
1 

 
Enterprise M3 Board meeting   

27 May 2021 
EM3 Income Generation Study - Item 11 

The Enterprise M3 Board is asked to: 
NOTE: The work being carried out in exploring income generation options, required to bridge the gap 
between annual income and expenditure, and reverse the trend. 

1 Background 

1.1 Over the last few years, Enterprise M3 (EM3) has managed its finances to ensure that activity is 
financed from in-year income. We rely substantially on Government funding; contributions from our 
partners, including the area’s Local Authorities and Education establishments; and significantly from 
income generated from our capital programme, in the form of application fees, interest on loans and 
interest on cash balances. We face a different landscape going forward: our current capital 
programme is drawing to a close; the Government’s policy has shifted to awarding central capital 
funds directly to Local Authorities and Further Education establishments rather than via LEPs; and 
there has been a recent deferment of loan interest repayments resulting from Covid 19 business 
disruptions.  Over the next few years, we anticipate the need to bridge a gap of around £0.5m per 
year, between income and planned expenditure. 

1.2 This outlook is common across all LEPs in the country. However, unlike the majority of other LEPs, we 
are in the fortunate position of being able to use reserves built up over the years from careful 
management of our resources. Our medium-term financial plan shows that our reserves are at a 
sufficient level to cover activity over the next two years. However, by the end of March 2024, our 
reserves are predicted to fall just below the minimum level set by our reserves policy, with the trend 
continuing thereon.  

1.3 With these factors, alongside the Government’s current review of the future direction of LEPs, the way 
in which EM3 operates will need to evolve.  Therefore, we are exploring options for income generation 
to develop a strategy and plan for putting some of those options into effect.  

1.4 The income generation study is a two-part process: 

• Discovery Phase – To identify a number of options, and prioritise for further review. 

• Development Phase – Deeper exploration of priority options. Development of strategy and 
implementation plan.   

1.5 Progress on development and implementation is being overseen by the EM3 Resources, Finance and 
Audit Committee (RFAC), and will be regularly reported to the Board. 

1.6 This work will take into account the outcome of the LEP Review (due June/July 2021), and the 
outcome of the next Spending Review (expected late Autumn), which will determine the level of 
central government funding for LEPs over the medium term.  

1.7 We will continue to work with and seek guidance from RFAC and the Board, as our income generation 
plans develop, and the future direction of LEPs becomes clearer, to ensure we have the right 
resources to respond to new challenges. This may involve some up-front investment, which could be 
managed from within our overall resources, but might require some internal redistribution of funding. 

1.8 The purpose of this report is to summarise the work carried out to date on the Discovery Phase, and to 
set out the next steps. 
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2 The Discovery Phase 

2.1 The Discovery Phase involved: 

• Reviewing existing EM3 income generation practices.  
• Reviewing existing operating guidelines and restrictions – including review of EM3 Limited Articles 

of Association, Accountable Body regulations and guidelines within which the LEP operates. 
• Discussions with other organisations, mainly other LEPs, to develop ideas and assess potential 

gains against initial and ongoing costs and resource requirements. 

2.2 A full report of the work carried out and findings is at Appendix 1. 

2.3 The review identified a number of potential options, highlighting that the mechanisms would “on the 
whole be more suited to increasing financial self-sufficiency by replacing other forms of income or 
covering costs, rather than as substantial profit generators”. 

2.4 Options covered included:  

i. Adjusting existing methods of raising financial contributions: This was seen as an evolution, 
to be included in the income generation plan, but which we can implement in the course of 
continuing operations.  

ii. Investing would be higher risk, requiring specialist expertise, and with a risk of not aligning to 
EM3 objectives. 

iii. Selling services. This emerged as the most promising option, to be the main focus of the 
Development Phase. This could include: 

- Selling services to, and/or developing jointly-funded activities with, local authority partners, 
and also potentially with Further Education and Higher Education partners. 

- Exploring the potential for our sector/cluster work to become wholly or partially self-financing, 
through financial contributions from the businesses who are benefitting. 

- Exploring the potential, with other business support organisations, for developing the business 
support offer within the region, to include enhanced for-fee services. 

2.5 We have already held discussions with the Catalyst South LEP network, to consider the potential for 
joint working, which may be particularly relevant for supporting specialist expertise on major common 
challenges e.g. on decarbonisation. 

2.6 Most of the income generation options identified for further consideration, have some uncertainty 
associated with them, and would take time to implement and generate a return. Thus, we continue 
keeping ongoing costs under review, and identifying potential cost savings. 

