to an
increasing congestion on the local and trunk road networks that will
exacerbate and ultimately stifle economic growth.

We will measure success by:

Target Target
Performance measure 2008/09 2010/11
By Sept 08
Monitoring Annual Bus and Rail
Patronage Levels in the Tees Valley
DfT acceptance of Major Bus Scheme
Delivery of Year 1 schemes By July 08
By April 09
Completion of Tees Valley Metro GRIP 3 By April 09
and 4
Main risk Action to address
DfT not accepting Bus Business case. N/A

No GRIP 3 Business Case.

Resource implications
This outcome can be achieved through securing external funding.
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Tees Valley Unlimited

What outcome do we
plan to achieve?

TVU Outcome
to which this
contributes:

the Tees Valley

Other outcomes to
which this
contributes:

Our key actions to achieve this outcome will be:

Key Actions
Complete the TVU Communications Strategy and Action Plan

Develop a proactive approach to press and publicity to gain
positive coverage of the area both locally, regionally and
nationally.

Undertake a branding exercise to better understand current
perceptions of the area and identify an approach to branding
that will positively influence perceptions.

Co-ordinate joint marketing with key partners to maximise
benefits

Hold annual TVU Conference to publicise activity and promote
positive image of the area

Status : draft 1
15/05/2008

Tees Valley is a place people want to live, work and visit.

TVUOS : to improve the internal and external perceptions of

Lead Organisation
JSuU

JSU

JSU, Boroughs

JSU

JSU

Business Plan 2008 - 11

Strategic context: Tees Valley as an area is still relatively new. There is a
need to fully understand the internal and external perceptions of the area. In
the past there has been outward migration to areas such as North Yorkshire
and those with higher level skills tend to liver outside the area and commute.
It is important that perceptions of the area keep a pace with the reality. The
economy of the area and what the area has to offer has changed significantly
in the last 10 — 15 years but the perceptions of the area are still founded in the
past.

We will measure success by:

Performance measure Target JEUgEL
2008/09 2010/11
Complete Communications Strategy and July 2008
Action Plan
Commission branding exercise September
2008
Hold annual TVU Conference September
2008

Action to address

Demonstrate the added
value in working
collaboratively

Main risk

Partner(s) do not engage in joint activity

Resource implications
This improvement can be achieved

21



Tees Valley Unlimited

What outcome do we
plan to achieve?

High Level Outcome
to which this
contributes:

TVUOG: A well managed partnership

Other outcomes to
which this
contributes:

Our key actions to achieve this outcome will be:

Key Actions
Agree constitution for TVU

Review annually the governance structures and membership

Establish a joint Scrutiny Committee for TVU

Ensure quarterly performance reports enable effective decision
making resulting in the achievement of the outcomes and
outputs through effective programme and project management

Deliver a TVU training and development programme to assist in
the development of the capacity and capability of individual
partners and the Partnership as a whole to operate effectively
and efficientlv.

Status : draft 1
15/05/2008

A robust Partnership that is considered to be effective both
locally, sub regionally, regionally and nationally.

Lead Organisation
JSuU

JSU

JSU

JSU

JSU

Business Plan 2008 - 11

Strategic context: Fundamental to the success of TVU is it having the
appropriate structure and governance arrangements in place and to be
managed in a professional, open and accountable manner. This is critical to
the internal operation of the Partnership. However, it is also essential to be
able to demonstrate to key external partners, particularly Government, that the
Partnership is accountable, open and transparent.

We will measure success by:

Target Target
Performance measure 2008/09 2010/11
Stakeholder engagement feedback survey
Establish Joint Scrutiny arrangements June 2009
Training and development programme in September
place 2008

Main risk Action to address

Demonstrate the added value of TVU
to the area.

Loss of political backing for TVU

Resource implications

This improvement can be achieved through existing resources together with
external funding supporting the training and development programme.
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What outcome do we A robust Partnership that is considered to be effective both
plan to achieve? locally, sub regionally, regionally and nationally.

High Level Outcome

to which this TVUOG: A well managed partnership (2)

contributes:

Other outcomes to
which this
contributes:

Our key actions to achieve this outcome will be:

Key Actions

Influence national and regional policy development and
respond to consultations

Administer and manage the funding streams associated with
the MAA

Prepare an economic assessment for the Tees Valley to feed
into the development of the Single Integrated Regional Strategy
development

Produce a Single Programme Delivery Plan

Status : draft 1
15/05/2008

Lead Organisation
JSuU

JSU

JSU

JSU / 5 Borough
Councils

Business Plan 2008 - 11

Strategic context: Fundamental to the success of TVU is it having the
appropriate structure and governance arrangements in place and to be
managed in a professional, open and accountable manner. This is critical to
the internal operation of the Partnership. However, it is also essential to be
able to demonstrate to key external partners, particularly Government, that the
Partnership is accountable, open and transparent.

We will measure success by:

Target Target

Performance measure 2008/09 2010/11

Complete the revised economic
assessment for Tees Valley to feed into
SIRS

Submit Single Programme Delivery Plan September 08
to ONE

Main risk Action to address
Loss of political backing for TVU Demonstrate the added value of TVU
to the area.

Resource implications

This improvement can be achieved through existing resources together with
external funding supporting the training and development programme.
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Managing Our Resources

As a informal partnership between the public and the private sector Tees Valley Unlimited is not a legal entity and therefore does not have a
bank account with funds to utilise or staff to deploy and manage. However, it has the ability to influence the budgets of the individual partners.
Additionally, with their long established history of joint working the five Tees Valley local authorities jointly fund the Tees Valley Joint Strategy
Unit which provides support to Tees Valley Unlimited.

Staff in the Joint Strategy Unit, are employed by Stockton-on-Tees Borough Council as the accountable body on behalf of the five authorities.
Stockton-on-Tees Borough Council, as the accountable body, is also responsible for the management of any funding that the Joint Strategy Unit
and Tees Valley Unlimited secure from external bodies including Government.

At present the TVU is responsible for overseesing the management of capital regeneration and tourism and culture projects funded by One
NorthEast (in the order of £18m / year). This also includes funding to support the management and administration of this activity. TVU is also
responsible for the management and administration of Housing Market Renewal (HRM) funding direct from Government (£35m over the next
three years) and Single Housing Investment Pot funding (£15.4m over the next three years) from Government through the Regional Housing
Board.

With the development of the MAA TVU will take on responsibility for overseeing further funding streams including funding for transport
schemes.

The table below represents the funding that TVU would be responsible for if the MAA is progressed.

Status : draft 1 1
15/05/2008



Place

Coastal Arc

Darlington
Gateway

Stockton
Middlesbrough
Initiative

Other

Housing

Housing
Market
Renewal

Growth Point
Initiative

Homes and
Communities
Agency

Transport

Regional
Funding
Allocation

Community
Infrastructure
Fund
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Network Rail

Highways
Agency

Local
Transport Plan

TOTAL

Status : draft 1 1
15/05/2008



o Valley Agenda Iltem 7

unlimited
Report of: Senior Assistant Director (Corporate Support), JSU
Report to: Executive Group
Date: 21 May 2008
Subject: TVU Communications Strategy
Item for: Decision
SUMMARY
1. The purpose of this report is to provide the Executive with an initial draft of the
Communications Strategy and Action Plan for Tees Valley Unlimited
(attached).
2. The Communications Strategy and Action Plan, once agreed by the Executive

will be presented to the Leadership Board at their meeting in June.

3. The Communications Strategy builds on work previously presented to the
Leadership Board by the Chair Hugh Lang and has been prepared in
conjunction with the Chair and another Board member Alastair MacColl.

Page 1 of 1
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Tees Valley Unlimited Communications Strategy

TEES VALLEY UNLIMITED COMMUNICATIONS STRATEGY

Background

11

1.2

1.3

14

15

1.6

Tees Valley Unlimited (TVU) has been established to oversee the
implementation of the Tees Valley City Region Business Case —a 10
year investment strategy to improve the economic performance of the
Tees Valley City Region.

Tasked with the delivery of the Business Case, TVU is therefore
responsible for a wide range of complex investment projects throughout
the region and these are detailed within an array of high level
documents currently in circulation. Whilst this level of detail is essential
to enable TVU to communicate with Government Departments and
related public bodies it is obvious that a very different approach is
required in communicating TVU’s purpose, objectives and subsequent
achievements to both the general public and the business community.

It is important that we recognise the scale of the communications
challenge. In reality whilst there is a substantial public sector
awareness of TVU, it is a very different story within both the business
community and the public as a whole.

TVU must therefore decide how it wishes to promote itself within the
Region in terms of both message content and delivery mechanisms. It
Is essential to counter the perception which may well exist in some
quarters that TVU is yet another Public Sector Quango that will take
decisions in isolation, with little reference to the people and businesses
of the Region.

In summary, TVU and its raison d’etre remains predominantly an
internal public sector initiative that requires the development of a much
more inclusive and externally focussed communication strategy if it is
to achieve its optimum potential, and recognition within the Region.

This Communications Strategy sets out Tees Valley Unlimited’s
approach to communications in relation to all of its activities. It
therefore identifies the issues to be addressed, the key audiences, the
key messages and the potential method of communicating with each
audience. The Strategy will be accompanied by an Action Plan which
will be reviewed on an ongoing basis linked to evaluation of the
Strategy.

Status : Draft 1 1
12/05/08
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Strategic objective

2.1 The Communications Strategy must support the achievement of the
City Region objective i.e. improving the economic performance and
hence the quality of life.

2.2 In particular, where possible the communications strategy should also
address the economic challenges facing the City Region:

. Grow Tees Valley’s economy faster than the UK economy

. Continue the rise in employment

. Increase the stock of firms

. Improve household income / less dependency on benefits

. Continue to increase economic activity, employment rates and
reduce worklessness

. Upskill the workforce and reduce the people of working age with
no qualifications

. Reduce spatial polarisation

Communications objectives

3.1 The key objectives of the TVU communications strategy can be split
into two key areas of activity. Although there will be some overlap
through the activities there will be distinct approaches needed for each.

Communications around Tees Valley Unlimited:
e To develop the understanding of what TVU is, its purpose and what it is
aiming to achieve
e To raise awareness of the detailed activities of TVU and its partners
e To celebrate the TVU successes
e To engage with businesses and the community

Communications around Tees Valley:
e To enhance the image of Tees Valley
e To engage with businesses and the community

Issues

4.1 Itis fundamental to determine why we are communicating to establish
who to communicate with, what the key messages are that need to be
put across, and how to communicate with each audience.

4.2  This is a communications strategy for Tees Valley Unlimited and will
include communications relating to the Tees Valley Multi Area
Agreement (MAA). However, the MAA is only a part of the Tees Valley
Unlimited remit. It is important to be clear what the communication is
about as this will be critical for the audience and we need to avoid any
confusion.

Status : Draft 1 2
12/05/08
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4.3

It is necessary to get all the issues that might prevent the Strategy from
being successful out in the open and to address them. If the
communications strategy is to be successfully implemented it is
essential that all partner communications officers are signed up to the
strategy as the message needs to be consistent. However, this issue
goes deeper and it is necessary to understand it. Each local authority
has a responsibility and is accountable to its own area as well as to
Government. TVU is potentially responsible to outside bodies such as
ONE and Government but is also accountable to each individual
partner. In terms of communications and particularly around publicity
many of the positive stories that we can utilise will be local and not
Tees Valley wide. There may be tensions between achieving a
balance between the local authority contribution and that of TVU.
Additionally, TVU needs to be able to respond quickly to media interest
in stories or issues that affect Tees Valley. The media want a view
point the day the story is news, not in six weeks time when all the
levels of the partnership have had the opportunity to consider it and the
Board has taken a view. A quick and responsive mechanism needs to
be developed to respond to the media. One way to start to address
these issues would be through the development of a partners’ press
and publicity protocol.

Audiences

5.1

5.2

Status : Draft 1

There is a range of audiences and they need to be identified and

grouped as the key messages and the appropriate form of

communication will differ for each audience.

The key audiences that need to be addressed are:

. Government officials / Ministers / MPs

. Regional bodies — One NorthEast, Government Office North
East, Regional Housing Board

. Locally — partners in Tees Valley Unlimited (including the
partners beyond TV in the broader TVCR) and very importantly
the local community

. Investors and businesses in the chemical and processing
industry, in digital media, in the service sector and potential
visitors

. The media, nationally, regionally and locally

With Government officials, Ministers and MPs we need to be able to
demonstrate the mature, joined up relationship within TVU and that
TVU has the capacity and ability to deliver in order to gain financial and
policy backing and freedoms and flexibilities. If we can achieve this it
will help in that:
» they will be more likely to convince One NorthEast that TVU has
the ability to deliver the RDA outputs
» they will put pressure (if necessary) on One NorthEast to agree
the delegation limits (E5m),to have the ability to vire up to 25%

12/05/08
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5.3

5.4

5.5

5.6

5.7

of the programme in any one year and to convince ONE that
TVU can do appraisals in line with HMT requirements

» they will fund the metro system, the bus network improvements
and the trunk road improvements

With regional bodies effective communications are critical to build
trust with ONE so that the above can be achieved, with the Regional
Housing Board to achieve delegation of the SHIP money and with
GONE to ensure that they back TVU nationally and with ONE.
Additionally, beyond the MAA we need to build the relationship but be
challenging of the LSC and JCP to ensure that delivery meets the
needs of the local area and not just national policy.

Locally communications need to sell the proposals to local authority
members, partners and the public. It needs to demonstrate to
Members and partners the added value in working together and to the
local community the real benefits of the proposals - short, medium and
long term. It is also critical that the communications helps to build
confidence in the area which will assist with raising aspirations and
links through to investors and businesses and visitors.

It is essential that all communications can reach the target audience
effectively. This is particularly important when communicating with the
local community. All communications need to recognise the diversity of
the area and be available in the appropriate languages and formats to
ensure that every member of the community has access to the
communications.

In particular with investors, businesses and visitors the messages need
to demonstrate that Tees Valley is the place to be. It also needs to
demonstrate to businesses that they have a role to play in making it a
vibrant place and in doing so it will help improve the performance of
their business.

The media provide a key opportunity for TVU to engage with the local
community and to raise the profile and image of Tees Valley regionally
and nationally. It is therefore essential that TVU develops a proactive
relationship with the media. The media can be used to develop the
understanding of what TVU is, what it is seeking to achieve and in
particular what difference it is going to make for local people. Itis also
key in helping to raise aspirations locally through the use of good news
stories about real people and using TVU partners as role models. The
media’s role is also critical in building the area’s identity.

Key messages

6.1 The key messages in any communications need to serve an identified
purpose. Therefore, a series of key messages is identified for each
audience. However, there will be overlap between some of the

Status : Draft 1 4
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audiences’ messages. These messages will need to be reviewed and
refined on an ongoing basis.

6.2 General messages applicable to all audiences:

e TVU is a public, private partnership

e TVU’'s ambition is to raise the economic performance of the Tees
Valley, improve the quality of place and improve the quality of life
of its people

e TVU is the lead body for the development of the Tees Valley City
Region proposals

6.3 Government officials, Ministers and MPs:

e TVU is a mature partnership with a shared and clear ambition for
Tees Valley

e TVU has the capacity and capability to take forward the MAA

e TVU can help Government deliver their SNR agenda

6.4 Regional bodies:

e TVU is a mature partnership with a shared and clear ambition for
Tees Valley

e TVU has the capacity and capability to take forward the MAA

e TVU can help Government deliver their SNR agenda

e TVU can help the North East be at the forefront of delivering
Government’s agenda

e TVU can provide assurances to the RDA that it can assist in
delivering the targets at an accelerated pace if the MAA “asks”
are agreed

e TVU can support the RDA in the development of the Single
Integrated Regional Strategy

e TVU can support ANEC, the RDA and GONE in the
development of regional and national policy, input to
consultations and lobbying on behalf of the North East

6.5 Locally:
Members and partners:

e TVU'sroleis to:

o Develop and articulate a clear Vision for the future
economy of Tees Valley

0 To speak with one voice on behalf of Tees Valley

o To influence sub regionally, regionally and nationally to
ensure the needs and opportunities for Tees Valley can
be addressed

o To develop, articulate, monitor, manage and evaluate a
work programme that will deliver the Vision

Status : Draft 1 5
12/05/08
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0 To bring together the key partners required to deliver the
Vision and maximise the benefits of working
collaboratively

o To secure the external funding required to deliver the
Vision for Tees Valley

o To administer and manage external funding that is
awarded to TVU

Members, partners and residents:

TVU will make a difference to you and your community by:

o0 There will be more employment opportunities and more
people will be in work

0 There will be more businesses in the area

o You will have the opportunity to benefit from jobs with
higher pay levels

0 Less residents will be dependent on benefits

o0 You will be able to gain the skills required to get a good
job

0 The quality of town centres and the surrounding areas will
be improved

0 The type of housing that you wish to live in will be
available at an affordable price

o Public transport will enable you to get to work, learning
and shops so you will not need to use a car as much

0 Tees Valley will be a vibrant place to live, work and spend
your leisure time

0 Tees Valley is a place that you want to live in and would
encourage others to live in

Investors / businesses:

The Tees Valley economy is growing faster than any other sub
region

Tees Valley offers excellent investment opportunities in a variety
of sectors

Major private sector investments are now underway and offer
linked investment opportunities

Support is available to help your business grow and improve
productivity

The public sector can help create the environment for
businesses to flourish but businesses need to be open to
continuous improvement including a commitment to upskill their
workforce

Visitors:

Status : Draft 1

12/05/08
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national and international events

A variety of themed event led marketing campaigns - history and
heritage, activity based, music and culture, food and drink and
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Tall Ships - will help shape the image of the Tees Valley in the
minds of potential visitors so that they are attracted to and
understand what Tees Valley has to offer.

e Increase the number of visitors to Tees Valley, spending more
throughout the year

e Improve the satisfaction levels of visitors to the Tees Valley by
ensuring the products and services meet their needs and
expectations

Actions

7.1

7.2

7.3

Status : Draft 1

There are a variety of appropriate communications tools to use and
again these will differ dependant on the audience. The strategy sets
out the types of activity that can be taken forward. The Action Plan will
consider each action in more detail including the cost implications and
the timescales for undertaking each action. In no priority order the
actiions include:

* Branding — logos and strap lines — but much more
* Website — partners / public

» Conference / events — launch MAA to press and partners
* Formal reporting to Government

* Media

* Newsletters / community newspapers

» Briefings, including email briefings and alerts

* Public meetings

» Stakeholder engagement

» Business dinners

* Lobbying

Branding — branding is much more than just logos and strap lines. ltis
the expression of an area and what it means to those that live in, work
in do business in or visit it. Not all of these people will have a common
view of the area but ultimately through effective branding that is what
we would seek to achieve. At present what we have is a logo for TVU
and its component parts such as Tees Valley Living or Tees Valley
Regeneration. The logo has been in use for some time and is
recognisable to many audiences. At present itis not recommended to
rush in to change it to something similar but slightly different. That
could be potentially confusing to the key audiences that we have been
working with such as Government. However, it would be helpful to
review the logo in light of a broader piece of work around branding.

