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1.1

1.2

1.3

The Referral

On 14 February 2025, Durham County Council (the Council) requested a report
from the Subsidy Advice Unit (the SAU)" in relation to its proposed subsidy to The
Auckland Project (TAP) under section 52 of the Subsidy Control Act 2022 (the
Act).?

This report evaluates the Council’s assessment of compliance (the Assessment) of
the Subsidy with the requirements of Chapters 1 and 2 of Part 2 of the Act.® Itis
based on the information and evidence included in the Assessment.

This report is provided as non-binding advice to Durham County Council. It does
not consider whether the Subsidy should be given or directly assess whether it
complies with the subsidy control requirements.

Summary

1.4

1.5

1.6

The Assessment uses the four-step structure described in the Statutory Guidance
for the United Kingdom Subsidy Control Regime (the Statutory Guidance) and as
reflected in the SAU’s Guidance on the operation of the subsidy control functions
of the Subsidy Advice Unit (the SAU Guidance).

The Council has considered in detail the compliance of the Subsidy with the
subsidy control principles. In particular, the Assessment:

(a) Clearly sets out the policy objective of the Subsidy and explains why the
Council concludes, with appropriate evidence, why the Subsidy is the most
appropriate means to address the policy objective (Principles A and E).

(b) Clearly explains, using appropriate evidence, the changes in economic
behaviour brought about by the Subsidy which would mean that without
intervention the policy objective would not be met (Principle C).

(c) Appropriately considers and evidences the impacts on competition and
investment, identifying the main markets impacted and any likely distortion
(Principle F).

However, we have identified the following areas for improvement:

" The SAU is part of the Competition and Markets Authority.
2 Subsidy Control Act (2022)

3 Chapter 1 of Part 2 of the Act requires a public authority to consider the subsidy control principles and energy and
environment principles before deciding to give a subsidy. The public authority must not award the subsidy unless it is of
the view that it is consistent with those principles. Chapter 2 of Part 2 of the Act prohibits the giving of certain kinds of
subsidies and, in relation to certain other categories of subsidy creates a number of requirements with which public
authorities must comply.


https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/guidance-on-the-operation-of-the-subsidy-control-functions-of-the-subsidy-advice-unit
https://www.legislation.gov.uk/ukpga/2022/23

(@) The Assessment should more clearly explain what is likely to happen should
the identified risk that the viability gap is larger than the subsidy materialise
(Principle B).

(b) The Assessment should present only those beneficial effects that relate
directly to the policy objective and exclude unrelated wider potential benefits
(Principle G).

1.7 We discuss these areas below, along with other issues, for consideration by
Durham County Council in finalising its assessment.

The referred subsidy

1.8 The Council propose to award £28 million* to TAP (a charity focussed on the
regeneration of Bishop Aukland in County Durham?®) towards the costs of
delivering five interlinked projects (the Projects). All the Projects contribute to a
regeneration objective, improving Bishop Auckland as a tourist attraction and
thereby contributing to the growth of the local economy.

1.9 Auckland Palace, is the primary attraction for tourists coming into the area, but in
recent years there has also been visitor interest in other attractions in and around
Bishop Auckland, including Kynren, a 90-minute outdoor show which runs on
particular nights during the Summer.

1.10  The Projects which will be supported through the award of public funding comprise
of works to:

(a) create a new access road in the grounds of Auckland Palace, leading up to
two car parks with a total of c. 2,500 - 3,000 parking spaces;

(b) upgrade Kingsway car park;

(c) contribute towards the costs of opening the Market Place Hotel;
(d) develop an Artist’s hub at 43 Market Place; and

(e) upgrade Durham Dales Gateway car park.

1.11  The funding will also enable a new footbridge across the River Wear connecting
the grounds of Auckland Palace with the former golf course site at Flatts Farm
(which is now used as the venue for Kynren and 11Arches® attractions).