3 Next Steps 

3.1 Next steps will include: 

• Some internal work within EM3 to explore specific areas in which we might develop and sell 
services. 

• Once that internal work has been carried out, informal discussions with partners to test potential 
interest. 

• Further consideration of how to develop our potential offer to businesses. 
• Determining whether any external research or consultancy is required to support the Development 

Phase.   

Kevin Lloyd – EM3 LEP 
Aleks Bennett – EM3 Finance Manager  
20 May 2021 
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Summary 
 
The table summarises the findings from an initial discovery phase (largely through conversations with a 
number of other LEPs) of possible approaches to generating income. It starts with familiar mechanisms and 
then moves into more speculative territory. Each mechanism is examined on its own terms. There is no 
examination of combining mechanisms into a strategy.  
 
From the discovery phase a number of points emerge: 
 
- income generation has to be considered as a primary driver of the future shape of the organisation not 
least because a number of the more promising approaches require changes in the use of internal capacity 
and capability, in particular selling services to partners or other local organisations, and doing so in a more 
directly commercial manner 
 
- these mechanisms are on the whole more suited to increasing financial self-sufficiency by replacing other 
forms of income or covering costs rather than as substantial profit generators 
 
- the memorandum and articles of the EM3 company do not prevent operating for profit but they could 
and should be extended to provide a more explicit endorsement. We are looking at some possible 
amendments in the context of the trading company for the fibre spine 
 
- the tried and tested mechanisms associated with running capital programmes are likely to reduce 
markedly in significance although there are some approaches that should become standard such as top 
slicing a management fee from any funds that are made available to LEPs (in effect replacing application 
fees in a more consistent, easy to administer manner) 
 
- the initial work suggests selling services should be examined and tested further particularly: 
 

(a) to support or lead the development of proposals for big-ticket projects for the area which have a 
coalition of support (and if successful could move into supporting a delivery mechanism) with the 
LEP being paid from a top slice from the funding secured. 

(b) developing the sector lead arrangements into more of a catalytic support mechanism for sector 
development  

(c) selling specific ad hoc consultancy support for individual organisations 
(d) developing the business support offer in combination with other business support organisations. 

 
- the fibre spine company may be a significant income driver in the future years but setting up subsidiary 
companies is very time and resource intensive, requires sufficient capital and has to offer a compelling 
product.  
 
- developing products which could be licensed for use by others is also time and resource intensive and 
needs a compelling offer and a gap in the market which the LEP is well placed to fill. 
 
- chasing returns via investments needs to be approached with considerable care. Investments in activity 
which is consistent with the objects of EM3 is worth exploring further, perhaps particularly being a direct 
co-funder in a joint venture or delivery vehicle particularly associated with a big ticket project. But, of 
course, that is entirely theoretical at this stage 
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- for interest bearing loans of the Growing Places Fund variety, taking anything other than the interest paid 
as available for operational funding will just reduce the size of the recyclable loan pot whether the 
amounts coming back are treated as revenue or capital. Being able to treat them as revenue clearly gives 
more options for their future use. 
  
- retaining some capital and using it for further capital to revenue swaps has some attractions but clearly 
then spending the revenue on operational activity does not grow any further capital: it simply means 
funding revenue from running down capital assets. 
  
- EZ business rate income will provide revenue which is again helpful in terms of providing more options 
for its use but unless the LEP has made a loan to forward fund activity and charged interest, it is hard to 
see why BRIG payments in future years would be used to support the operational activity of the LEP 
beyond the people running the EZ itself (i.e. providing a service to the EZ).  
 
Further Examination (Phase 2 Consultancy) 
 
The following mechanisms would benefit from further detailed, more specialist examination: 
 

(a) the scope for developing business support services alongside other business support organisations 
(following initial discussions) 

(b) further development of the sector specialist role looking at relevant experience (e.g. in innovation 
support and business incubation) 

(c) scope for development of specialist shared resource (with other LEPs or LAs) to provide consultancy 
support (e.g. on decarbonisation) 

 
High Level Assessment of Speed of Implementation Against Scale of Income 
 
There are no quick, easy, high return options – most of the more promising approaches are either 
relatively low margin activity or would require significant development. Almost all require operating with a 
more commercial mindset. A very broad summary is shown below. For the purposes of this high level 
sketch simpler implementation also means speedier and harder means slower.  
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 INCOME 
 Low                                                                                              High                                                                                

 
Simpler 
 
 
 
 
IMPLEMENTATION 
 
 
 
Harder 

  Top Slices 
 
        Interest on rotating funds 
 
                      Big Ticket Funding Bids 
 

 