There are also potentially many strap lines that could be added. For
example:

“Open for Business”

“Investing in your future”

“Tomorrow’s City Region”

12/05/08
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7.4

7.5

7.6

1.7

7.8

7.9

“Where people come first”
“Everyone’s watching TV”

However, again the appropriateness of the message that they convey
should be tested as part of a broader piece of work on branding. Much
work has already been undertaken in particular in relation to the “Tees
Valley” branding and the branding of Durham Tees Valley Airport. This
work sets a baseline and can be used as a starting point. However,
there would be a need to look at particular issues such as what the
current perceptions people have of Tees Valley both internally and
externally.

A piece of work around branding would also identify opportunities for
joint branding activity. For example, at present no real joint work is
undertaken between Visit Tees Valley and Tees Valley Regeneration
however many of the visitors to Tees Valley will be business visitors.
Opportunities for joint activities and the development of joint materials
should be considered.

Website — the existing TVU website is already good but there may be
some confusion between it and the Tees Valley JSU’s website. Itis
also necessary to ensure that it meets the needs of partners — minutes
of meetings, briefings etc. However as an open to the general public
form of media to is critical that it communicates the key messages that
we want the wider public to understand in a user friendly way. Itis also
very important not to assume that everyone has access to the web or
would wish to use it to find out about TVU.

Conference / events — An annual themed event for partners (also
inviting the press) would be useful to raise awareness of progress over
the year and plans for the following year could be considered. This
would help to develop a shared ownership, particularly if key partners
had a role to play in it. An event such as this doesn’t have to be fancy
and expensive to be professional. However, some exhibition material
that could be used at various opportunities would be a useful backdrop.

This year it would be appropriate to launch the MAA to the press and
partners after Government has signed off the MAA. Sign off for the
MAA is expected in the summer and given that it might be during
summer holidays it is suggested that the 2008 TVU Conference be held
in September. It would be helpful to both the Tees Valley and to
Government if a Government Minister were to attend and give the
keynote speech. However, it would also be very important to show
case some of the key proposals that will be delivered more effectively
through the freedoms and flexibilities that the MAA will deliver. Gaining
press coverage through the launch will help raise awareness locally
and within the region.

Additionally, attendance at national conferences, in particular where
there is the opportunity to present the work of TVU is appropriate in

Status : Draft 1 8
12/05/08
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7.10

7.11

7.12

7.13

helping to build and maintain the external perception that Tees Valley is
on the up and has a really strong partnership that is making a real
difference. This is also an opportunity to involve Board members,
including the Chair, and Executive members. This will help to deepen
their understanding and develop their role as ambassadors for Tees
Valley.

Formal reporting to Government — this will be a key requirement but
it is critical how this is done to demonstrate the value added, the
capacity and maturity of the Partnership and to give Government
positive stories that it can use to promote the benefits of its policy and
actions which will help to build joint ownership.

The relationship with the media is key to building a positive perception
of the area. A strong relationship with the press can lead to positive
coverage at little or no cost. A series of positive stories should be
developed, particularly involving local people and drip fed to the press.
Editorial coverage is better value for money than placing adverts and it
carries more credence. There may be value in buying editorial in some
local supplements. At present TVU and TV JSU pay a monthly fee to
Peter Dodson to prepare and issue all press releases and submissions
for Tees Pride and the Hartlepool Mail together with any other public
relations responses. The arrangement has worked well but needs to
be reviewed and be more transparent. The partnership also provides
sponsorship to the Gazette for Tees Pride. It is necessary to review
what impact this sponsorship has and whether it could be more
effective. Additionally, consideration should be given to developing a
relationship with the Northern Echo and other Newsquest publications
such as the Darlington Advertiser and the Darlington and Stockton
Times.

Consideration needs to be given to the issue of press and public
attendance at TVU meetings. In open and transparent governance
arrangements this would normally be the case. However, it is
recognised that their attendance at meetings may stifle some debate.
On balance it would be seen positively both to the press and public if
meetings were open to attend and TVU would achieve greater press
coverage as a result.

To ensure that media coverage is co-ordinated a TVU media / PR
group could be established. This could involve the press / PR officers
from each of the Borough Councils, other partners such as the
University, ONE, LSC, Jobcentre Plus, BLNE, private sector Board
members businesses, Tees Valley Regeneration, Visit Tees Valley,
Tees Valley Living and the press. The group would meet on a regular
basis and ensure that all parties were aware of any potential for media
coverage and any planned media coverage and ensure that the role of
TVU in any activities was recognised appropriately.

Status : Draft 1 9
12/05/08
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7.14

7.15

7.16

7.17

7.18

7.19

Newsletters both hard copy and e-news alerts are affective in reaching
partners locally and regionally. An e-news letter and alert system
should be developed for the TVU partners. Some but not all of these
could be made available to broader partners such as in Government
and the press. At present the JSU produce a policy newsletter on a
monthly basis. Rather than produce several versions of newsletters it
would be appropriate to produce a monthly newsletter that would
encompass, partners news — such as new project approvals or project
completions, policy updates, performance updates (high level). Itis
important that the newsletter provides relevant and up to date
information with contact details for those who can provide further
information if desired.

Consideration needs to be given as to whether there would be value in
having an e-newsletter / hard copy newsletter for the wider public.
Each borough council has its own community newsletter distributed to
every household. It is essential that effective use is made of these
publications to ensure that residents and businesses know what
opportunities are coming up whether it be new employment, training or
leisure and cultural opportunities. This is where the partners’ protocol
could be very helpful in identifying how to present activities to give an
appropriate balance to acknowledge the role and input from TVU
alongside the borough council(s) and other partners.

Briefings for Board / Executive members — in between the
publication of the monthly newsletter Board and executive members
should be alerted via email briefings of any substantial news.
Additionally, it would be helpful to Board and Executive members to
receive the day after their meetings a short (no more than one page)
summary of the key decisions taken at the meeting. This means that
partners do not have to wait for the minutes to be issued and they
would all have consistent information that could be used by them to
brief others in their organisation.

Briefings for Government and regional bodies — As well as the
formal reporting requirements that will be placed upon TVU regular
briefing papers on progress with delivery and capacity building should
be prepared for Government and regional bodies. Where possible
these should be delivered through face to face meetings to enable a full
discussion to take place.

Public meetings are useful to gain local peoples’ views and develop
ownership in relation to specific projects that will have a local impact
rather than using them to use them to raise awareness of the whole
programme.

Real and effective stakeholder engagement including Government,
regional bodies and partners is vital to the success of TVU. Itis not
possible to achieve positive relationships with stakeholders through
paper based or electronic communications. Regular meetings with key

Status : Draft 1 10
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7.20

7.21

71.22

stakeholders are necessary. This is particularly important for
stakeholders not involved in the MAA. They will need a reassurance
that their activity and involvement is as critical to the success of TVU as
those involved in the MAA. As well as one to one engagement with
stakeholders it might be appropriate to undertake briefing sessions,
liaison sessions with certain groups of stakeholders relating to a
particular issue e.g. worklessness. For example, there are obvious
linkages to be made between physical developments that will provide
job opportunities in the construction phase and after completion with
the need to upskill the workforce and get more people back into work.

TVU'’s original intention was to set up a private sector group however,
having tried to establish such a group it has become apparent that this
might not be the best way for TVU to engage more broadly with the
private sector. Business dinners are now commonly used as an
approach to facilitate debate and engagement between the public and
private sector. Holding five business dinners over the course of the
year will enable TVU to engage with a much broader range of
businesses than a static membership group would achieve. Around 20
different businesses would be invited to each dinner and each business
would be asked to bring a couple of issues / concerns or ideas with
them that they would like to discuss with the other businesses and
representatives from TVU. Additionally, it will assist in developing
broader businesses to business engagement and potentially help to
develop new networks.

Lobbying — the area should make use of its MPs / MEPs and the
regional Minister at appropriate occasions to lobby the European
Commission, Government or government agencies on behalf of the
area. However, it is very important to judge this carefully and only use
them for big issues where it is felt that they might be able to make a
difference.

To assist in MPs / MEPs performing their role on behalf of Tees Valley
regular briefings should be provided to them. These are already
provided to the regional Minister.

Evaluation

8.1

It is essential to any communications strategy to evaluate on an
ongoing basis the impact of the activities — what’s working and what'’s
not. There are several ways of doing this including partner feedback
surveys to establish whether they feel they are getting the right level of
information. This is also undertaken through the stakeholder
engagement role of the JSU’s Senior Assistant Director (Corporate
Support) through informal one to one sessions with partners on a
regular basis.

Status : Draft 1 11
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8.2

It may also be necessary to undertake some research to assess the
impact of the communications for example relating to how positive
people are about the area. It will be important to link into existing
surveys such as those that will be undertaken through LAA place
based surveys with the community and business. However, it may be
appropriate to undertake research to establish external perceptions of
Tees Valley — this would help to identify future priorities for
communications in respect of perceptions of the area. This should be
included as part of a piece of work around branding.

Next steps

9.1

9.2

9.3

9.4

This report sets out a clear but complex strategy for communications
relating to Tees Valley Unlimited and its activities. It is essential that a
fresh approach is taken to delivering the communications strategy
particularly in relation to the development of creative proactive
approaches.

The next step is to translate this strategy into an Action Plan for the
next 12 months and to identify any longer term priorities for
communications in the following two years. The Action Plan will set out
the detail on each of the activities including timing and costs and how
costs can be covered. It will also set out the outcomes that can be
achieved through the activities.

It is recommended that the development of the Action Plan be put out
to tender and a company / consortium of companies identified that can
take the Strategy forward within our existing resources and to identify
other funding opportunities for enhancing delivery. It is essential that
this work is undertaken in close collaboration with Tees Valley
Regeneration (TVR) and Visit Tees Valley (VTV). A key part of the
proactive communications to be developed is around communicating
what a good place Tees valley is to live, work, do business and visit
which is part of TVR and VTV’s remit.

There are activities detailed in the Strategy relating to internal TVU
communications and reporting to Government arrangements that can
and should be taken forward immediately as a matter of good practice.
These include:

e Development of formal report to Government arrangements,
including the development of the appropriate performance
management systems

e Setting up the TVU media / PR group

e TVU quarterly newsletters

e Key decisions from the meeting note — to be issued the day after
the Board and Executive

e Briefings for Board / Executive members

e Briefings for Government and regional bodies

Status : Draft 1 12
12/05/08



Tees Valley Unlimited Communications Strategy

e Credit card style “key messages card” for Board and Executive
members

Status : Draft 1 13
12/05/08
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unlimited
Report of: Director of the Tees Valley Joint Strategy Unit
Report to: Executive Board
Date: Wednesday 21° May 2008
Subject: Sub National Review
Item for: Decision
SUMMARY

Attached is the Tees Valley Authorities' response to the Sub National Review
consultation paper
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1.
11

2.1

2.2

3.1

3.2

PURPOSE OF REPORT

PROSPEROUS PLACES - TAKING FORWARD THE REVIEW OF SUB
NATIONAL ECONOMIC DEVELOPMENT AND REGENERATION — THE
RESPONSE FROM THE TEES VALLEY AUTHORITIES

BACKGROUND

The five Tees Valley Authorities — Darlington Borough Council, Hartlepool
Borough Council, Middlesbrough Borough Council, Redcar-and-Cleveland
Borough Council, and Stockton-on-Tees Borough Council — have prepared a
response to the consultation paper. Their response to the 15 detailed
questions is attached as an appendix.

The Tees Valley Authorities warmly welcome the consultation paper. It takes
forward the proposals set out in the Sub National Review. The Authorities are
working closely with One North East and the other local authorities in the
North East of England through the Association of North East Councils to take
forward the Sub National Review.

Chapter 3 Stronger Partnership for Regional Growth

The Tees Valley Authorities warmly welcome and fully support the proposals
not out in the chapter on stronger partnership for regional growth. We support
the RDA taking on a more strategic role, a programme approach rather than a
project approach and the delegation of RDA funding. For our part the Tees
Valley Multi Area Agreement and its governance arrangements developed in
partnership with One North East helps to put the principles set out in the
consultation paper into practice. We strongly support the amendment of the
RDA Act as soon as possible to increase delegation limits both to the region
and city region as this will accelerate delivery. Indeed for this reason alone
BERR should increase the delegation limits as soon as possible to regional
development agencies. The Tees Valley authorities fully support the Leader’s
Forum and agree that the arrangements for setting up the Forum are a matter
for the local authorities, the discussion on which is being taken forward and
coordinated through ANEC.

With regard to the Regional Funding Allocation we welcome the proposal to
launch a second exercise in late 2008/early 2009. However there are two
main issues that need to be addressed. They are:

a) The improvement of skills for those in work is a major task for the

development of the regional and city regional economy. For these
reasons the Tees Valley authorities consider that regional funding on
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adult learning should be included in the RFA exercise. We welcome
the proposal that the regional funding allocation proposal should

include recommendations on the better alignment of funding streams
which is a key factor in hindering skills development in our economy;

b) Whilst there are boards to deal with recommendations on funding
streams in individual topic areas, e.g. economic development,
transport, housing, there are no governance arrangements for dealing
with recommendations on dealing with the issue of moving resources
between funding streams. It would be logical for the emerging
Leaders’ Forum to have a role in this. Indeed it is vital that the leaders,
as the democratic administrative leadership of the region, play an
important role in agreeing these recommendations

Chapter 4: Integrating Regional Strategies to Promote Growth

The Tees Valley authorities warmly welcome the proposals for an Integrated
Regional Strategy. We welcome the Government’s proposals that city
regional economic assessments will provide an important part of the evidence
base. We consider that the Integrated Regional Strategy needs to bring
together the city region and sub regional plans by providing a high level
integrated framework which binds them together. There are however a
number of detailed concerns that will need to be addressed. They are:

a) There is no mention of skills or employability in the Integrated Regional
Strategy. A strategy cannot be truly integrated unless the people
based activities are included. There seems to be a reluctance of DIUS
to understand that policies and funding streams need to be flexible to
meet the specific needs of labour markets which are predominantly city
regional; For these reasons a regional strategy is not truly integrated
unless it includes adult skills;

b) Whilst all agree that the process for preparing the Integrated Regional
strategy needs speeding up, the addition of an extra Examination in
Public at the initial stage is likely to make the target unachievable. In
the NE the RSS Examination in Public took place in April 2006 and two
years later we still do not have the adopted strategy. An Examination
in Public at the initial stage will require four months for the panel to sift
through the reports and representations, 6 weeks to hold the EIP and
then four months to write it up. It simply is not possible to produce an
issues report and appraise options, carry out consultation (in itself a 6 —
8 weeks period) and an Examination in Public in one year;

C) In the NE there is general consensus that we would like to begin work
at an early stage on preparing the Integrated Regional Strategy.
However this means that the national core sustainability framework, the
national policy statements, the advice on regional economic growth
objectives and guidance on regional ranges of housing supply are in
place. Of these the national sustainability framework must be in place
as a matter of urgency since under EU legislation any regional strategy
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which does not follow the agreed framework would not be valid. Given
the need to begin work on the Integrated Regional Strategy, CLG
should offer to work with the region on sorting out these procedural and
legal problems arising from the statutory process.

Finally, we fully support the concept of a delivery plan. We believe the Multi

Area Agreement could be a useful model for a delivery plan.

5.1

6.1

Chapter 5: Strengthening the Sub Region Economy — The role of Local
Authorities

The Tees Valley authorities welcome the proposal for a statutory duty to carry
out an economic assessment. We welcome the legislation requiring RDAS to
take account of the economic assessment which we consider to be an
essential component of the Integrated Regional Economic Strategy. In terms
of the options, the Tees Valley authorities consider that the non statutory
guidance option is better since there is a danger that statutory guidance could
be too prescriptive. We see the City Region Business Case as a model for the
economic assessment and there are benefits in a more flexible approach.

The Tees Valley authorities have achieved a great deal working in
partnership. All this has been achieved through working together on a
voluntary basis using existing powers. All of the functions set out in the paper
could be done now without statutory arrangements. We therefore do not need
statutory powers to develop sub-regional collaboration. The only added value
a board would give was in the case of powers devolved from the regional or
national level which made sense to be operated on a sub regional or city
region basis.

RECOMMENDATIONS

The Executive is asked to note the response
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7.

Q1.

Q2.

Q3.

Q4.

Q5.

APPENDIX

How should RDAs satisfy themselves that sufficient capacity exists for
programme management and delivery at local or sub-regional level?