4 Comprised of awards from the Stronger Towns Fund, Future High Street Fund and the Council's own funds.

5 TAP (Charity number 1146219) owns and operates the main tourist attraction, Auckland Castle, as well as several
other properties.

6 11Arches is an independent charity - described in the Assessment as a ‘sister charity’ to TAP founded by the same
philanthropist — Jonathan Ruffer - to complement regeneration in Bishop Auckland. It is focussed upon helping develop
skills and community cohesion through the delivery of events. For example, it runs Kynren, a live outdoor event held
during July to September, which depicts vital moments in British history and myth spanning 2000 years.
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1.12 A sixth project (Binchester Roman Fort and Eco Farm) will not directly receive an
award of public funding but will benefit by the funding of the Projects which will
attract more people to Bishop Auckland, whether to visit, live or work. This
increased footfall is considered to benefit the local economy, attracting in private
investment. In addition, the Projects create income streams for TAP and therefore
each help improve the sustainability of this important regeneration, supporting TAP
to continue to deliver further regeneration activities over the long term.

1.13  The Projects have also been designed taking account of the wider-town
regeneration plans, including the Bishop Auckland Stronger Town Investment
Plan, which complements the Government's announcement of the £19.9 million of
Future High Street regeneration funding.’

1.14  The financial assistance will be used against the investment costs of the Projects,
which when completed will generate income and enhance the existing assets of
TAP. The Subsidy is specific in that it will go to TAP for the purpose of delivering
the Projects.

1.15 The Council explained that the Subsidy is a Subsidy of Particular Interest because
it exceeds £10 million in value.

7 The Stronger Towns Fund and Future High Street Fund programmes originate from Central Government (MHCLG) and
are being administered by the Council.



2. The SAU’s Evaluation

2.1 This section sets out our evaluation of the Assessment, following the four-step
structure used by the Council.

Step 1: Identifying the policy objective, ensuring it addresses a market
failure or equity concern, and determining whether a subsidy is the right
tool to use

2.2 Under Step 1, public authorities should consider compliance of a subsidy with:

(a) Principle A: Subsidies should pursue a specific policy objective in order to
remedy an identified market failure or address an equity rationale (such as
local or regional disadvantage, social difficulties or distributional concerns);
and

(b) Principle E: Subsidies should be an appropriate policy instrument for
achieving their specific policy objective and that objective cannot be achieved
through other, less distortive, means.®

Policy objectives

2.3 The Assessment states that the policy objective of the Subsidy is to address the
equity challenges faced in the targeted area through the following primary and
subordinate objectives, namely:

(a) to enhance the attractiveness of Bishop Auckland (an otherwise clearly
disadvantaged area) to visitors, with the aim of bolstering the local economy;
and

(b) to support TAP in placing itself upon a more sustainable footing, recognising
the important contribution it plays towards the primary objective.

24 The Assessment explains how the policy objective and the proposed subsidy is
intended to complement wider regeneration plans® and to achieve equity
objectives through diversification and transformation of Bishop Auckland into a
visitor destination of ‘national and international standing, able to attract new visitor
markets, business and private investment’. The intervention is intended to
strengthen Bishop Auckland as a tourist attraction, contribute to employment and

8 See Statutory Guidance, paragraphs 3.33 to 3.58 and the SAU Guidance, paragraphs 4.7 to 4.11 for further detail.

9 For example, the investment plans and objectives set out under Central Government Levelling Up programmes (such
as the Stronger Towns Fund and Future High Street Funding initiatives in Bishop Auckland) and described in supporting
evidence.



https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/guidance-on-the-operation-of-the-subsidy-control-functions-of-the-subsidy-advice-unit

2.5

2.6

the growth of the local economy and support retail and leisure facilities, bringing
year-round benefits to residents.