      Business Support Consortia 
 
                           Consultancy Services 
 
 Sector Specialist Support 
 
 Licenses from products 
 

Joint Venture Delivery Vehicles 
 
                                       

                                                                             
Subsidiary Trading  

Companies 

 
 
Next Steps 
 

1. Validate conclusions from the discovery phase in Management Team. 
 

2. Test with the Accountable Body (including any learning from relevant local government 
approaches) 
 

3. Share with other LEPs in Catalyst South. 
 

4. Present initial conclusions to RFAC at May 2021 meeting. 
 

5. Discuss with Business Support Organisations to assess appetite for any consortium approaches. 
 

6. Soft testing with local authorities and other stakeholders 
 

7. Develop specifications for any further consultancy work. 
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FINDINGS FROM DISCOVERY PHASE 
 
 
 

MECHANISM TYPE OF INCOME, POSSIBLE 
SCALE AND SOURCE  

IMPLEMENTATION PLAUSIBILITY COMMENTS AND EXAMPLES 
(where relevant) 

 
‘Membership’ (although LEPs cannot be membership organisations) 
Subscriptions 
 

££ 
Existing 
Recurrent  
Unconstrained 
 
Current sources:  
LAs, FE, HE. 

Annual billing Have to demonstrate value to 
the partners particularly with 
reduction in capital 
programmes. 
 
Added value could come from 
developing subscriptions into 
an annual payment for a basket 
of services (e.g, consultancy 
services). Could be scaled.  
 
This would maintain income 
but would significantly redirect 
resources within the LEP. 
 
 

 
 
 
 

 
Income Arising from Operation of Capital Programmes 
Interest on Balances 
 

£ 
Existing 
Recurrent 
Unconstrained 

AB Treasury management Declines with size of reserves 
and interest rates 

 

Management Fees/ 
Top Slices 
 

£ 
Existing 
One-off (or for as long as 
programme runs) 
Hypothecated (nominally) 

Top slice from specific funds 
(ostensibly to cover 
operational costs). 

Could be taken on all funding 
programmes. 

Peer to Peer 
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MECHANISM TYPE OF INCOME, POSSIBLE 
SCALE AND SOURCE  

IMPLEMENTATION PLAUSIBILITY COMMENTS AND EXAMPLES 
(where relevant) 

Application Fees £ 
Existing 
One-off 
 

2% of the value of grants for 
projects 

Cease as capital programmes 
end. 

 

Interest on Loans from rotating 
funds 
 

£ Possible developments include 
Evergreen funds (see below) 
and secured loans.  

Generally seen as mechanism 
to support ongoing economic 
development, not income 
generating for the operating 
body. 
 
Need to be compliant with 
state aid requirements. Any 
interest charges previously 
operated in accordance with 
EU market and reference rates. 

 
 
 
 
 
 
 
Solent scheme for providing 
match funding on the basis of 
secured loans. 

 
Enterprise Zone 
Interest on retained business 
rates  

£ (but could become ££) 
 
Existing 
Recurrent 

AB Treasury Management.  
 

Currently very small amounts 
and budgeted for 3 years 
ahead. Will grow as retained 
business rate income increases 
in future years. 

 

Interest on loans to forward 
fund investment  
 

£ 
Existing 
One-Off 

Only one interest charging loan 
to date for forward funding. 

No more loans anticipated.  Extensive use by Cheshire and 
Warrington. 

 
Selling Services 
Charges for consultancy 
services to partners 
 

£ or ££  
One-off (respond to demand) 
Unconstrained 
 
Source: LAs, FE 
 

Provide services such as bid 
writing and project 
development to individual 
partners seeking external 
funding.  
 

Needs suitable capacity within 
the LEP. 
Additional work so potential 
opportunity cost unless 
backfilled. 
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MECHANISM TYPE OF INCOME, POSSIBLE 
SCALE AND SOURCE  

IMPLEMENTATION PLAUSIBILITY COMMENTS AND EXAMPLES 
(where relevant) 

Could be a more specialist 
consultancy with specific focus 
e.g. supporting initiatives on 
decarbonisation 
 
 

Charges for leading/developing 
big ticket scheme bids for the 
area 
 
 

£ or ££ (depending on the scale 
of the bid and the available 
funding) 
 
One-off 
Unconstrained 
 
 

Convenor of public and private 
sector partners to develop 
proposals for external funding. 
LEP writes the proposal and 
agrees it with partners.  

Needs expert capacity within 
the LEP. 
 
LEP could take a top slice of 
funding award rather than 
charging a fee. Might have to 
operate at risk in some cases. 
 