Most unitary and upper tier authorities have the capacity to mange
programmes and deliver projects at a local or sub-regional level.

Do you agree that local authorities should determine how they set up a local
authority leaders’ forum for their region, and that the Government should only
intervene if the required criteria are not met or if it failed to operate effectively?
If not, what would you propose instead?

We totally agree that the setting up of the Leader’s Forum should be a matter
for the local authorities in the region. The Tees Valley authorities consider that
the Association of North East Councils is best placed to agree how the
Leaders Forum in the North East should be set up.

Are the proposed regional accountability and scrutiny proposals proportionate
and workable?

The Tees Valley authorities support the regional accountability and scrutiny
proposals

Do you agree that the regional strategy needs to cover the elements listed at
paragraph 4.13? Are there other matters that should be included in the
regional strategy to help in the delivery of key outcomes?

The Tees Valley authorities agree with the list set out in paragraph 4.13.
However, there is concern that there is no mention of adult skills or
employability in the regional strategy. A strategy cannot be truly integrated
unless the people based activities are included. There seems to be a
reluctance of DIUS to understand that policies and funding streams need to
be flexible to meet the specific needs of labour markets which are
predominantly city regional; for these reasons a regional strategy is not truly
integrated unless it includes adult skills.

Do you agree with the way in which we propose to simplify the preparation of
the regional strategy, as illustrated in the figure (on page 35), in particular
allowing flexibility for regions to determine detailed processes? If not what
other steps might we take?

Whist all agree that the process for preparing the Integrated Regional strategy
needs speeding up, the addition of an extra Examination in Public at the initial
stage is likely to make the target unachievable. In the NE the RSS
Examination in Public took place in April 2006 and two years later we still do
not have the adopted strategy. An Examination in Public at the initial stage will
require four months for the panel to sift through the reports and
representations, 6 weeks to hold the EIP and then four months to write it up. It
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Q6.

Q7.

Q8.

Qo.

Q10.

simply is not possible to produce an issues report and appraise options, carry
out consultation (in itself a 6-8 weeks period) and an Examination in Public
one year. In the NE there is a general consensus that we would like to begin
work at an early stage on preparing the Integrated Regional Strategy.
However this means that the national core sustainability framework, the
national policy statements, the advice on regional economic growth objectives
and guidance on regional ranges of housing supply are in place. Of these the
national sustainability framework must be in place as a matter of urgency
since under EU legislation any regional strategy which does not follow the
agreed framework would not be valid. Given the need to begin work on the
Integrated Regional Strategy, CLG should offer to work with the region on
sorting out these procedural and legal problems arising from the statutory
process.

Do you think that the streamlined process would lead to and significant
changes in the costs and benefits to the community and other impacts?

No

Which of the options for the local authority economic assessment duty (or any
other proposals) is most appropriate?

What additional information or support do local authorities consider valuable
for the purpose of preparing assessments?

The Tees Valley authorities welcome the proposal for a statutory duty to carry
out an economic assessment. We welcome the legislation requiring RDAs to
take account of the economic assessment which we consider to be an
essential component of the Integrated Regional Economic Strategy. In terms
of the options, the Tees Valley authorities consider that the non statutory
guidance is better since there is a danger that statutory guidance could be too
prescriptive. We see the City Region Business Case as a model for the
economic assessment and there are benefits in a more flexible approach.

How should lead local authorities engage partners, including district councils,
in the preparation of the assessment?

In the Tees Valley we have developed city region governance structures
which involve key partners in preparing an economic assessment. We will
also use meetings with key partners like the CBI and Chamber of Commerce
regional agencies, such as One NorthEast, Government Office and Sector
groups to guide our work.

Which partner bodies should be consulted in the preparation of the
assessment?

The list set out in paragraph 5.20 is comprehensive.
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Q11.

Q12.

Q13.

Q14.

Q15.

Should any duty apply in London and, if so, which of the proposed models is
appropriate?

Not relevant to the Tees Valley

Do you agree that there is value in creating statutory arrangements for sub-
regional collaboration on economic development issues beyond MAAs? What
form might any new arrangements take?

The Tees Valley authorities have achieved a great deal working in
partnership. All this has been achieved through working together on a
voluntary basis using existing powers. All of the functions set out in the paper
could be done now without statutory arrangements. We therefore do not need
statutory powers to develop sub-region collaboration. The only added value a
board would give was in the case of powers devolved form the regional or
national level which made sense to be operated on a sub regional or city
region basis.

What activities would you like a sub-regional partnership to be able to carry
out and what are the constraints on them doing this under the current
legislation?

There are no constraints under the existing legislation which stop us working
as a sub-regional partnership.

How would a sub-regional economic development authority fit into the local
authority performance framework?

Not relevant

Should there be a duty to co-operate at sub-regional level where a statutory
partnership exists? To whom should this apply?

Yes it should apply to all those agencies covered by the LAA legislation.

Originator: John Lowther
Contact Tel: 01642 264801
E-mail: John.lowther@teesvalley-jsu.gov.uk
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Report of: Director of the Tees Valley Joint Strategy Unit
Report to: Executive Board
Date: Wednesday 21° May 2008
Subject: Port Developments and Rail Gauge Enhancement
Item for: Decision
SUMMARY
1. The purpose of the report is to update the Executive on how rail guage
enhancement can be taken forward to support the port developments in Tees
Valley.
2. The report seeks the Executive’s support for the development of a package of

guage enhancements and to authorise discussions to take place on the
potential funding package.
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1.0

11

2.0

2.1

2.2

2.3

PURPOSE OF REPORT

Last week | attended a meeting of PD Ports, Northern Way, Network Rail and
One North East to discuss how we should take forward the rail gauge
enhancement work for Teesport. This work is increasingly important because
of the consents for the Northern Gateway Container Terminal and the import
centres for Tesco and Asda. Northern Way has funded the gauge
enhancement work to GRIP stage 3 i.e. the last stage required to allow a
project to be included in a committed programme.

DETAILS

The Department for Transport has allocated Network Rail £40 million for
expenditure in 2009 to 2014 on gauge enhancement of the entire rail network
to take trains carrying 9 foot truck containers. This money has yet to be
allocated. The West Coast Main Line and the East Coast Main Line from
London to Peterborough are already gauge enhanced. The cost of gauge
enhancement of the East Coast Main line from Doncaster to Edinburgh is £15
million and from Doncaster to Birmingham to connect with the West Coast
Main line is about £40 million. The Northern Way working with Network Rail
propose to develop a package to fund this work from the £40 million allocated
in 2009 to 2014 by the Department of Transport with contributions from the
Scottish Executive, Northern Way and the East Midland Development
Agency. Assuming this network was built this would allow Teesport to run 10
trains a day — 2 to Scotland, 4 to Manchester and 4 to the West Midlands. The
GRIP 3 work for these through lines will be completed by July.

With regards to the connections for Teesport to the East Coast Main line,
three options have been explored:

i. Teesport to Northallerton - £5 million
ii. Teesport to Darlington - £7 million

iii. Teesport to Tursdale via the Stillington line - £3 million

It is important to recognise that the Tursdale connection is for the northbound
only to Scotland, and Northallerton southbound only to Doncaster and the
South. It is thought that Darlington could provide both a North and a South
link, and hence form a first stage of the project with Tursdale and
Northallerton following in later years. It would therefore be possible to provide
gauge enhancement to the East Coast Main line for £7 million.

Page 2 of 3



TVU Executive Agenda Item 9
21 May 2008

2.4

Due to the risk averse nature of Network Rail accounting practices the actual
project construction cost is £5 million with £10 million covering engineering
design, risk, etc. Network Rail have agreed to review the costs.

2.5 The cost of connecting ports to the main line is usually borne by the operator
with some support from either the Northern Way and the regional
development agency e.g. Liverpool and Hull. It would therefore be useful for
discussions to open between PD Ports and ONE and Tees Valley JSU on
how this element could be funded.

3.0 RECOMMENDATION

3.1 Itis recommended that the Executive
(i) Supports the Northern Way in bringing together a package to gauge
enhance the East Coast Main line from Doncaster to Edinburgh, and
Doncaster to Birmingham
(ii) Authorises discussion to take place between ONE, PD Ports, Northern
Way and the Tees Valley JSU on a funding package for gauge enhancement
to Teesport from the East Coast Main line.

Originator: John Lowther, Director Tees Valley Joint Strategy Unit

Contact Tel: 01642 264800

E-mail: John.lowther@teesvalley-jsu.gov.uk
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Report of: Director of the Tees Valley Joint Strategy Unit
Report to: Executive Board
Date: Wednesday 21° May 2008
Subject: Regional Image Strategy/Marketing Framework Review
Item for: Decision
SUMMARY
1. The report provides the Executive with an update on the review of the

Regional Marketing Framework and the Regional Image Strategy.

2. The report asks the Executive to note the current position and to charge vTv
with pursuing detailed discussions with One NorthEast regarding the future
implications for Tees Valley.
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1.

2.1

b)

2.2

2.3

2.4

2.5

2.6

2.7

PURPOSE OF REPORT

The purpose of the report is to update the Executive on the review of the
Regional Marketing Framework and the Regional Image Strategy.

BACKGROUND

ONE has commissioned consultants to undertake two pieces of interrelated
work:

The development of the Regional Image Strategy (RIS) and evaluation of
Passionate People Passionate Places (PPPP) campaign.

To review and update the current Marketing Framework which guides the
marketing activities of ONE and the 4 Area Tourism Partnerships which form
Tourism Network North East.

Both studies will be completed by the end of May for final consultation with
key stakeholders. It is intended to roll out the RIS through a series of
workshops across the region in June.

The proposals raise two areas of discussion — and potential concern -
regarding the role within Tees Valley of tourism in the wider place-shaping
debate. Firstly the direction and content of the RIS and secondly the impact of
a reduced budget on the future tourism marketing activities of ONE.

There has been a major shift in the last 3 years in terms of marketing from
Northumbria to NE England and this is to be welcomed. However whilst all the
evaluation is not yet completed, early results indicate that in a highly
competitive market and with limited budget, there has been limited impact of
PPPP — awareness of the NE is low with only 4% of market share.

Visitor survey research in 2005/06 by Tourism UK demonstrates that Tees
Valley benefits from PPPP branding and those visiting Tees Valley have a
positive picture of the NE. In the other ATP areas, the research suggests that
sub regional brands are more powerful. The strongest brands are
acknowledged as Northumberland, Newcastle and Durham (City). Tees Valley
is established as a name, but only at a strategic level and primarily within the
public sector, and it is not established as a brand. Therefore more work is
required to raise the profile of both the name and brand.

It is proposed that over the next three years the RIS will move from consumer
tourism marketing and image building towards concentrating activity upon
attracting new investment and talent and encouraging existing businesses to
grow. Evidence of this change of direction is already to be found in the
national advertising campaign in the broadsheets and press coverage
targeted at the financial press.

Tees Valley is in a strong position to benefit from this change of direction

given the location of key industries - such as the process industry — within the
sub region. It is important to combine this change of focus with the need to
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2.9

2.10

2.11

continue a strong and positive place-shaping campaign. To build a NE brand
will takes 10 — 20 years and to build a Tees Valley brand equally as long if not
longer — and that assumes the sub-region plays a more active role.

It is therefore critical that the progress achieved to date from which Tees
Valley benefits is not curtailed. Marketing Tees Valley needs to link closely
with the RIS to ensure Tees Valley continues to both attract inward
investment and change perceptions of the area as a place to visit, live and
work. This is equally relevant in attracting a skilled workforce. vTv is taking
positive action to reflect this approach including, for example, the 2009 visitor
guide that will become a lifestyle magazine with an events focus. In addition,
vTv has provided local identity through an events-led strategy and using the
brand “vTv —it's happening”.

Tourism expenditure by visitors in Tees valley is only slightly less at
£535million than that of a traditional tourism destination such as
Northumberland. The difference is that the majority of overnight stays are
business visitors rather than those on short breaks/longer holidays. The task
is to attract business visitors to stay longer or return as leisure visitors.

The proposed amendments to the RIS will have a considerable impact on
tourism marketing undertaken by ONE. Currently some £7million per annum
has been spent by ONE on a consumer image campaign to raise awareness
of the NE through PPPP, holiday guide and regional thematic campaigns. It is
anticipated that this budget will be reduced to around £4million which is bound
to have significant implications.

Research says consumers have limited awareness of Tees Valley. The
strongest destination brands are Newcastle, Northumberland and Durham
which may explain why ONE thinks it can maximise market penetration and
product development by focusing on traditional destination brands. Tees
Valley has a developing product and the opportunity to add considerable
value to the destination brands such as leading for the region with events of
national profile and raising the profile of TV brand and name. These and other
imaginative linkages will enhance both the regional image and marketing
campaigns.

RECOMMENDATIONS

The Executive is asked to note the current position and charge vTv with
pursuing detailed discussions with One NorthEast regarding the future
implications for Tees Valley.

Originator: Julia Frater, Head of visitTeesvalley

Contact Tel: 01642 264934

E-mail: Julia.frater@teesvalley-jsu.gov.uk
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Report of: Director of Tees Valley Joint Strategy Unit
Report to: Executive Board
Date: Wednesday 21° May 2008
Subject: Economic Assessment of the Durham Tees Valley to Heathrow
Service
Item for: Decision
SUMMARY
1. In December the Executive agreed to commission consultants to carry out an

economic assessment of the Durham Tees Valley to Heathrow service.
Attached is the Executive summary of the report which we propose to send to
the Department of Transport.

2. BMI have recently held discussions with Durham Tees Valley Airport about
the future proposes for the route. They are looking for assistance for a
marketing campaign to promote the route.

3. In the light of the commercial confidentiality of the information | will report
verbally at your meeting.
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Economic Assessment of the Heathrow Service

EXECUTIVE SUMMARY

Introduction

1. In February 2008 the Tees Valley Joint Strategy Unit appointed York Aviation
to undertake an assessment of the economic benefits to the Tees Valley sub-
region of the existing air service between Durham Tees Valley Airport (MME)
and London Heathrow (LHR). The MME to LHR service is operated by bmi.
It provides a link between Tees Valley and the airline’s main base at
Heathrow, the UK'’s only true hub airport. The service is, therefore, both a
provider of access to London and an option for onward connections via
Heathrow’s route network to the rest of the world.

2. In recent years the route has experienced considerable fluctuations in the
level of service and capacity on offer. However, bmi has recently announced
that it will be returning to using Airbus A319s on the route and passenger
throughput is expected to increase from around 88,233 in 2007 to around
140,570 in 2008. Despite this improvement concerns over the future of the
route continue to be voiced and have been heightened by the recent
substantial increase in the price cap at Heathrow.

3.  This report examines a number of issues around the economic benefits of the
service and the risks to its continuation:

% an assessment of the value of the service to users in terms of journey
time and fare savings and the impact on Durham Tees Valley Airport in
terms of revenue from the service;

»  the risk to the service from the recent announcement of the CAA
regarding the new price cap at Heathrow;

»  the role the service plays in providing business focussed connectivity to
the Tees Valley and its importance in supporting economic
development strategy in the sub-region and the importance of air
services for the economic base.

User Benefits of the Service

4. At 2007 traffic levels, our analysis identifies that across all passenger
segments the withdrawal of the service would have resulted in additional
costs to users of around £2.3 million. Conversely, this equates to the
economic benefit from the existence of the service.

York Aviation LLP i
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Perhaps unsurprisingly, the economic benefit from the service is
concentrated in the Tees Valley, which is the point of origin or destination for
the majority of users. If the service had been withdrawn this group would
have incurred around £1.5 million of additional time and fare costs. Tees
Valley business users would have been particularly disadvantaged as the
result of the withdrawal of the service, facing additional costs of around £1.4
million per annum.

At our projected 2008 traffic levels, the benefits of the service and the
consequent losses associated with its withdrawal are substantially increased.
The total losses from the withdrawal of the service (and conversely the
benefits from its existence) are estimated at around £3.7 million in 2008.
Again the great majority of these losses would be borne by Tees Valley
originating passengers, around £2.4 million, with business passengers
particularly badly affected, facing additional costs of around £2.3 million.

Impact on Airport Revenues

At 2007 traffic levels, the airport is estimated to lose 62,168 passengers. The
resulting loss of revenue has been estimated at around £800,000. Based on
our predicted values for per passenger revenues, this would represent
around 8.5% of revenues in the 2007 calendar year.

Building on this analysis, we have estimated the impact in terms of airport
revenue from the expanded service for 2008. The higher throughput service
would see 140,570 passengers travelling on the route in 2008. If the route
were withdrawn, around 99,000 of these passengers would be lost from the
airport, accounting for total revenue of approximately £1.3 million.

Effect of Charges Increases at Heathrow

The recent 23.5% increase in the price cap at Heathrow announced by the
CAA has substantially increased the risk that bmi will withdraw the service.
This increase in the price cap is widely expected to produce a corresponding
rise in prices, which will further skew incentives for airlines operating at
Heathrow towards using their scarce slot resources for longer haul, more
revenue intensive services at the expense of domestic and short-haul
services.  Furthermore, this situation could also be worsened by the
proposed changes to aviation duty currently being consulted on by the
Treasury.

York Aviation LLP
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Impact on Connectivity

10. The wider benefits that flow from air services, such as inward investment and
productivity growth, come from the connectivity that they provide. The
Heathrow service provides access to the best European hub for business
focussed connectivity. The service to Amsterdam provides a good alternate
but, despite this, the one-stop connectivity available from Durham Tees
Valley is estimated to be around 35% higher with the Heathrow service than
without.

11. It should also be noted that alternates that can be accessed via surface
modes, primarily Newcastle and Manchester, do not provide a viable
alternate to the connectivity offered at Heathrow. Similarly, access to
another London airport, for instance Gatwick, does not come close to making
up for the loss of access to Heathrow.

Supporting Strategy and Key Sectors

12. Both the Regional Economic Strategy and the Business Case focus heavily
on the need to maximise advantages, increase exposure to world markets
and support world class sectors. Air services, and more specifically the MME
to LHR service, are central to this agenda.

13. The world class chemicals cluster in the Tees Valley is known to include a
wide range of multinational companies that would be substantially
disadvantaged by the loss of connectivity should the Heathrow service be
withdrawn. This suggests that there is a considerable degree of sensitivity
within the sub-regional economic base to the availability of air services.

Conclusions

14. The Heathrow service is a key economic tool for the Tees Valley. It provides
rapid access to London and an important connection to the UK’s only truly
global gateway airport at Heathrow. The loss of the service would impose
substantial additional costs on users, adversely impact on the viability of
Durham Tees Valley Airport, significantly reduce the Tees Valley’s ability to
connect with the global economy and hamper the activities and growth
prospects of the area’s world class chemicals cluster.

York Aviation LLP i
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1.2

1.3

1.4

INTRODUCTION

Background

In February 2008 the Tees Valley Joint Strategy Unit appointed York Aviation
to undertake an assessment of the economic benefits to the Tees Valley sub-
region of the existing air service between Durham Tees Valley Airport (MME)
and London Heathrow (LHR). This report sets out the findings from our
analysis and presents a picture of the value of the service to the Tees Valley.

Key Route Statistics

The MME to LHR service is operated by bmi. It provides a link between Tees
Valley and the airline’s main base at Heathrow, the UK's only true hub
airport. The service is, therefore, both important in providing access to
London and in enabling onward connections via Heathrow’s route network to
the rest of the world. In 2007, the service was used by around 88,233
passengers. Based on analysis of the CAA Departing Passenger Survey in
2005', we estimate that around 50% of this traffic was travelling to points
beyond LHR.

The route is heavily used by business passengers. Of those travelling point
to point between MME and LHR, around 60% were travelling on business.
The proportion of interline passengers travelling for business was somewhat
lower at 24% but is still significant.

In recent years the route has been through a range of changes, which have
resulted in fluctuating passenger numbers, capacity, service timings and
quality of service. However, recently, bmi has implemented a number of
changes to the service that are expected to both boost passenger numbers
and provide increased opportunities for onward connections. The service
has returned to using Airbus A319s and the flight timings have been
amended to allow more effective interlining and a better experience for
customers using the service to undertake a day’s business in London. The
route’s recent performance is shown in Figure 1.1.

' 2005 is the last year in which the CAA Departing Passenger Survey was undertaken at MME.
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Figure 1.1:
Passengers and Seat Capacity
Durham Tees Valley to Heathrow
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Source: Eurostat, Durham Tees Valley Airport and York Aviation.
1.5 Based on an analysis of the capacity available and discussions with the

1.6

Airport Company, we estimate that 2008 passenger throughput will be
around 140,570 based on the new service outline. This has been calculated
on the basis of an annual two-way seat capacity of 255,580, reflecting a
thrice daily service during the week and reduced frequencies at weekends,
operating at a 55% load factor.

Our Approach

In analysing the economic benefits of the service to the Tees Valley, we have
examined a number of issues:

»  the impact on users of the loss of the service, which provides a
guantified estimate of direct economic benefit;

> the loss of revenue to MME from the withdrawal of the service;

2>  the effect of the results of the CAA Quinquennial Review of charges at
Heathrow on the risk of service withdrawal;

2  the impact on available business focussed connectivity from MME from
the loss of the LHR service;
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>

the importance of the MME to LHR service in supporting regional and
sub-regional economic development strategy and the sensitivity of the
current economic base to the availability of air access.

Structure of this Report

1.7 The structure of this report largely follows the order of the issues set out
above:

,_).

in Section 2 we set out our analysis of the impact on user benefits of
the withdrawal of the MME to LHR service;

in Section 3 we describe the results from our assessment of the impact
of the airport’s revenues;

in Section 4 we consider the implications of the rise in the airport
charges cap at Heathrow for the MME to LHR service;

in Section 5 we present an analysis of the connectivity value of the
service and consequent loss from withdrawal of the service;

in Section 6 we consider the policy and employment context in which
the service is operating;

in Section 7 we outline our conclusions from the study.
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2

2.1

2.2

2.3

2.4

USER BENEFITS OF THE SERVICE

Introduction

In this Section we present the results of our assessment of the user benefits
accruing to passengers on the bmi service from MME to LHR. This approach
to considering the economic benefit of an air service is rooted in consumer
surplus theory and is widely used by the public sector, particularly the
Department for Transport, to assess, for instance, the relative merits of
different transport infrastructure projects. It was also recommended as a key
component of the economic appraisal process set out by the Department for
Regional Development Agencies seeking to operate air route development
funds in the UK.

The calculation includes two elements:

» an assessment of the impact on journey times using Department for
Transport values of time to establish a monetised equivalent;

»  an assessment of the impact on fare costs based on a range of sources
of information, including travel websites (primarily expedia and opodo),
CAA Departing Passenger Survey data and train company websites;

We have assessed these benefits at two passenger throughput levels, 2007,
taken from CAA statistics, and 2008 based on an assessment of the new
service standards recently put in place by bmi. The assessment is also
divided into a number of passenger segments. The primary segment of
interest in this assessment is passengers that originate in the Tees Valley
sub-region. This group is the largest group and their experience reflects the
direct economic cost or benefit of the service to the Tees Valley sub-region.
We discuss the methodology used in more detail below.

We have organised this discussion under the following main headings:

Methodology;

2007 Passenger Results;
Projected 2008 Passenger Results;
Factors Influencing Results.

¥y ¥ ¥ ¥
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2.5

Methodology

The broad structure of our approach to this assessment of user benefits is
set out in Figure 2.1. The analysis centres on establishing two scenarios for
passenger behaviour, one with the MME to LHR service operating and one
without the service operating where users are forced to use alternates, and
identifying the difference in cost to users using the different routings.

Figure 2.1:
Structure of the User Benefit Model

North East

TEES VALLEY

Elsewhere

Key
With Service
Routes
Without Service
Routes

ONWARD DESTINATIONS

Source: York Aviation LLP.

2.6 Associated with each of the possible options for passengers there is a

journey time and a fare. We set out the basis for the calculation of each
element below.
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2.7

2.8

2.9

Journey Times

The basic patterns of passenger behaviour have been identified using the
CAA Departing Passenger Survey results for the MME to LHR route for 2005.
This data has been used to identify:

»  surface origins and destinations of passengers both at the Durham
Tees Valley end of the route and at the London end;

»  the extent of interlining and the pattern of onward destinations for this
group of passengers;

»  the proportion of business and leisure travellers on the route for both
point to point and interline traffic;

»  the proportion of UK outbound, UK inbound and foreign travellers on the
route.

Using this information on passenger behaviour combined with information on
travel times drawn from the AA website, online air travel planners and train
timetables, we have identified the total journey time for passengers on each
potential routing, both with and without the existence of the MME to LHR
service. This is then multiplied by the number of passengers assumed to be
using each routing to produce a total journey time for users in our with and
without route scenarios. Subtracting the total with route journey time from
the total without route journey time identifies the time saved by the existence
of the MME to LHR route and consequently the time benefit to users. This
benefit is then monetised using Department for Transport values of time for
air travellers, which, at 2008, prices are as follows:

» UK Business Passengers - £62.31 per hour;

» UK Leisure Passengers - £10.43 per hour;

»  Foreign Business Passengers - £71.46 per hour;
»  Foreign Leisure Passengers - £10.43 per hour.
Fares

At the outset it should be recognised that the analysis of available fares is to
some degree subjective. Both airlines and train companies use highly
complex fare structures and as such the fare for undertaking any journey can
vary considerably from day to day. This issue notwithstanding, we have
sought to undertake an analysis of available fares drawing on a number of
sources:
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2.10

2.11

>  CAA Departing Passenger Survey — as part of the survey the CAA
collects some information on the fares paid by passengers on point to
point routes. This is particularly helpful in considering the relative prices
paid by business and leisure passengers on the Durham Tees Valley
and Newcastle routes to Heathrow;

> Air Travel Websites — we have used websites, particularly Expedia
and Opodo, to examine the relative fares for interline passengers
travelling via Amsterdam and Heathrow from Durham Tees Valley and
Newcastle. For business passengers, we have assumed that they
travel business class (or fully flexible economy if this is not available)
and book around three weeks in advance of their trip. For leisure
passengers, we have assumed that passengers will travel in economy
class and book around two months in advance. This information has
been used to develop composite average fares for short and long haul
and business and leisure travel for passengers travelling from either
MME or Newcastle via Heathrow or Amsterdam;

» National Rail Fares — these have been drawn from the national rail
website. Business passengers are assumed to purchase a first class
open ticket and leisure passengers a standard class open ticket.

This analysis enables the identification of a typical fare for each possible
routing in the with and without service scenarios. In each scenario, the
number of passengers using each routing is multiplied by the typical fare to
identify a total fare paid by users under the with and without service
scenarios. The difference between the two totals reflects the fare benefit to
users from the existence of the MME to LHR service.

Passenger Numbers

In undertaking this assessment we have sought to reflect the recent changes
that bmi have made to the service and to therefore more accurately reflect
the value of the service going forward. With this in mind we have examined
two scenarios:

»  the service with 2007 passenger throughput levels of 88,233;

»  the service with an estimated 2008 passenger throughput of 140,570
based on the new service outline.
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2007 Passenger Results

2.12 In 2007 the MME to LHR service carried 88,233 passengers. In Table 2.1
we show the economic cost to users if the service had been withdrawn and
they had been forced to travel via alternative routes. This, by definition, is
therefore also the economic benefit to users of the service.

2.13 The Table below demonstrates a number of key points:

,_).

across all passenger segments the withdrawal of the service would
have resulted in additional costs to users of around £2.3 million in 2007,

the great majority of these losses would be borne by residents of Tees
Valley. This group would have incurred around £1.5 million of
additional time and fare costs in 2007;

Tees Valley business wusers would have been particularly
disadvantaged as the result of the withdrawal of the service, facing
additional costs of around £1.4 million per annum. This loss is driven
particularly by additional time costs for users currently interlining over
Heathrow and by higher fare costs on point to point to travel, primarily
relating to the cost of train fares versus air fares;

Tees Valley leisure users losses of around £70,000 are limited by
patterns in interline fares where they actually improve their position.
This slightly perverse result stems from the relative air fares charged to
interliners using AMS or LHR via NCL. In the case of both alternates
the feeder service to the hub is operated by the dominant network
carrier at the hub and consequently pricing is more integrated and the
contribution to overall network economics is better reflected. Fares
from MME reflect that, while bmi does have a strong network from
Heathrow, passengers are often switching away from bmi or other Star
Alliance carriers and hence the cost is higher. Interestingly this impact
is less obvious for business class travel where the observed fares are
more mixed;

all other segments of the market experience a net loss of utility from the
withdrawal of the service apart from other users within the North East.
This reflects the strong proportion leisure interline travellers within this
group who benefit from the fare issue described above and the fact that
their surface origins are often in fact closer to their point of origin than
MME;

York Aviation LLP



Economic Assessment of the Heathrow Service

Table 2.1: User Costs from Withdrawal of MME to LHR Service — 2007 Passengers

Journey Time Cost Fare Cost Total Impact

Tees Valley Residents Point to Point Interline Total Point to Point Interline Total Point to Point Interline
Business -£185,503 -£322,320 -£507,823 -£822,248 -£90,136 -£912,384 -£1,007,751 -£412,456 -£1,420,207
Leisure -£51,773 -£10,910 -£62,683 -£484,269 £474,802 -£9,468 -£536,042 £463,892 -£72,150
Total -£237,276 -£333,230 -£570,506 -£1,306,517 £384,666 -£921,851 -£1,543,793 £51,436 -£1,492,358
Other North East Residents Point to Point Interline Point to Point Interline Point to Point Interline
Business £35,657 -£41,204 -£5,547 -£84,408 -£12,797 -£97,205 -£48,751 -£54,001 -£102,752
Leisure -£44 £19,849 £19,805 -£42,895 £226,621 £183,726 -£42,939 £246,470 £203,531
Total £35,614 -£21,356 £14,258 -£127,304 £213,825 £86,521 -£91,690 £192,469 £100,779
Other UK Residents Point to Paint Interline Point to Paint Interline Point to Point Interline
Business -£45,672 -£49,240 -£94,912 -£494,116 -£9,721 -£503,837 -£539,788 -£58,962 -£598,749
Leisure £131 -£3,578 -£3,447 -£291,339 £104,627 -£186,713 -£291,208 £101,049 -£190,159
Total -£45,541 -£52,818 -£98,359 -£785,455 £94,905 -£690,550 -£830,996 £42,087 -£788,908
Foreign Residents Point to Point Interline Point to Paint Interline Point to Point Interline
Business -£20,637 -£60,165 -£80,802 -£31,337 -£157,157 -£188,494 -£51,975 -£217,322 -£269,296
Leisure £1,474 -£25,581 -£24,107 -£49,854 £193,414 £143,561 -£48,380 £167,833 £119,454
Total -£19,164 -£85,746 -£104,909 -£81,191 £36,257 -£44,934 -£100,354 -£49,488 -£149,843

Point to Paint Interline Point to Paint Interline Point to Point Interline
Business -£216,155 -£472,929 -£689,085 -£1,432,109 -£269,811 -£1,701,920 -£1,648,264 -£742,740 -£2,391,005
Leisure -£50,212 -£20,220 -£70,432 -£868,357 £999,464 £131,106 -£918,569 £979,244 £60,675
Total -£266,367 -£493,149 -£759,516 -£2,300,466 £729,653 -£1,570,814 -£2,566,833 £236,504 -£2,330,330

Source: York Aviation.
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2.14

2.15

2.16

2.17

»  two other passenger groups that perhaps merit further mention are
Other UK Residents and Foreign Residents. The business travellers
within these groups are both worse off following the loss of the service,
by about £0.6 million and £0.3 million respectively. This indicates that it
will be more difficult for these groups to trade effectively with the Tees
Valley and, where relevant, service existing inward investment projects
in the area. Similarly, the impact on UK leisure visitors is also negative,
with travellers losing around £0.2 million from the loss of the service.
Again, this has a knock-on effect within the Tees Valley in that the
tourism industry will find it more difficult to access the lucrative London
and South East markets.

Projected 2008 Passengers

In Table 2.2 we present the same analysis for our projected 2008 passenger
throughput of 140,570.

The 2008 analysis is based on the same model structure and primary
assumptions as the 2007 model and consequently the pattern of impact is
very similar only greater, reflecting the considerably larger number of
passengers involved with the greatly expanded capacity on the service.

The total losses from the withdrawal of the service (and conversely the
benefits from its existence) are estimated at around £3.7 million in 2008.
Again the great majority of these losses would be borne by Tees Valley
originating passengers, around £2.4 million, with business passengers
particularly badly affected, facing additional costs of around £2.3 million.
Again Tees Valley leisure passengers are somewhat insulated by the pricing
structure of leisure fares, with losses of around £115,000.

As before inbound traffic should also be considered and at these higher
levels of passenger throughput UK Inbound and Foreign business
passengers’ losses increase to around £1.0 million and £0.4 million. As
before, there is also a loss to UK inbound leisure visitors (around £0.3
million) that will impact on the ability of the tourism industry in the Tees Valley
to access this market.

10
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Table 2.2: User Benefits from MME to LHR Service — 2008 Passengers

Journey Time Cost Fare Cost Total Impact

Tees Valley Residents Point to Point Interline Total Point to Point Interline Total Point to Point Interline
Business -£295,538 -£513,511 -£809,048 -£1,309,979 -£143,602 -£1,453,581 -£1,605,516 -£657,112 -£2,262,629
Leisure -£82,483 -£17,381 -£99,864 -£771,523 £756,439 -£15,084 -£854,006 £739,058 -£114,948
Total -£378,021 -£530,891 -£908,912 -£2,081,501 £612,837 -£1,468,664 -£2,459,522 £81,946 -£2,377,577
Other North East Residents Point to Point Interline Point to Point Interline Point to Point Interline
Business £56,808 -£65,645 -£8,837 -£134,477 -£20,387 -£154,864 -£77,669 -£86,032 -£163,701
Leisure -£70 £31,622 £31,552 -£68,339 £361,046 £292,707 -£68,409 £392,668 £324,259
Total £56,738 -£34,023 £22,715 -£202,816 £340,659 £137,843 -£146,077 £306,636 £160,558
Other UK Residents Point to Paint Interline Point to Paint Interline Point to Point Interline
Business -£72,763 -£78,448 -£151,211 -£787,210 -£15,487 -£802,697 -£859,973 -£93,936 -£953,908
Leisure £209 -£5,700 -£5,491 -£464,152 £166,688 -£297,465 -£463,943 £160,988 -£302,955
Total -£72,554 -£84,148 -£156,702 -£1,251,362 £151,200 -£1,100,162 -£1,323,916 £67,052 -£1,256,864
Foreign Residents Point to Point Interline Point to Paint Interline Point to Point Interline
Business -£32,879 -£95,852 -£128,731 -£49,926 -£250,378 -£300,303 -£82,804 -£346,230 -£429,034
Leisure £2,348 -£40,755 -£38,407 -£79,425 £308,141 £228,716 -£77,077 £267,387 £190,310
Total -£30,531 -£136,607 -£167,138 -£129,351 £57,764 -£71,587 -£159,882 -£78,843 -£238,725

Point to Paint Interline Point to Paint Interline Point to Point Interline
Business -£344,371 -£753,456 -£1,097,827 -£2,281,591 -£429,854 -£2,711,445 -£2,625,962 -£1,183,310 -£3,809,272
Leisure -£79,996 -£32,214 -£112,209 -£1,383,439 £1,592,314 £208,875 -£1,463,435 £1,560,100 £96,665
Total -£424,367 -£785,670 -£1,210,037 -£3,665,030 £1,162,460 -£2,502,570 -£4,089,397 £376,790 -£3,712,607

Source: York Aviation.