Could then be linked to 
developing and operating a 
delivery mechanism.  
 

Solent bid for Freeport 
 
C2C bid for Gatwick  

Sector Support  £ (cost recovery plus small 
margin) 
 
Recurrent 
Hypothecated (cost recovery) 
 
Source: Businesses  

Leverage the sector specialists 
(or similar) to act as the 
network managers for sector-
based consortia. Initially 
supported by LEP but then paid 
for by sectors.  
 
 

Further development of the 
ideas canvassed in the LIS. 
 
Opportunities with HPOs and 
clusters programme which 
need some central capacity to 
assist steering and 
development.  
 
Could become activity-based 
programmes where there is 
clear added value. 
 

 
 
 
 
 
 
 
 
 
 
Solent Maritime  

Business Support Services 
 
 

£ (possibly ££) (cost recovery 
plus small margin) 
 

Could be a consortium 
approach with other business 

Requires the necessary 
capacity (via GH). Generate 
only a small margin over and 
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MECHANISM TYPE OF INCOME, POSSIBLE 
SCALE AND SOURCE  

IMPLEMENTATION PLAUSIBILITY COMMENTS AND EXAMPLES 
(where relevant) 

Recurrent 
Hypothecated (probably 
because it will be covering 
costs) 
 
Sources: Businesses 

support organisations to bid for 
programmes or funding 
 
 
 
Or 
 
 
Agreements with private sector 
partners to offer additional 
services which businesses want 
and for which they are 
prepared to pay. 
 
 
 
 

above running costs. If done 
outside a consortium could 
antagonise other business 
support organisations. 
 
Precise mechanism needs 
further examination. Probably 
business to business 
agreements. Could be akin to a 
percentage on sales arising 
from acting (essentially) as a 
broker.  

 
 
 
 
 
 
 
 
Solent have Memoranda with a 
range of private sector 
partners ranging from local 
anchor institutions to 
accountancy and consultancy 
services. 

 
Selling Products 

    

Licenses 
 

£ 
 
One-Off or Recurrent 
Hypothecated (at least in part). 
 

Develop products which are 
available to other organisations 
to use on the basis of a licence. 
 

Small return. Requires 
(significant) up front 
development or could be a 
stake in a consortium with 
necessary capacity. 

E-Commerce platform. 

Percentage on sales £ 
 
One-off or Recurrent 
Unconstrained. 

Sales which are due to 
intervention/promotion by the 
LEP generate a small payment. 

Very small return. Hertfordshire Opportunities 
Portal 

 
Trading 
 
Subsidiary trading company  
 

 
£££ 
 
Recurrent 

Establish a subsidiary company 
to provide services. 

Major up-front costs (including 
staff). Requires sufficient 
capital.  

 
Fibre Spine Company 
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MECHANISM TYPE OF INCOME, POSSIBLE 
SCALE AND SOURCE  

IMPLEMENTATION PLAUSIBILITY COMMENTS AND EXAMPLES 
(where relevant) 

Hypothecated with possibility 
of some  
Unconstrained. 
 
Source : commercial 
arrangements with users. 
 

But potentially very significant 
income streams in future years. 

Joint Ventures 
 

£ or ££  
 
Recurrent 
Hypothecated with possibility 
of some unconstrained. 
 

Stake in a delivery mechanism 
with partners. Could be linked 
to implementation of a big-
ticket scheme (see above). 

Complexity. Up-front costs. 
Requires sufficient capital. 

 

Stake or management role in 
other companies  
 

Recurrent 
Unconstrained. 

Manage other organisations 
which sell services such as 
events management and 
generate advertising revenue. 
Margin on these activities is 
available to the LEP. 

Largely a product of history. 
Probably not possible and 
arguably not desirable in the 
EM3 area in relation to DMOs 
given existing arrangements. 
Significant management 
overhead. 

C&W management of local 
DMO. 

Investments 
Evergreen Funds (i.e. rotating 
funds making loans). 
 
 
 
 
 
 
 
 

£ Development of the GPF.  Need to have a dowry available 
to set the fund up.  
 
Mainly about investment. 
Taking interest out of the fund 
would mean that recycling 
declines more quickly. 

 

Third Party Investment Funds 
(venture capital) 
 

Recurrent 
Unconstrained 

Managed by others, take a 
stake and generate a return 

Half-way house between 
investing for a return and 
investing in relevant objects. 