York Aviation LLP

11




Economic Assessment of the Heathrow Service

Factors Influencing the Results

2.18 In considering the above results, it is important to examine some of the
influences that will either limit or inflate the benefit or loss shown:

»

airline fare structures — the analysis involves identifying a notional
average fare for business and leisure travel for interline passengers on
short and long haul routes. This is done through examination of options
provided by global booking services against a set of criteria. In this
analysis the bmi service from MME suffers from the relatively limited
connecting opportunities offered through Star Alliance carriers at
Heathrow. Passengers often have to swap alliances or to connect with
non-aligned airlines to reach their destination. Compared to KLM via
AMS or BA from NCL via LHR, these fares can be higher particularly it
seems for short haul leisure travel,

business class travel — there is some effect here from the different
nature of business class services. Using the bmi service to LHR,
passengers will often end up connecting with BA long haul services
offering full flat-bed business class at the top end of the quality range
for such services. However, this compares to KLM's offering over AMS,
which although business class, does not offer fully flat beds or the same
level of service. This option is often commensurately cheaper. The
effect of this difference is limited by the fact that for many long haul
destinations passengers are assumed to choose BA from Newcastle.
However, there is an extent to which the levels of service being
compared are not like for like;

proximity of alternatives — the journey times impact from the loss of the
MME service is limited by the availability of alternative options. NCL is
only 38 miles® from MME for those wishing to travel by air and the
majority of centres within the Tees Valley have an easily accessible rail
station that is either on the East Coast mainline or has simple
connections to it. The alternative hub service offered by KLM at AMS
means that for many interline passengers there is no change in surface
access time and that some do in fact gain from the efficient connections
offered by the AMS hub.

2 It should however be noted that some parts of the Tees Valley, particularly for instance the
petrochemical cluster, are considerably further away from NCL.

12
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2.19 These factors perhaps emphasise the importance of considering the value of
the service to the Tees Valley economy is more than pure user benefit terms.
We focus on these wider benefits through our examination of the impact on
connectivity, the links to regional and sub-regional strategy and the sensitivity
of the employment base to the availability of air services later in this report.
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3.1

3.2

3.3

3.4

3.5

IMPACT ON AIRPORT REVENUE

Introduction

In this Section we consider the impact of the withdrawal of the service on
airport revenue. This analysis is based on:

» information on the airport’s revenues and costs taken from the Centre
for Regulated Industries (CRI) reports on the airport industry;

» 2007 traffic levels and alternate routings scenarios.
This analysis is organised under the following headings:

»  Historical Revenues and Costs;
%  Impact of the Withdrawal of the LHR service.

Historical Revenues and Costs

In Table 3.1 we set out the airport's revenue and cost performance taken
from CRI reports since 2001/02. This shows that while revenues per
passenger have in the main been increasing over the period, costs have also
been rising. This is an unusual pattern of growth in that we would expect unit
costs to be falling as passenger throughput increases. For this reason we
have focussed our attention on the impact on revenue, assuming that the
pattern in cost growth is largely exogenous at present from passenger
numbers.

Figure 3.1 shows the growth in per passenger revenue over time and the
results of a linear regression analysis on each element. For the purposes of
this analysis we have excluded information from 2003/04 which seems to be
an anomaly in terms of Traffic Revenue. This exclusion substantially
improves the overall model fit.

Based on this analysis, we have estimated the following per passenger
revenues for Durham Tees Valley Airport in 2007:

%  Traffic Revenue per passenger - £7.20;
»  Commercial Revenue per passenger - £5.67.

14

York Aviation LLP



Economic Assessment of the Heathrow Service

Table 3.1:
Profit and Loss Information for Durham Tees Valley Air

2001/02 2002/03 2003/04 2004/05 | 2005/06 2006/07
Passenger Numbers (000s)
Terminal 730 689 721 844 899 862
Passengers
Traffic £4,970 £4,410 £6,799 £5,982 £5,774 £6,439
Commercial £2,954 £2,944 £2,088 £3,670 £5,060 £4,521
Total £7,924 £7,354 £9,787 £9,652 £10,834 £10,960

Operational Expenditure (£000s

Staff Costs £4,010 £4,016 £4,243 £4,633 £5,124 £5,391
Other Costs £3,052 £3,069 £5,034 £5,059 £7,129 £6,342
Total £7,062 £7,085 £9,277 £9,692 £12,253 £11,733
EBITDA (£000s) £862 £269 £510 -£40 -£1,419 -£773

Per Passenger Analysis

Operating Income

Traffic £6.81 £6.40 £9.43 £7.09 £6.42 £7.47
Commercial £4.05 £4.27 £4.14 £4.35 £5.63 £5.24
Total £10.85 £10.67 £13.57 £11.44 £12.05 £12.71

Operational Expenditure

Staff Costs £5.49 £5.83 £5.88 £5.49 £5.70 £6.25
Other Costs £4.18 £4.45 £6.98 £5.99 £7.93 £7.36
Total £9.67 £10.28 £12.87 £11.48 £13.63 £13.61

Source: Centre for Regulated Industries.
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Figure 3.1:

Per Passenger Revenue at Durham Tees Valley Airport
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Source: Centre for Regulated Industries.

Impact of the Withdrawal of the LHR Service

3.6 The impact on the airport’s revenues from the withdrawal of the service in
this analysis equates to the number of passengers lost to the airport
multiplied by the per passenger revenues described above.

3.7 However, the number of passengers lost does not simply equate to the
number flying on the service. As we have described above, a number of
interlining passengers are expected to switch from the bmi LHR service to
the KLM AMS service. Hence, the revenue derived from these passengers
will not be lost.
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3.8

3.9

3.10

3.11

The number of passengers lost is therefore equal to the total number of
passengers in 2007, 88,233, minus the number switching to the KLM service,
estimated to be 26,065°. In total, therefore, the airport is estimated to lose
62,168 passengers.

The resulting loss of revenue at 2007 passenger levels would be around:

> £447,000 in traffic revenue;
> £352,000 in commercial revenue.

In total the loss in revenue to the airport is estimated at around £800,000.
Based on our predicted values for per passenger revenues, this would
represent around 8.5% of revenues in the 2007 calendar year.

Building on this analysis, we have estimated the impact in terms of airport
revenue from the expanded service for 2008. The higher throughput service
would see 140,570 passengers travelling on the route in 2008. If the route
were withdrawn, around 99,000 of these passengers would be lost from the
airport, accounting for total revenue of approximately £1.3 million.

® This assumes that sufficient capacity would be available or made available on the KLM service.
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4.1

4.2

4.3

4.4

EFFECT OF CHARGES INCREASES AT HEATHROW

Introduction

In this Section, we examine the potential impact of the recent decision by the
CAA to allow substantial increases in the price cap at Heathrow on the future
position of the MME to LHR service. Specifically, we analyse the likelihood
that bmi will seek to rebalance its slot resources at Heathrow towards longer
haul services to maximise revenue. It should be noted at the outset that this
is exercise is designed to demonstrate the issue at hand; it is not a detailed
viability assessment of the current route. The data available to us in
undertaking this exercise is limited and consequently a full viability
assessment would not be a sensible undertaking.

At the heart of this exercise is an analysis of two example routes to be
operated from Heathrow, one to MME and one to an alternate medium/long
haul destination, assumed for these purposes to be in the Middle East. We
have drawn data from a number of sources to inform this analysis, however,
primarily, we have used the financial information provided by UK based
airlines to the CAA as part of the regulatory process. This information
provides a consistent set of information regarding airline operations, costs
and revenues at the total airline level.

We have organised this discussion under the following main headings:

bmi’'s costs and revenues;
assumptions adopted;

route economics examples;

the effect of constrained capacity;
the price cap at Heathrow;
impact on costs and profitability.
changes in aviation duty;
conclusions.

¥y¥¥¥+¥ ¥+ v+

bmi’s Costs and Revenues

In Table 4.1: we set out the revenues and costs information provided by bmi
to the CAA for the year ending 31 December 2006. This shows that for 2006
bmi had:
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»  total operating revenues of £896.2 million;

%  total operating costs of £872.1 million;

»  an operating margin before tax and interest of £24.1 million or around

2.7%.
Table 4.1:
Profit and Loss Information for bmi in 2006
£000s \
Total Operating Revenue £896,177
Aircraft Fuel & Qil £166,754 19.1%
Rental of Flight Equipment £86,265 9.9%
Passenger embarkation fees £84,119 9.6%
Maintenance and Overhaul (Fixed) £75,849 8.7%
Landing and departure fees £56,550 6.5%
Station costs £52,092 6.0%
Flight Crew Salaries £49,042 5.6%
General and administrative £43,205 5.0%
En-route and other Navigation service
charges £42,121 4.8%
Handling charges and parking fees £38,412 4.4%
Advertising and promotion £25,172 2.9%
Cabin Crew Salaries £23,557 2.7%
Commission £20,680 2.4%
Reservations £18,061 2.1%
Depreciation of aircraft fleet (including
spares) £11,174 1.3%
Specific cargo costs £10,800 1.2%
Sales £10,409 1.2%
Cabin crew allowances and expenses £10,022 1.1%
Passenger Services (Variable) £9,980 1.1%
Passenger Services (Fixed) £9,192 1.1%
Maintenance and Overhaul (Variable) £7,177 0.8%
Depreciation of ground property and
equipment £6,160 0.7%
Flight Crew Allowances and Expenses £4,679 0.5%
Flight Equipment Insurance and Uninsured
Losses £4,353 0.5%
Flight Crew Training £3,857 0.4%
Passenger insurance £3,677 0.4%
Flight Crew Expenses other than above £3,509 0.4%
Amortisation of development and pre-
operating costs £775 0.1%
Flight crew training amortised £0 0.0%
Other operating costs -£5,577 -0.6%
Total Operating Costs £872,066
Operating Profit before Interest and Tax £24,111
Source: CAA Airline Statistics.
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4.5

4.6

4.7

4.8

This information highlights the importance within overall costs of a number of
key elements:

»  Fuel accounted for nearly 20% of bmi’s costs;
%  Passenger and Landing Fees accounted for nearly 16% of bmi’s costs.

The above profit and loss information provides the basis for our assessment
of the impact on route economics of the changes in the price cap at
Heathrow. We discuss in more detail below the assumptions drawn from this
information.

Assumptions Adopted

In examining the relative merits of operating a service to MME from LHR and
a service to a longer haul destination, we have made a number of
assumptions about the revenue and cost characteristics of each service.

Revenue Assumptions

In Table 4.2 we have set out the revenue per used seat kilometre for a
number of UK airlines including bmi.

Table 4.2:
Revenue per Used Seat Kilometre

Used Seat

Average Sector

Airline Revenue . Yield
Kilometres Length
bmi £896,177 9,546,056 £0.09 753
BA £7,609,755 112,345,359 £0.07 2,369
Virgin Atlantic £1,816,192 36,191,630 £0.05 7,343
Flybe £348,013 2,439,664 £0.14 472
Source: CAA Airline Statistics.

4.9

This analysis highlights a key point in relation to identifying appropriate
revenue assumptions for our example routes. It is clear that the average
revenue per used seat kilometre falls as the length of the sector to be served
rises. Flybe, which operates primarily domestic and short-haul European
routes, has an average yield per used seat kilometre of around £0.14 while
Virgin Atlantic, with an average sector length of over 7,000 km has a yield of
around £0.05.
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4.10

411

4.12

4.13

bmi currently has an average sector length of around 753 km reflecting its
mixture of domestic, short-haul and medium to long haul routes.
Consequently, it has an average vyield of around £0.09. However, in
examining our two example routes it is necessary to identify an average yield
that reflects the differences in the sector lengths involved. On this basis we
have assumed that:

» on LHR to MME bmi will achieve an average yield per used seat km
slightly above that of Flybe at £0.15;

» on our medium haul route to the Middle East we have assumed that bmi
will be able to achieve an average yield per used seat km akin to British
Airways at £0.07.

Cost Assumptions

The cost assumptions we have adopted are based on bmi's cost data as
defined above. In examining the costs of operating each of the routes we
have classified each of the costs under the following four headings:

»  Variable Direct Operating Costs;

%  Fixed Direct Operating Costs;

»  Variable Indirect Costs;

»  Fixed Indirect Costs.

Variable costs for each route have then been calculated on the basis of the
appropriate unit cost, such as passenger numbers, sector length, number of
available seats. Fixed costs have been allocated to each route on the basis
of the route being required to make a contribution in line with the relative
available seat kilometres (ASK) for the route.

We discuss each example in more detail below but broadly this process
results in a cost per ASK of:

%  £0.08 for the LHR to MME example route;
»  £0.04 for the LHR to the Middle East example route.
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Route Economics Examples

4.14 In Table 4.3 we set out the key details relating to our two example routes and
present the resulting financial performance. This demonstrates immediately
the dilemma facing bmi in relation to maximising its slot resources at
Heathrow. Longer haul routes are simply more revenue intensive and in the
main are more profitable.

Table 4.3:
Profit and Loss Analysis of Example Routes

LHR to MME LHR to Middle East
Aircraft A319 A330
Seats 144 244
Load Factor 55% 72%
Sector Length (Km) 344 5,000
Passengers 79 176
Used Seat Kilometres 27,245 878,400
Available Seat Kilometres 49,536 1,220,000
Direct Variable £2,346 £15,524
of which airport charges £1,121 £1,937
Direct Fixed £897 £22,104
Indirect Variable £207 £740
Indirect Fixed £645 £15,875
Revenue £4,087 £59,499
Operating Profit -£7 £5,256
% Margin -0.2% 9.7%

Source: York Aviation analysis of CAA data.

4.15 In this example the LHR to MME route is essentially just about breaking
even, compared to a profit of around £5,256 for a flight to the Middle East.
These results are of course influenced by the assumptions adopted.
However, statistics published by the Association of European Airlines (AEA)
confirm that this pattern is a reasonable reflection of the market as a whole.
Analysis of member data (which includes bmi) identified that the operating
margin (before interest) on short-haul flights within Europe was around -0.5%
compared to around 8.1% for long-haul flights®.

* Operating Economy of AEA Airlines 2007 — Association of European Airlines (December 2007)
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4.16

4.17

4.18

4.19

At first glance, the choice on this basis for an operator such as bmi would
seem to be simple. The airline should simply operate purely in long-haul
markets. However, there are further considerations that need to be factored
in to any decision.

Heathrow is bmi’'s main base and the airline operates a network model. In
other words, part of the function of a service such as the LHR to MME
service is to bring passengers to the airline hub to allow them to access other
services offered by the airline. This allows the airline to concentrate demand
on a single point and make its service not only commercially viable but more
profitable. As we have already seen from our earlier analysis, around 50% of
travellers on the LHR to MME service are currently travelling to destinations
beyond Heathrow and consequently are providing further revenue to the
airline.

This contribution to the network needs to be considered as well. For the
sake of argument, we have assumed that the 50% interline percentage
remains valid within this example and consequently there are 40 passengers
from the service described in Table 4.3 making a further revenue
contribution. However, only a limited number of these are actually making a
further direct revenue contribution to bmi. Based on analysis of the 2005
CAA Passenger Survey, it can seen that by far the largest number of
passengers on the MME to LHR flight are connecting on to British Airways
flights (around 21% of interliners). Only around 3% were connecting on to
other bmi flights, although around 32% were connecting on to other Star
Alliance carriers. For the purposes of this exercise, we have assumed that
bmi will benefit from around 20% of interline passengers travelling on the
MME to LHR service, reflecting its improved range of connections at
Heathrow in recent times.

These passengers will be distributed across a wide range of routes broadly
reflecting the bmi’'s international network and consequently we have
assumed that the average sector length and yield described in for bmi in
Table 4.2 is applicable. This means that the MME to LHR service makes an
additional network revenue contribution of around £1,271.
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4.20 While this additional network revenue contribution helps to explain why

4.21

4.22

4.23

network airlines such as bmi continue to operate domestic and short-haul
‘feeder’ services in to their main hubs, it also demonstrates that, even with
the additional revenue contribution, a service similar to the MME to LHR
simply does not generate the same margins as longer haul services, while at
the same time still using the same slot resource. It is at this point that the
capacity position at Heathrow becomes an important consideration.

The Effect of Constrained Capacity

At many hub airports around the world domestic and short-haul services
happily co-exist with long-haul networks and in fact are considered an
essential of based airlines operations, giving them the ability to concentrate
demand, as described above, making long-haul routes that would not be
viable on the basis of point to point demand possible and increasing
profitability on denser routes. At these airports the capacity situation in terms
of departure slots is such that the choice does not need to be made between
operating one service and another. There is sufficient capacity that airlines
are able to effectively operate the network model and allow both types of
service to make their contribution.

The situation at Heathrow is quite different. The airport has effectively been
‘full’ for some time and consequently decisions regarding which services to
operate have to be made on an ‘either/or’ rather than an ‘and’ basis. This
tends to lead to airlines considering route profitability more on a point to point
and revenue maximisation basis. In these circumstances, the revenue
intensity of long-haul services, combined with the overall strength of the
London market and the consequent ability to fill aircraft on a point to point
basis, as shown in Table 4.3, is highly attractive.

This effect of capacity constraints on airline behaviour at Heathrow is well
recognised. Inrecent years there has been a substantial decline in the range
of domestic and short-haul services offered at Heathrow and, indeed, a
decline in the total number of destinations on offer, as airlines have sort to
maximise revenue from their Heathrow slots.
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4.24

4.25

4.26

4.27

This dynamic is an ongoing threat to the MME to LHR route and as capacity
continues to tighten at Heathrow and bmi seeks to maximise the
opportunities offered by open skies and their acquisition of Bmed, the
incentives to switch slot capacity at Heathrow towards more revenue
intensive services will grow. This is regardless of the effect of the change in
the price cap at Heathrow recently announced by the CAA, which we discuss
in more detail below.

The Price Cap at Heathrow

Heathrow is one of three airports in the UK designated for price regulation by
the CAA®. These airports are considered to have sufficient market power
that regulation is required to prevent abuse of their monopoly position by the
airport operators. As part of this process, the CAA sets a charging cap for
Heathrow that identifies the amount that BAA, the airport operator, is allowed
to recover from airlines through airport charges. A cap is set for each year
within a five year forward period (a quinquennium).

In early March the CAA published its decision regarding the price cap at
Heathrow for the forthcoming quinquennium. This announced a substantial
rise in the allowable charge for 2008/09 over 2007/08 of around 23.5%,
followed by further rises of 7.5% above RPI for each of the subsequent
years. The resulting airport charge cap at Heathrow is shown in Table 4.4.

This change is set to put further pressure on the domestic and short-haul
network due to the disproportionate effect that this increase will have on the
relative operating costs of short-haul and long-haul routes. For domestic and
short-haul routes, airport charges represent a higher proportion of variable
operating cost and consequently the impact on these services already narrow
margins will be higher. We demonstrate this effect via our route examples
below.

® The others are Gatwick and Stansted. Manchester has recently been de-designated.
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Table 4.4:
Regulated Airport Charge Cap at Heathrow

Airport Charge Cap

Growth since previous year
Per passenger

2007/08 (Actual adjusted)

2008/09 £12.80 23.6%

2009/2010 £13.74 7.5%

2010/2011 £14.75 7.5%

2011/2012 £15.83 7.5%

2012/2013 £16.99 7.5%

4.28 However, before providing an example of this effect there is a further issue to

4.29

4.30

be considered in relation to the rise in the charge cap. The CAA is only able
to dictate the overall level of the cap. It cannot control the structure of
charges within this cap and, as a consequence, BAA can, to an extent,
manipulate the structure of its charges to encourage or discourage particular
types of services, while still complying with the regulatory cap.

For BAA a key driver of its financial performance is its ability to maximise
auxiliary revenues from areas such as retail or catering. Central to achieving
this is maximising passenger throughput at the airport. It is, therefore, in the
interests of BAA to encourage larger aircraft to operate from the airport at the
expense of smaller aircraft, considering that it has extremely limited
opportunities to grow the number of aircraft movements.

The existing charging structure at Heathrow reflects these incentives. In
Table 4.5 we set out an analysis of the effective per passenger charge that
would apply at Heathrow for three different aircraft types. We have included
an Embraer RJ145 and an Airbus A319 operating domestic services
(domestic services attract a lower per passenger charge). These two aircraft
types have been used recently on the MME to LHR route. We have also
included an Airbus A330, the main type of aircraft used by bmi for medium
and long haul services.
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4.31 This analysis demonstrates this effect quite clearly. The smallest aircraft, the
RJ145, results in, by some margin, the highest per passenger airport charge,
despite the fact that operating a domestic service reduces it's per passenger
charge rate. With the A319 operating a domestic service, it's per passenger
airport charge liability is slightly below the charge for an A330 operating an
international route. However, this is quickly reversed if both aircraft are
assumed to operate international routes. The A319’s per passenger airport
charges rise to around £10.42, significantly above the £8.68 for the A330
passengers.

4.32 The differential comes from the unusual structure of the landing fee at
Heathrow. Essentially, the landing fee is largely fixed whatever the aircraft
type. Only if an aircraft is exceptionally quiet (and usually small) does it gain
any reduction in landing fee or conversely if an aircraft is exceptionally noisy
does it incur a higher landing fee. Therefore, it is possible to spread the
landing fee cost across a much larger number of passengers with a larger
aircraft. More normal practice by airport operators is to charge landing fees
on the basis of the maximum take-off weight of the aeroplane. Thereby
making larger aircraft pay more.

Table 4.5:
Example per Passenger Airport Charges at Heathrow
2007/08 Charges

RJ145 A319 A330
Noise Chapter 3- 3 3
Relevant Landing Charge £461.25 £512.50 £512.50
Seats 49 144 244
Load Factor 55% 55% 72%
Minimum departing charge £155.25 £155.25 £155.25
Departing Pax Charge £8.31 £8.31 £14.21
Departing Pax Charge Total £223.95 £658.15 £2,496.41
Nox 2.1 10.8 36.1
Nox per kilo £1.10 £1.10 £1.10
Nox charge £2.31 £11.88 £39.71
Total Charges per rotation £687.51 £1,182.53 £3,048.62
Per pax £12.76 £7.47 £8.68

Source: York Aviation analysis of BAA Heathrow charges.
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4.33 In considering the rise in the regulated charges cap there are two things that
must be assumed. Firstly, that BAA will seek to recover the full extent of the
increase from airlines and charge up to the cap. All indications from BAA are
that this will happen. Second, it must be assumed that BAA will continue to
structure its charges to favour larger aircraft. In these circumstances it may
be that operations involving smaller aircraft, such as the LHR to MME
service, will experience increases in airport charges greater than those set
out in the CAA review.

Impact on Costs and Profitability

4.34 In Table 4.6 we have used our route economics examples originally set out
in Table 4.3 to illustrate the differential effect of charges increases at
Heathrow on the profitability of these routes. For the purposes of this
exercise we have assumed that airport charges are increased at Heathrow in
such a way as to produce a 23.5% increase across all service types. As we
have described above, this is perhaps unrealistic, with BAA likely to favour
larger aircraft with its charging structure, but this assumption is adequate to
explain the differential impact in this case. It should also be noted that the
airport charges levels in these examples reflect those across the bmi network
and not specifically those at LHR.

Table 4.6:
Profit and Loss Analysis of Example Routes
LHR to MME \ LHR to Middle East
Aircraft A319 A330
Seats 144 244
Load Factor 55% 2%
Sector Length (Km) 344 5,000
Passengers 79 176
Used Seat Kilometres 27,245 878,400
Available Seat Kilometres 49,536 1,220,000
Costs £4,358 \ £54,698
Direct Variable £2,609 £15,979
of which airport charges £1,384 £2,392
Direct Fixed £897 £22,104
Indirect Variable £207 £740
Indirect Fixed £645 £15,875
Revenue £4,087 \ £59,499
Operating Profit -£271 £4,801
% Margin -6.2% 8.8%
Source: York Aviation analysis of CAA data.
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4.35 The difference in impact on route performance is quite clear. The rise in
airport charges results in a 6.4% increase in total operating cost for the LHR
to MME service compared to only 0.8% for the LHR to Middle East service.
This results in a corresponding fall in operating margins of 6.0% and 0.9%
respectively.

4.36 In other words the rise in charges has a substantially greater impact on
operating margins for the shorter haul service. When this is combined with
the already substantial incentive on operators at Heathrow to switch slot
resources to longer haul services, the result of the large rise in the regulatory
cap is a considerable increase in the risk that the MME to LHR service will be
withdrawn in favour of an alternate more revenue intensive use for the slots.

Changes in Aviation Duty

4.37 A further factor that should not be ignored in considering the extent of the
threat to the MME to LHR services is the proposed changes to aviation duty
that are currently being consulted on by HM Treasury.

4.38 The details of the proposed changes are set out in HM Treasury’s Aviation
Duty: A Consultation published in January 2008. Perhaps the key part of
element of these proposals from the perspective of this discussion is the
proposal to move the basis for charging from a per passenger duty to a per
aircraft duty. The intention being that this will better reflect the environmental
impact of an individual flight. However, this approach will penalise freight
operations, which have previously not been subject to air passenger duty
(APD), and passenger operations with lower load factors, as operators will
have to pay the same amount regardless of the number of passengers
uplifted.
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4.39

4.40

441

At present little is known about the rates of duty that are likely to apply
beyond a statement that “Decisions on rates of duty will not be made until
after consultation, and depend upon other design options. However, to give
an idea of the magnitude of rates given the Government’s objective to raise a
specified amount of revenue the average tax liability for a flight will be of the
same order of magnitude under the new duty as it is currently for APD”.
Consequently, it is probably not helpful to attempt to calculate a monetary
effect at this stage. However, services to hubs, such as the MME to LHR,
are likely to come in to the category of services with relatively low load
factors. For instance, our assumed load factor of 55% is substantially below
what a low fares airline would be seeking to achieve using a similar aircraft.
Commonly, these airlines would be looking to achieve load factors well in
excess of 75%. Consequently, airlines operating services with low load
factors are going to have to bear additional cost or pass this on to consumers
and accept a loss in revenue from the fall in demand.

The effect on a long-haul service out of LHR is, however, likely to be less
extreme. Load factors are likely to be higher and more akin to an ‘average’
for the aircraft type and consequently the comparative impact is likely to be
lower. This again has the potential to make airlines focus more on these
higher load factor services.

Conclusions

At present, there are a number of pressures on airlines operating at
Heathrow that have direct relevance to the future of the MME to LHR service.
As capacity has become increasingly constrained at Heathrow, there has
been a general move amongst airline users to concentrate on high density,
long haul routes at the expense of domestic and short-haul services. The
recent announcement regarding the regulatory price cap at Heathrow will
further increase the pressure on shorter-haul services, having, as it will, a
greater impact on the operating costs of these services than on long-haul
operations. Overall, it must be concluded that this rise in the price cap has
put the MME to LHR service at even greater risk.
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5.1

5.2

5.3

5.4

IMPACT ON CONNECTIVITY

Introduction

In this Section, we examine the benefit that the MME to LHR service provides
in terms of the potential onward connections that it offers for business
passengers.

The importance of air service connectivity in facilitating economic activity in
the wider economy is well documented:

%  fast, reliable and frequent air service connections to and from a region
are an important factor in the decision making process for inward
investors;

»  the ability to access global markets is a key driver of export success for
indigenous companies;

» access to suppliers and partners and exposure to competition from
around the world is a major driver of productivity and innovation;

% air service access and a successful international airport are key factors
in combating actual or perceived peripherality.

In this context the important factor in considering the benefit offered by an
airport or an air service is the extent to which it provides ‘useful’ connectivity
to global markets. In other words does it provide access to the right places at
good frequency levels?

Value Connectivity Index

In seeking to examine this issue in a structured way, York Aviation has
developed a methodology that provides an indicator of the overall business
focussed connectivity offered by an airport. This approach combines an
analysis of an airport’s route network in terms of destinations and frequencies
with an assessment of the usefulness of each destination for the business
traveller based on research undertaken by the Globalisation and World Cities
Network (GaWC) at Loughborough University. An early version of this
methodology was used in the Eddington Report to examine the
‘connectedness’ of a range of European cities.
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5.5 The GaWC research considered the location decisions of 74 advanced
service firms in around 122 cities across the world. Based on this analysis,
the research produced a categorisation of these cities which can be seen as
a proxy for their usefulness as business destinations. The results of this
work are summarised in Table 5.1.

Table 5.1;

Globalisation and World Cities Network
Inventory of World Cities

Alpha World Cities
London, Paris, New York, Tokyo, Chicago, Frankfurt, Hong Kong, Los Angeles, Milan,
Singapore

Beta World Cities

San Francisco, Sydney, Toronto, Zurich, Brussels, Madrid, Mexico City, Sao Paulo, Moscow,
Seoul

Amsterdam, Boston, Caracas, Dallas, Disseldorf, Geneva, Houston, Jakarta, Johannesburg,
Melbourne, Osaka, Prague, Taipei, Washington, Bangkok, Beijing, Montreal, Rome, Stockholm,
Warsaw, Atlanta, Barcelona, Berlin, Buenos Aires, Budapest, Copenhagen, Hamburg, Istanbul,
Kuala Lumpur, Manila, Minneapolis, Munich, Shanghai
Evidence of World City Formation
Relatively Strong Evidence
Athens, Auckland, Dublin, Helsinki, Luxembourg, Lyon, Mumbai, New Delhi, Philadelphia, Rio
de Janeiro, Tel Aviv, Vienna
Some Evidence
Abu Dhabi, Almaty, Birmingham, Bogota, Bratislava, Brisbane, Bucharest, Cairo, Cleveland,
Cologne, Detroit, Dubai, Ho Chi Minh City, Kiev, Lima, Lisbon, Manchester, Montevideo, Oslo,
Rotterdam, Riyadh, Seattle, Stuttgart, The Hague, Vancouver
Minimal Evidence
Adelaide, Antwerp, Arhus, Baltimore, Bangalore, Bologna, Brazilia, Calgary, Cape Town,
Colombo, Columbus, Dresden, Edinburgh, Genoa, Glasgow, Gothenburg, Guangzhou, Hanoi,
Kansas City, Leeds, Lille, Marseille, Richmond, St Petersburg, Tashkent, Tehran, Turin, Utrecht,
Wellington

Source: ‘Introducing GaWC: Researching World City Network Formation’ by

P.J. Taylor, D.R.F Walker and J.V. Beaverstock.
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5.6

5.7

5.8

Based on this ranking, each city within the analysis is scored between 1 and
10 (any destination outside of this group is assumed to score 0). A weighting
is then applied to the destination score depending on the frequency of the
service to that destination. This weighting is designed to reflect the initial
importance of basic connectivity, with the first few frequencies scoring highly,
but to gradually reflect that above a certain level additional frequencies add
little in terms of connectivity. It should be noted that this index on its own has
no meaning. It is purely a comparative tool, enabling comparison between
different airports or between different points in time. A fuller explanation of
the methodology for calculating the index is included in Appendix A.

Below, we have examined this value connectivity index for a number of
airports to assist in articulating the importance of the MME to LHR service to
the Tees Valley sub-region.

Connectivity Results for Key Airports

In Figure 5.1 we outline the results of our value connectivity analysis for a
number of key airports:

%  Durham Tees Valley — we have included MME to provide an indication
of the scale of connectivity offered by the other airports in the analysis
and to show the point to point connectivity on offer;

»  Heathrow — this examines the potential extent of connectivity available
through the hub at Heathrow from connections from the MME service;

>  Amsterdam - this provides a view of the connectivity offered by the
alternate hub connection available from MME;

>  Gatwick — this gives an idea of the difference between Heathrow and
the other London airports and their ability to act as hubs for business
connections;

> Newcastle and Manchester — these have been included as the two
nearest major regional airports to the Tees Valley;

> Paris CDG and Frankfurt — these have been included to provide a
comparison with Europe’s other major hub airports.
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5.9

5.10

5.11

This analysis amply demonstrates the importance of initially MME’s
connections to the European hub airports at LHR and AMS and more
specifically the value of the connection to Heathrow as Europe’s best
connected hub.

MME on a point to point basis achieves a relatively low value connectivity
score, reflecting the largely leisure orientated nature of its route network and
its relatively small size. In truth a large proportion of the airport’'s score is
driven by the connection to London, which is, of course, a major business
destination in its own right. However, the airport’'s hub services provide
access to two of the best connected airports in Europe.

Heathrow remains the pre-eminent hub airport in Europe on this measure,
driven particularly by its connections to high value destinations in North
America and Asia, despite the recent contraction of its short-haul network.
Amsterdam is the least well connected of the four main European hub
airports but still offers a good level of onward connectivity.

Figure 5.1:

Value of Connectivity at Selected European Airports
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Source: York Aviation.
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5.12 Manchester and Newcastle, the two nearest major regional airports to the
Tees Valley, do not offer any where close to the connectivity of the major
European hubs and consequently it must be assumed that they do not in
reality represent a surface access alternative to access to a major hub.
Furthermore, the performance of Gatwick demonstrates the importance of
connections to Heathrow not just any of the London airports. Gatwick simply
does not offer any where near the business focused connectivity of Heathrow
and consequently can not act as an effective substitute.

5.13 Overall, it seems clear that, along with the connection to Amsterdam, the
MME to LHR service is an essential tool for the international business
traveller in the Tees Valley region. It offers access to the best connected hub
airport in Europe, with connections to a wide range of business destinations.

The Impact of the Loss of the Heathrow Service

5.14 The existence of two hub connections from the airport makes assessing the
loss of connectivity from the withdrawal of the MME to LHR service more
complex. From the users perspective, others things being equal, it is the final
destination that is of interest not the hub airport that is used. Therefore, a
business traveller wanting to fly to, for instance, Singapore does not
distinguish between a routing over Heathrow and one over Amsterdam. On
this basis, the additional value of the Heathrow service is the connectivity it
provides to destinations not served from Amsterdam or the value of the
additional frequencies it provides to common destinations.

5.15 In Figure 5.2 we have set out the results of an analysis that seeks to address
this additionality point. The left column shows the value connectivity result
for a combined Heathrow and Amsterdam, where the destinations and
frequencies from each are treated as a single airport. The right hand column
shows the value connectivity for Amsterdam on its own (as shown in Figure
5.1 above). The difference between the two is the value of additional of the
connectivity from Heathrow stemming from additional destinations served
and the extra frequencies on common destinations.

5.16 This analysis suggests that in terms of our value connectivity index, if MME
has connections to both Heathrow and Amsterdam, the business related
connectivity on offer via these hubs will be around 35% higher than if only the
Amsterdam connection were operating.
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Value of Connectivity for a Combined LHR/AMS
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Source: York Aviation.