Greater Manchester & 
Cheshire Life Sciences Fund 
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MECHANISM TYPE OF INCOME, POSSIBLE 
SCALE AND SOURCE  

IMPLEMENTATION PLAUSIBILITY COMMENTS AND EXAMPLES 
(where relevant) 

Bespoke co-funded investment 
vehicle 

Recurrent 
Unconstrained 
 

Invest with others e.g. LG 
pension funds in a delivery 
vehicle which then lends to 
others or makes investments 
directly. 
 

Major set up and management 
costs. Would have to compete 
with the PWLB. Would LA 
pension funds invest in these 
funds if they are not providing 
a good return? 

 

Investing directly for return e.g. 
rental income from property. 
 

Recurrent 
Unconstrained 

 Increasingly frowned upon. On 
what basis, is it just investment 
income or economic 
development objective too? 
Risks from downturns.  
 

 

Broker for others offering a 
route to market. 

One off fees. 
Unconstrained. 

 Highly implausible. Would 
require specialist expertise and 
others are much better placed 
e.g. FSE. 

 

 


	NOTE: The work being carried out in exploring income generation options, required to bridge the gap between annual income and expenditure, and reverse the trend.
	1 Background
	1.1 Over the last few years, Enterprise M3 (EM3) has managed its finances to ensure that activity is financed from in-year income. We rely substantially on Government funding; contributions from our partners, including the area’s Local Authorities and...
	1.2 This outlook is common across all LEPs in the country. However, unlike the majority of other LEPs, we are in the fortunate position of being able to use reserves built up over the years from careful management of our resources. Our medium-term fin...
	1.3 With these factors, alongside the Government’s current review of the future direction of LEPs, the way in which EM3 operates will need to evolve.  Therefore, we are exploring options for income generation to develop a strategy and plan for putting...
	1.4 The income generation study is a two-part process:
	1.5 Progress on development and implementation is being overseen by the EM3 Resources, Finance and Audit Committee (RFAC), and will be regularly reported to the Board.
	1.6 This work will take into account the outcome of the LEP Review (due June/July 2021), and the outcome of the next Spending Review (expected late Autumn), which will determine the level of central government funding for LEPs over the medium term.
	1.7 We will continue to work with and seek guidance from RFAC and the Board, as our income generation plans develop, and the future direction of LEPs becomes clearer, to ensure we have the right resources to respond to new challenges. This may involve...
	1.8 The purpose of this report is to summarise the work carried out to date on the Discovery Phase, and to set out the next steps.
	2 The Discovery Phase
	2.1 The Discovery Phase involved:
	 Reviewing existing EM3 income generation practices.
	 Reviewing existing operating guidelines and restrictions – including review of EM3 Limited Articles of Association, Accountable Body regulations and guidelines within which the LEP operates.
	 Discussions with other organisations, mainly other LEPs, to develop ideas and assess potential gains against initial and ongoing costs and resource requirements.
	2.2 A full report of the work carried out and findings is at Appendix 1.
	2.3 The review identified a number of potential options, highlighting that the mechanisms would “on the whole be more suited to increasing financial self-sufficiency by replacing other forms of income or covering costs, rather than as substantial prof...
	2.4 Options covered included:
	1.
	2.
	i. Adjusting existing methods of raising financial contributions: This was seen as an evolution, to be included in the income generation plan, but which we can implement in the course of continuing operations.
	ii. Investing would be higher risk, requiring specialist expertise, and with a risk of not aligning to EM3 objectives.
	iii. Selling services. This emerged as the most promising option, to be the main focus of the Development Phase. This could include:
	- Selling services to, and/or developing jointly-funded activities with, local authority partners, and also potentially with Further Education and Higher Education partners.
	- Exploring the potential for our sector/cluster work to become wholly or partially self-financing, through financial contributions from the businesses who are benefitting.
	- Exploring the potential, with other business support organisations, for developing the business support offer within the region, to include enhanced for-fee services.
	2.5 We have already held discussions with the Catalyst South LEP network, to consider the potential for joint working, which may be particularly relevant for supporting specialist expertise on major common challenges e.g. on decarbonisation.
	2.6 Most of the income generation options identified for further consideration, have some uncertainty associated with them, and would take time to implement and generate a return. Thus, we continue keeping ongoing costs under review, and identifying p...
	3 Next Steps
	3.1 Next steps will include:
	 Some internal work within EM3 to explore specific areas in which we might develop and sell services.
	 Once that internal work has been carried out, informal discussions with partners to test potential interest.
	 Further consideration of how to develop our potential offer to businesses.
	 Determining whether any external research or consultancy is required to support the Development Phase.
	Kevin Lloyd – EM3 LEP
	Aleks Bennett – EM3 Finance Manager
	20 May 2021