5.17

In Figure 5.3 we examine in more detail where this connectivity would be lost
if the Heathrow service were withdrawn. The losses are at their greatest on
long-haul routes, reflecting Heathrow’s particular strengths in these areas.
Direct links to Australasia would be lost, while connectivity to key economic
growth poles such as the Middle East (45%), Asia (27%) and North America
(31%) would decline significantly.
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Figure 5.3:
Percentage Loss of Connectivity by World Area
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5.18 It is difficult to be predict the results of this lost connectivity but the loss of
connectivity to the Middle East is perhaps particularly significant considering
the concentration of chemical industries within the Tees Valley.

Conclusion

5.19 MME'’s basic connectivity is commensurate with a small regional airport in the
UK. However, through its two hub connections, it offers excellent one-stop
connectivity to the full range of global business destinations. The Heathrow
service is central to this offer, providing as it does access to the best
European hub in terms of business related connectivity. With the Heathrow
service in place, MME offers 35% more one stop connectivity on this
measure than a situation in which the service is not operating.
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6

6.1

6.2

6.3

6.4

SUPPORTING STRATEGY AND KEY SECTORS

Introduction

In this Section, we examine the wider benefits of the MME to LHR service in
terms of the role that the service plays in supporting the strategic goals of
regional and sub-regional stakeholders. This consideration of the policy
context for the service is combined with an analysis of the extent to which the
current economic base within the Tees Valley is set up to take advantage of
air services through an examination of the presence of ‘air intensive’ sectors
in the area.

We have organised this discussion under the following main headings:

%>  Policy Context;
%  Defining Air Intensive Sectors;
>  Air Intensive Sectors in the Tees Valley.

Policy Context

In Figure 6.1 we have set out an analysis of the two key strategy documents
that define the future direction and challenges for the Tees Valley:

»  the regional economic strategy, Leading the Way, produced by the
Regional Development Agency One NorthEast;

»  the extension of the City Region Development Plan, Tees Valley City
Region 2006 — A Business Case for Delivery, produced by the Tees
Valley Joint Strategy Unit.

This analysis draws together statements from these documents that focus
on:

» aspirations — the ultimate vision for the Tees Valley and the North East
emphasises the importance of closing the gap between the Tees Valley
and the UK and EU average and, more broadly, the importance of the
region as a whole being an active part of the global economy. The
Heathrow service is clearly a key tool in the Tees Valley’s ability to
enter world markets;
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ASPIRATIONS

RES Vision

“The North East will be a region where present and
future generations have a high quality of life. It will be
a vibrant, self reliant, ambitious and outward looking
region featuring a dynamic economy, a healthy
environment and a distinctive culture. Everyone will
have the opportunity to realise their full potential”
RES Page 5.

Tees Valley City Region Business Case

GDP in the Tees Valley in 2003 was 89% of the
EU25.... The economic challenge is to grow the Tees
Valley economy faster than the UK economy to narrow
the gap in GVA.

Business Case — Page 10.

RES — Transport Priorities

1) “Meeting economic challenges through effective
use of transport investment

2) Increasing intra-regional connectivity for
economic growth

3) Utilising our national and international links to
drive up productivity”

RES — Page 125.

RES — Business Challenges

Low business stock compared to population

Productivity levels are below UK average in most sectors
Globalisation bringing increased competition

RES — Page 39.

@ES — Three Pillars for \

Development

Enterprise

Business Solutions including
“increasing exports and
attracting and embedding
companies within the region’s
economy”

Preparing for Structural Change

QFS — Paqe 39.

/RES — New Ways of
Working
“People living and

must become
increasingly
aspirational and
outward-looking.”

kRFS — Pane 39.

~

working in the region

.

/RES — Place Priorities
Enhancing the region’s transport and ICT connectivity
- “improving connectivity between our urban cores and
international and national destinations to ensure North East
England attracts and retains businesses through ease of
access to markets
- establishing improved links to European and global
economic centres, primarily through air services™

kRES — Page 124.

~

y

Figure 6.1

The Importance of Air Access to Economic Development Strategy

/Tees Valley City Region Business Case \
Economic Challenge 2 is therefore:
1) to continue the rise in employment in the
Tees Valley
2) to encourage manufacturing to innovate
and improve its productivity
3) to develop the service sector particularly

Tees Valley City Region Business Case

Our forward strategy is to build on our economic strengths.

These are:

- Developing further our world-class chemicals industry
and research base...

- Realising the potential of Durham Tees Valley Airport
as an economic driver...

- Related to the port and airport developing the Tees
Valley as a logistics hub....

- Developing a new cluster around the University of
Teesside’s world class reputation in digital/multi-media
and the University of Durham’s research activities at

financial and business services

KBusiness Case — Page 11. /

Durham City, NetPark and Stockton

stiness Case — Page 11. j

Kl'ees Valley City Region Business Case

bioscience and renewable energy.
kBusiness Case — Page 19.

Previous studies have also identified other key industry
groups which, though not yet major clusters, have
potential for development in the City Region. These
include digital, technology and media industries (6,500
employees) and tourism related industries (almost
27,000 employees). Other smaller industries which may
develop in the future include links to civil engineering,

\ ﬂees Valley City Region \

Business Case

Tourism is worth around
£340 million to the Tees
Valley....Tourism spending
supported around 5,388 full
time equivalent jobs in the
Tees Valley... Tourism
respresents a growing sector
in the Tees Valley economy.

/ Qusiness Case — Page 37. j

ﬂees Valley City Region Businessx

Case

The automotive, chemicals and
pharmaceuticals industry
contributes 70% of the exports of
the North East and the chemicals
industry is the most productive in
the UK with a productivity index of
187 against the UK average of
100.

Qusiness Case — Page 11. /

/Tees Valley City Region Business Case \

The petrochemical cluster at Wilton, Billingham and Seal
Sands is the largest integrated chemicals complex in the
UK in terms of manufacturing capacity and the second
largest in Europe. It contributes £3.5 billion to the UK
economy and 70,000 jobs in the UK depend on it. The last
3 years has seen £700 million of investment in the industry
in the Tees Valley including a £200 million investment by
Huntsman to construct the world’s largest polyethylene
plant. It is also backed up by the Wilton Centre, which is
the largest non-military private sector research centre in
Western Europe and a world class engineering design
and plant maintenance industry employing 5,000 people

throughout the Tees Valley.
\Business Case — Paae 6. /

Tees Valley City Region Business Case

There are five fundamental reasons why Durham Tees

Valley Airport is strategically important to the

development of the Tees Valley economy. They are:
The airport itself is a major economic driver for the
City Region. The Airports White Paper shows that
for every 1 million passengers a further 500 jobs at
the airport are generated;
The airport itself can be an attractive location for
businesses which require to be located at or in close
proximity to the airport;
The catalytic impact in investment decisions by
businesses in, or contemplating investment into the
region...
The impact on business competitiveness of existing
businesses by the travel time saving for business-
related passengers and air freight being able to use
a more convenient airport. The Tees Valley contains
global industries in chemicals, steel and
engineering/architectural designs which require
frequent reliable services to major hubs such as
Heathrow and Amsterdam.....
The impact of the tourism sector in the Tees Valley
and the surrounding areas from the improvement in
access to in-bound international visitors.

Business Case — Page 11.

Tees Valley City Region Business Case

Durham Tees Valley Airport — with its links to Heathrow
and Amsterdam, which are vital to support our world-class
chemicals industry made up of major multi-national
companies

Business Case — Page 8.

“Air services are crucial in attracting and retaining
businesses within the region. Effective air links can
raise levels of firms’ productivity through reducing
time taken to travel. .......

The region has a relatively poor network of direct
daily air services, reflected in the fact that some 29%
passengers travel out of the region to make onward
connections. Business travellers in particular are
heavily dependent upon South East hub connections,
yet these services have decreased by 11% since
1999. It is vital that we retain our existing London hub
services from both Newcastle International and
Durham Tees Valley airports, while expanding the
existing services to other European centres.

Like the ports, the airports themselves make a
significant direct contribution to the economy.
Planned developments, set out in their respective
master plans, set out how the region will gain
maximum benefit from the airport businesses and
their private sector development partners.”

RES — Paae 126.
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focus on trade and external links — Leading the Way further
emphasises the importance for the regional economy of trade and
interaction with the global economy. For instance, it includes priorities
around increasing exports and inward investment and improving
national and international connectivity. For the Tees Valley, the
availability of connections directly to the sub-region, not via alternates
such as Newcastle, is central to visibility and status in terms of the
area’s inward investment product. It is also important in ensuring that
companies based in the sub-region are not disadvantaged in terms of
their ability to develop export markets;

sub regional focus on Kkey existing assets and defined
opportunities — there is a focus within the Business Case on driving up
productivity and innovation. It mentions specifically the need to develop
the finance and business services sector, which, as we show below, is
a heavy user of air services. MME’s role as an economic driver is also
highlighted and the Heathrow service must be considered one of the
most important of the airport’s assets. A number of the sub-region’s
economic strengths are considered to be ‘world-class’, recognising both
their success but also their reliance on global access;

building on strong, outward looking sectors — the Business Case
includes a strong focus on building on the sub-regions sectoral
strengths as a basis for future success, particularly the petrochemical
cluster. It also notes the importance of these sectors in the Tees
Valley’'s and North East's export performance. Again, the role of
international connectivity in supporting these sectors and their activities
is clear. The Business Case also highlights the importance of a number
of emerging sectors, including digital, technology and media industries
and tourism. The link to tourism is simple to articulate. Higher
penetration of international markets is central to increasing added-value
in the sector. Heathrow is the UK’s most important air gateway for
foreign visitors and, consequently, a direct link to this gateway is an
important selling point for the sub-region’s tourism offer, particularly for
long-haul visitors. The other emerging sectors are in the main
knowledge intensive sectors that are generally more outward looking,
with a need for global access;
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6.5

6.6

6.7

» importance of air access — from a general perspective, the Regional
Economic Strategy recognises the role of air services and also
emphasises that the North East has a relatively poor network of direct
services and the consequent importance of the region’s connections to
Heathrow. At the Tees Valley level, the Business Case emphasises
both the general importance of MME as a strategic asset and also the
specific role that the Heathrow service (and Amsterdam service) has to
play in supporting the multi-national companies in the chemical cluster.

Overall, it seems clear that if the Tees Valley is to achieve its aspirations it
needs to maximise its economic strengths. The Heathrow service is
important in providing access to London and also to global markets through
its hub role. As such, it is a key accessibility asset for the Tees Valley and is
of central importance to the sub-region achieving its goals.

Defining Air Intensive Sectors

As we have described above, there is a strong focus on world class sectors
within the Tees Valley strategy for future development. Below, we have
analysed the Tees Valley economic base to examine the presence of heavy
users of air services in the sub-region. This provides an indicator of the
extent to which the Tees Valley economic base is reliant on air services.

In 1999, as part of their research into the economic contribution of air
transport to the UK economy, Oxford Economic Forecasting identified a
group of ‘air intensive’ sectors based on analysis of the UK input-output
tables. This included sectors that either spent a significant proportion of their
total transport budget on air services (over 20%) or had a high expenditure
per head of employment on air transport (in excess of £500). These sectors
were identified as those that are therefore particularly likely to be influenced
in their growth prospects and location decisions by the presence of air
services. In Table 6.1 we set out a refreshed list of air intensive sectors.
These have been identified using the 2004 UK Input/Output tables and on the
basis of similar criteria to those used by Oxford Economic Forecasting in their
1999 report. The list includes sectors which either spend more than 20% of
their total transport budget on air travel or where spend per employee on air
transport is in excess of £1,000°.

® This has been increased from the original £500 per head used by OEF in 1999 to reflect inflation
and changes in the market since the 1996 Input Output tables.
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Table 6.1:
Air Intensive Sectors of the UK Economy in 2004
% of Spend per ‘ % of Spend per
Sector Transport Sector Transport
Spend employee Spend employee
Air transport 92.5% £7,668.59 Research & 32.8% £131.62
development
Banking & finance 68.4% £1,305.50 Ancillary transport 32.6% £1,172.69
services
Market research,
management 67.2% £327.18 Other service activities 31.9% £138.71
consultancy, etc.
Membership 65.3% £121.70 Telecommunications 30.1% £365.94
organisations
Othe;r business 63.9% £219 26 Oth_er transport 20.7% £944.85
services equipment
Owning & dealing in 61.9% £321.20 0il & gas extraction 28.3% £3,740.47
real estate
. . Weapons &
0, 0,
Recreational services 55.9% £310.21 ammunition 24.1% £214.15
Insurance & pension 55 8% £3,502.28 Hotels, catering, pubs 23.5% £06.56
funds etc.
Aircraft & spacecraft 49.0% £698.74 Estate agent activities 23.5% £40.82
Postal & courier 47.4% £1,602.51 Iron & steel 20.7% £1,852.17
services
Architectural activities
Letting of dwellings 44.8% £173.43 & technical 20.4% £142.06
consultancy
Legal activities 42.6% £349.00 Tobacco products 19.0% £1,757.08
Accountancy o . . o
services 41.2% £343.24 Inorganic chemicals 7.5% £1,692.02
Advertising 40.9% £590.77 Water transport 6.1% £2,571.17
Computer services 40.4% £210.25 Fertilisers 4.2% £1,750.02
AUX|_I|ary financial 20.2% £216.49 Other mining & 270 £1,030.24
services quarrying
Source: York Aviation analysis of UK Input/Output Tables 2004.

6.8 The make up of this group is perhaps unsurprising considering what is known
about the primary beneficiaries of air service connectivity. The list is a
mixture of high value-added service sectors, such as banking and finance
(the largest individual sector in relation to air transport demand in the UK),
business services, advertising, IT services and real estate activities, and
advanced engineering and manufacturing sectors, such as aerospace, oil &
gas extraction and iron and steel products. This type of knowledge based
activity is increasingly globally focussed, with operations, customers,
suppliers and partners all over the world. What is missing from a Tees Valley
perspective is a strong presence of chemical related activities, which are
perhaps the most important multi-national employers in the sub-region.
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Air Intensive Sectors in the Tees Valley

6.9 The lack of chemical related industries within this group of sectors is reflected
in the results of the analysis for the Tees Valley, as set out in Figure 6.2.
This shows the proportion of employees working in air intensive sectors in
the Tees Valley, the North East, the North West, Yorkshire & the Humber and
Great Britain as a whole.

Figure 6.2:

Employment in Air Intensive Sectors
2000 and 2006

40%

35%

30%

25% 4

W2000
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20% A

15% -

10% -

5% 4

0% -

Tees Valley North East North West Yorks & Humber Great Britain

Source: NOMIS.

6.10 This analysis demonstrates that in 2006 around 31% of employment (approx.
85,000) in the Tees Valley was in air intensive sectors. This had grown
slightly since 2000. This proportion of employment in air intensive sectors is
broadly in line with the North East as a whole and Yorkshire & the Humber
but is behind the North West and the average across Great Britain. This
might suggest that the sub-region is in fact less reliant on air access than
other areas of the UK. However, this needs further consideration given the
position in relation to the chemical industry cluster.
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6.11

6.12

6.13

6.14

The primary weakness of this type of analysis is that it provides an aggregate
view of the world. It does not allow for the particular circumstances of
relatively small areas and consequently can only ever provide an indicator of
the likely reliance on air services. In this case, the fact that large parts of the
chemical industry across the UK are not particularly heavy users of air
services does not necessarily mean that air services are unimportant for the
cluster based in the Tees Valley. In fact, the available evidence regarding
the numbers of multinationals and the importance attached to air services in
supporting this cluster by local stakeholders would suggest that they are in
fact of considerable importance.

With this in mind, it is helpful to reconsider the results for the Tees Valley. If
one of the largest and most important employment clusters in the area is
heavily reliant on air services but is not included within the definition of air
intensive sectors, then this suggests that 31% is likely to considerably
understate the extent of the employment base that is reliant on air service
access. Consequently, it seems reasonable to conclude that the Tees Valley
is in fact likely to be more heavily dependent on air service access than much
of the rest of the UK.

Conclusions

Both the Regional Economic Strategy and the Business Case focus heavily
on the need to maximise advantages, increase exposure to world markets
and support world class sectors. Air services, and more specifically the MME
to LHR service, are central to this agenda.

While the prima-facie evidence from an analysis of the presence of air
intensive sectors in the Tees Valley suggests that the sub-region’s economic
base is not particularly sensitive to air access, this needs to be considered in
the light of the fact that the majority of the chemical sector is not included
within this definition. The world class chemicals cluster is known to include a
wide range of multinational companies that would be substantially
disadvantaged by the loss of connectivity should the Heathrow service be
withdrawn. In this light, adding the employment in the chemical cluster to
that included within the air intensive sector definition suggests that, in fact,
the Tees Valley economy may well be more sensitive to air access than other
parts of the UK as a whole.
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7.1

7.2

7.3

7.4

CONCLUSIONS

In 2007 the MME to LHR service carried around 88,233 passengers
providing access to both London and destinations beyond the Heathrow hub.
Recent improvements to the service offer made by bmi are expected to result
in an increase in the passenger numbers in 2008 to around 140,570.

The service is a key asset for the Tees Valley, providing links to the best hub
in Europe for business focussed connectivity. The KLM service to
Amsterdam does offer a good alternative but Amsterdam does not offer the
same level of connectivity to key international business locations. The ability
to trade and to create a more outward looking economic base is central to
stakeholders’ strategies for the future development of both the North East
region and Tees Valley sub-region. For these aspirations to be achieved the
Tees Valley needs to improve its air service connectivity not reduce it. Based
on an analysis of business focused connectivity, we estimate that MME offers
35% more connectivity with both an LHR and an AMS service. It should also
be noted that there will a particular impact on connections to world areas
including Australasia and the Middle East, where the loss of connectivity is
significantly higher. This is potentially of considerable importance
considering the reliance of the sub-region on its globally significant
petrochemicals sector.

The withdrawal of the service would have a substantial impact on users,
resulting in additional costs of between £2.3 million (2007 passenger levels)
and £3.7 million (2008 passenger levels). The great majority of these
additional costs would fall upon Tees Valley based business users. At 2007
traffic levels this group would have incurred £1.4 million of additional time
and fare costs from the withdrawal of the Heathrow service. At the increased
passenger throughput expected for 2008, these losses would grow to around
£2.3 million.

The withdrawal of the Heathrow service would also impact on the revenue
performance of Durham Tees Valley Airport. Although this effect would be
somewhat softened by some passengers simply switching from the bmi
service to LHR to the KLM service to Amsterdam, significant numbers would
be expected to use alternate routings via either Newcastle Airport or via rail.
At 2007 passenger levels, we estimate that this would result in a fall in
revenue at the airport of around £800,000. With increased throughput in
2008, this impact could be even more dramatic at around £1.3 million.
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7.5 The likelihood of withdrawal of the Heathrow service has been increased by
the recent decision by the CAA to substantially increase the level of the price
cap at Heathrow. This has added to already strong pressure on airlines
operating at Heathrow to rebalance their slot portfolios towards more revenue
intensive and profitable medium and long haul services. A move toward per
aircraft aviation duty as opposed to the current air passenger duty could
further harm the future prospects of the route as it will tend to penalise
services operating at lower load factors, such as the MME to LHR route.
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Introduction

Below we have set out some more details as regards the calculation of the value
connectivity measure. This has been organised under the following main
headings:

= Airport Route Networks;

= Destination Scoring;

= Calculating Frequency Weights;
= The Total Airport Score.

Airport Route Networks

The first of the two central components of the value connectivity measure is to
analyse the route network of each airport. This is done using the OAG schedules
guide for a fixed point in the near future. This identifies for each scheduled
destination served by an airport:

= the destination city, which is used to determine its score (see below);

= the world area in which the city is located to enable identification of the
correct weighting scheme;

= the number of direct weekly frequencies offered by airlines, excluding code
shares, which forms the basis for calculation of the score weight.

Destination Scoring

As described in the main body of the report, a destination’s score is determined by
the city destination’s position in the GaWC ranking of world cities shown in Table
Al.

This hierarchy was derived from research undertaken by the GawWwC in to the
location decisions of 74 advanced service firms (for instance accountants,
advertising agencies and legal firms). Based on both the presence of these firms
and the size of this presence, the GaWC ranked 122 cities as either Alpha, Beta,
Gamma or Emerging World Cities, including a number of sub-bands. We have
taken these results as a proxy for these cities’ positions as global business centres
and we have scored each city on this basis between 1 and 10. For instance,
London and New York would both score 10, while Turin and Utrecht would score
1.



Table A1l;

Globalisation and World Cities Network
Inventory of World Cities

Alpha World Cities
London, Paris, New York, Tokyo, Chicago, Frankfurt, Hong Kong, Los Angeles, Milan,
Singapore

Beta World Cities

San Francisco, Sydney, Toronto, Zurich, Brussels, Madrid, Mexico City, Sao Paulo, Moscow,
Seoul

Amsterdam, Boston, Caracas, Dallas, Diusseldorf, Geneva, Houston, Jakarta, Johannesburg,
Melbourne, Osaka, Prague, Taipei, Washington, Bangkok, Beijing, Montreal, Rome, Stockholm,
Warsaw, Atlanta, Barcelona, Berlin, Buenos Aires, Budapest, Copenhagen, Hamburg, Istanbul,
Kuala Lumpur, Manila, Minneapolis, Munich, Shanghai
Evidence of World City Formation
Relatively Strong Evidence
Athens, Auckland, Dublin, Helsinki, Luxembourg, Lyon, Mumbai, New Delhi, Philadelphia, Rio
de Janeiro, Tel Aviv, Vienna
Some Evidence
Abu Dhabi, Almaty, Birmingham, Bogota, Bratislava, Brisbane, Bucharest, Cairo, Cleveland,
Cologne, Detroit, Dubai, Ho Chi Minh City, Kiev, Lima, Lisbon, Manchester, Montevideo, Oslo,
Rotterdam, Riyadh, Seattle, Stuttgart, The Hague, Vancouver
Minimal Evidence
Adelaide, Antwerp, Arhus, Baltimore, Bangalore, Bologna, Brazilia, Calgary, Cape Town,
Colombo, Columbus, Dresden, Edinburgh, Genoa, Glasgow, Gothenburg, Guangzhou, Hanoi,
Kansas City, Leeds, Lille, Marseille, Richmond, St Petersburg, Tashkent, Tehran, Turin, Utrecht,
Wellington

Source: ‘Introducing GaWC: Researching World City Network Formation’ by

P.J. Taylor, D.R.F Walker and J.V. Beaverstock.

This allows any destination served by an airport to be scored on this basis for its
usefulness as a business destination. It should be noted that any city outside of
this ranking is assumed to score 0. In other words within this system a connection
to New York is worth considerably more than a connection to Glasgow, while a
connection to Glasgow is worth more than a connection to Alicante (not in the list).

Calculating Frequency Weights

The final stage in assessing the value of an airport’'s connections to a particular
destination is to consider the ‘quality’ of the connection. This is done in terms of
the number of frequencies on offer each week to that destination. The basic
premise is that the greater the number of connections the better the service.

However, there are two subtleties to be considered:
= a long haul service will generally speaking never achieve the same number

of connections as a short-haul service and consequently the weightings
applied to long haul and short haul services should recognise this difference;



= at some point, additional frequency adds little to the sum of connectivity. For
instance, for a short-haul service a daily connection is good in that it provides
basic connectivity. However, a twice daily service is substantially better as it
will often allow a day return business trip. However, the additional of an 11"
daily service over a 10™ daily service is substantially more limited.

In order to reflect these issues, we have analysed the market penetration of short
and long haul services operating from UK regional airports to identify a curve that
estimates the proportion of the market that will be captured at any level of
frequency. We have then assumed that the point at which 85% of the market will
be captured represents a weighting of 1 to be applied to the destinations score. A
different weighting scheme is used for short and long haul services.

For instance, for a service to Paris operating at 21 frequencies a week has a
frequency weight of 0.79. Paris as a destination scores 10. Therefore, the score
for the service is 7.9.

The Total Airport Score

The total value connectivity score for an airport is simply the sum of the individual
scores for each route. For instance, an airport operating the following three
services would score 15.2:

= Paris — 21 services per week with a total route score of 7.9;
= New York — 7 services per week with a total route score of 6.4;
= Glasgow — 35 services per week with a total route score of 0.9.
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SUMMARY
1. The purpose of this report is to provide the Executive with the performance of

the 2007/08 Tees Valley Single Programme and to seek Executive
endorsement for the Programming Group’s approval of slippage from 2007/08
into 2008/09.
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21.2

2.1.3

PURPOSE OF REPORT

The purpose of this report is to provide the Executive with the performance of
the 2007/08 Tees Valley Single Programme and to seek Executive
endorsement for the Programming Group’s approval of slippage from 2007/08
into 2008/09

CAPITAL SPEND
Progress since the Last Meeting

The following projects reported to the Programming Group in March 2008 that they
were unable to achieve their forecast spend targets within the financial year and
requested that their approved Single Programme funding be ‘slipped’ into 2008/09.

. Coatham Enclosure (Redcar & Cleveland Borough Council) — at the previous
meeting this project was identified as being at risk. Following a judicial review
of the scheme in December 2007 planning consent was not approved. As a
result, the start date of the physical works has been delayed and will not
commence this financial year. The project requested to ‘slip’ £300,000 into
2008/09.

. Tees Valley Metro (Tees Valley Regeneration) - at the previous meeting this
project requested to ‘slip’ £213,099 into 2008/09. The reason being that the
Network Rail study was delayed and costs are dependent on invoicing from
them. The project requested to ‘slip’ a further £16,256 into 2008/09.

. Victoria Harbour Fees (Tees Valley Regeneration) — economic appraisal work
was not expected to be completed until April 2008 as it needed to follow on
from the business plan, which was not due to be completed until mid/end
March 2008. The project requested to ‘slip’ £22,085 into 2008/09.

The above ‘slippage’ requests were agreed by the Programming Group.

The following projects reported to the Programming Group in March 2008 forecast
capital underspends within the financial year:

o Guisborough Town Centre Regeneration (Guisborough Market Town
Partnership) — at the previous meeting this project reported an underspend of
£31,000, due to a lack of take up of the improvement grants to restore or
renovate town centre shop fronts. A further underspend of £7,000 was then
reported. In summary, out of the £41,000 funding approved for the financial
year, only £3,000 was forecast to be spent.

o South Tees Gateway Phases 3 & 4 (Redcar & Cleveland Borough Council) —
reported an underspend of £16,842 due to changes in completion dates for
physical works.

The above underspends were noted by the Programming Group.

The following projects reported to the Programming Group in March 2008 improved
spend forecasts for the financial year:
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° Saltholme International Nature Reserve (RSPB) — at the previous meeting
this project requested to ‘slip’ a total of £1,524,577 into 2008/09. The reasons
were the discovery of significant additional concrete foundations on the build
site, as well as problems with steelwork procurement and poor weather. The
project then forecasted additional spend of £305,160 within the financial year,
therefore reducing the amount to be ‘slipped’ to £1,216,417.

° Site L Riverside Park, Middlesbrough (Private Sector) — the 2008/09
allocation of £8,001 had been brought forward and would be spent within the
financial year.

The above improved spend forecasts were noted by the Programming Group.

The following new project was agreed for inclusion in the 2007/08 programme by the
Programming Group in March 2008:

o Renaissance Redcar — Acquisition, Demolition & Redevelopment of Leos
(Redcar & Cleveland Borough Council) - £200,000 in 2007/08.

As previously requested by the Secretariat, One NorthEast (ONE) agreed to vire
funding for the following project from the Tees Valley programme allocation. This
enabled ONE to pay the project directly and removed the risk of the Partnership
incurring an underspend on the project:

. Middlehaven (Tees Valley Regeneration) - £1,726,600 in 2007/08.
4™ Quarter Claim

On receipt of 4™ quarter claims from partners, the following further revisions were
identified:

. South Tees Gateway Phase 3 & 4 (Redcar & Cleveland Borough Council) — in
addition to the previously forecast underspend of £16,935 there is now a
slippage request of £23,626

° Cultural Quarter Phase 2 (Stockton Borough Council) — increased previously
agreed slippage by a further £10,720 to make a total slippage request of
£50,720

. Tees Valley Metro (Tees Valley Regeneration) — increased previously agreed

slippage by a further £164,769 to make a total slippage request of £394,124

. Green Blue Heart Phase One Studies (Stockton Borough Council) — an
underspend of £28,000

o Guisborough Town Centre Regeneration (Guisborough Market Town
Partnership) — previously reported that of the £41,000 funding approved only
£3,000 was forecast to be spent, but zero spend was achieved.

. Saltholme International Nature Reserve (RSPB) — spend was increased by
£83,183 from the previous forecast thus allowing slippage to be reduced to
£1,133,234
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4.1

° Central Park (Tees Valley Regeneration) - additional spend of £289,171 was
agreed with ONE and achieved

. South Tees Eco Park (Redcar & Cleveland Borough Council) — additional
spend of £1,099,379 was brought forward from 08/09.

Spend Achieved in 2007/08

With the revisions detailed above, the capital spend achieved by the Tees Valley
programme in 2007/08 against the allocation from ONE was as follows:

2007/08 Capital

Revised ONE Allocation (£) 14,915,400
Spend Achieved (£) * 13,532,576
Variance (£) - 1,382,824
Variance (%) - 9%

* spend figures include estimated accruals, which will be confirmed in June 2008.

REVENUE SPEND

Progress since the Last Meeting

No further forecast project underspends were reported.
4™ Quarter Claim

On receipt of 4™ quarter claims from partners, the following further revision was
identified:

. Building Futures (Hartlepool Borough Council) — a slippage request of
£44,332.

Spend Achieved in 2007/08

With the revision detailed above, the revenue spend achieved by the Tees Valley
programme in 2007/08 against the allocation from ONE was as follows:

2007/08 Revenue
Revised ONE Allocation (£) 5,556,386
Spend Achieved (£) * 5,278,919
Variance (£) - 277,467
Variance (%) - 5%

It should be noted however that ONE had requested that we did not endeavour to
achieve full spend on the revenue programme, as their total revenue budget covering
regional and sub-regional activity was over-committed.

OUTPUTS

Outputs Achieved in 2007/08
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4.1.1 Outputs achieved by the Tees Valley programme in 2007/08 against the targets set
by ONE were as follows:

Output Target Actual | Variance
Jobs Created 280 454 174
Employment Support 0 30 30
Business Creation (attracted & surviving 12 mths) 52 19 -33
Business Support 404 514 110
Knowledge base/business collaboration 0 2 2
Total Leverage (Em) 43.2 35.14 -8.06
regeneration only (Em) 43.2 29.37 -13.83
private investment (Em) 17.3 6.21 -11.09
private regeneration only (Em) 17.3 1.94 -15.36
Brownfield Land (hectares) 1.1 9 7.9
Skills 9128 11655 2527
Adults gaining basic skills 36 0 -36
Adults in the workforce 51 89 38

4.2 Explanation of Variances

4.2.1 The target for the Business Creation output was not fully achieved as the following
projects will not now produce these outputs until 2008/09:

° Boho Zone (Middlesbrough Council)
o Digital City (University of Tesside)
. Building Futures (Hartlepool Borough Council).

4.2.2 The targets for the Leverage outputs were not achieved for the following reasons:

. Approved projects experiencing delays and therefore slipping leverage into
2008/09:

Digital City (University of Teesside)

North Shore Footbridge (Stockton Borough Council)

South Tees Eco Park (Redcar & Cleveland Borough Council)
Hartlepool Coastal Walkway (Hartlepool Borough Council)
Hartlepool Quays Central Area Attractors (Hartlepool Borough
Council)

. Projects did not proceed through development stages and therefore did not
commence in 2007/08:

Taking forward the Darlington Gateway (Darlington Borough Council)
Victoria Harbour (Tees Valley Regeneration)

Stockton Riverside (Stockton Borough Council)

Hartlepool Town Centre/Marina (Hartlepool Borough Council)
Hartlepool Southern Business Zone (Hartlepool Borough Council)
Coatham Links (Redcar & Cleveland Borough Council)

Riverside Park Enterprise Centre (Middlesbrough Council)

. No leverage information received from ONE on gap funded private sector
projects or other projects which they monitor and pay directly:

Kirkleatham Business Park (Ravensworth Property Developments Ltd)
Site L Riverside Park (Easter Group Ltd)
Middlehaven (Tees Valley Regeneration)
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- Boho Zone (Middlesbrough Council).

The target for the Adults Gaining Basic Skills output was not achieved due to delays
with the Saltholme International Nature Reserve project. The project is however
expected to achieve these outputs in 2008/09.

EXAMPLES OF PROJECT ACHIEVEMENTS

During 2007/08 the Partnership has continued to support a wide range of successful
projects across the Tees Valley, examples of these are as follows:

South Tees Eco Park (Redcar & Cleveland Borough Council) — funding was
approved to pump prime a 53 hectare former steelworks site to create a
dedicated industrial park for recycling and renewables. Planning approval
was received in February 2008.

Proms in the Park (Middlesbrough Council) — the BBC’s prestigious Proms in
the Park was successfully staged in Middlesbrough’s impressive new Centre
Square in September 2007 and broadcast on prime-time national BBC TV
and radio. This was the first time the Proms had come to Tees Valley but
there are now high hopes that it could be repeated.

Enterprise Academy (Middlesbrough Council) — A Ministerial visit took place
in January 2008 to this project which teaches 11-19 year olds from across the
Tees Valley about the key principles of business and self-employment using
Middlesbrough Football Club as its model.

Rivergreen Business Centre (private sector) — This is a new build scheme of
business and production units on the Queens Meadow Business Park in
Hartlepool. Phase 1 was completed in 2007/08 to provide high quality new
workspace, which plays an integral role in the incubation system and
complements the work of UK Steel Enterprise at Queens Meadow.

Saltholme International Nature Reserve (Royal Society for the Protection of
Birds) — this project will transform a thousand acres of derelict wasteland
between Stockton & Hartlepool into a world class Nature Reserve. The
ground-breaking ceremony was performed by BBC’s Kate Humble in July
2007, building work is underway and the site is expected to be open to
visitors in August 2008.

Darlington Gateway (Darlington Borough Council) — the Pedestrian Heart
project for the town centre was completed and the public launch held in June
2007.

Institute of Digital Innovation (University of Teesside) — construction of this
new building was completed in September 2007. A key component of the
DigitalCity initiative, it will bring together business and post graduate research
to create a strong creative industries and digital technology cluster in the
Tees Valley.

Digital City Boho Zone (Middlesbrough Council) — work started on site in

February 2008 on Core Buildings 1 & 3, to provide new build commercial
workspace and refurbished commercial accommodation for artists. (Work on
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Core Building 2 will start in summer 2009 to provide live-work units for digital
professionals).

6. RECOMMENDATIONS
6.1 In terms of capital spend, the Executive is recommended to:
. Endorse the requests for slippage of funding from 2007/08 into 2008/09 for
the projects listed as per item 2.2.1
. Note the spend achieved for the 2007/08 capital programme.
6.2 In terms of revenue spend, the Executive is recommended to:
. Endorse the request for slippage of funding from 2007/08 into 2008/09 for the
project listed as per item 3.2.1
. Note the spend achieved for the 2007/08 revenue programme.
6.3 In terms of outputs, the Executive is recommended to:
. Note the achievements and the explanations of variances.
Originator: John Lowther, Director, Joint Strategy Unit
Contact Tel: 01642 264800
E-mail: john.lowther@teesvalley-jsu.gov.uk
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