The Assessment describes the integral role played to date by The Auckland
Project Charity, its role in working with local communities, the Council and other
organisations to drive regeneration in Bishop Auckland. It also explains financial
challenges faced and the need to move TAP onto a more sustainable financial
footing if the contribution of the TAP to the long-term regeneration of Bishop
Auckland is to be sustained.

In our view, the Assessment clearly describes and evidences the specific policy
objective of the Subsidy and supports this with appropriate reasoning and
evidence.

Equity Objective

2.7

2.8

2.9

2.10

Equity objectives seek to reduce unequal or unfair outcomes between different
groups in society or geographic areas.

The Assessment states that the equity rationale aims to address deprivation within
the local area and to promote regeneration of an economically disadvantaged
geography. The Assessment presents clear evidence indicating levels of
deprivation, poverty and social inequality in the area targeted and their direct and
indirect effects on the social, mental and physical well-being of individuals.

It explains how many of these challenges become self-reinforcing in areas where
the market produces an outcome that is not socially desirable which then impacts
negatively on the availability of the private investment and commercial finance
required to help break such pathway dependency.

In our view, the Assessment clearly describes and evidences the equity objective
that the Subsidy seeks to address, demonstrating both the existence of the
inequalities and that they are long-standing and self-reinforcing.

Appropriateness

2.11

2.12

Public authorities must determine whether a subsidy is the most appropriate
instrument for achieving the policy objective. As part of this, they should consider
other ways of addressing the market failure or equity issue."

The Assessment explains that the Council has considered the following means to
achieve the policy objective:

10 Statutory Guidance, paragraphs 3.51-3.55.

" Statutory Guidance, paragraphs 3.56-3.58.



https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance

(@) Providing the Eastern Sustainable Access Corridor as a ‘through road’
connecting to other public highways and constituting general infrastructure
categorised as no subsidy. This was considered but discounted by the
Council which considers the costs prohibitive as it would require TAP to pay
for the connection onto the road and all infrastructure thereafter.

(b) Private sector delivery was not considered a realistic alternative given limited
interest to date and difficulties experienced in securing private sector
investment due primarily to the viability gap evidenced in supporting
information. However, the Council also considered that any third-party
funding would only be secured with a larger subsidy representing less value
for money and if achieved, could undermine the Council’s policy objective of
placing TAP on a more sustainable footing as part of longer-term
regeneration plans.

(c) Equity investment, loan and guarantee options were considered but
discounted on the basis that they were not considered feasible given limited
revenue and the viability gap identified and the inability to generate a return
sufficient to achieve the policy objectives.

(d) Tax breaks and regulation were also considered but discounted on the basis
that the Council lacks the necessary powers to the extent required to achieve
the policy objective.

2.13  Inour view, the Assessment demonstrates that the Council has considered other
ways of achieving its policy objective and clearly explains with evidence why a
subsidy was the most appropriate option.

2.14  We note that the Assessment also states that under Principle E it considered a
reduced level of subsidy or different design as part of its assessment process, but
discounted these as not enabling the Council to achieve its intended outcomes. As
Principle E is primarily intended to assess alternatives to subsidy rather than
reduced or alternatively designed subsidies, the Council could consider further
whether to include these points under Principle B.

Step 2: Ensuring that the subsidy is designed to create the right
incentives for the beneficiary and bring about a change

2.15 Under Step 2, public authorities should consider compliance of a subsidy with:

(a) Principle C: Subsidies should be designed to bring about a change of
economic behaviour of the beneficiary. That change should be something
that would not happen without the subsidy and be conducive to achieving its
specific policy objective; and



(b) Principle D: Subsidies should not normally compensate for the costs the
beneficiary would have funded in the absence of any subsidy.'?

Counterfactual

2.16

217

2.18

2.19

In assessing the counterfactual, public authorities should consider what would
likely happen in the future — over both the long and short term — if no subsidy were
awarded (the ‘do nothing’ scenario).'3

The Assessment states that in the absence of the proposed Subsidy, the Projects
would not be undertaken by TAP. The Assessment also refers to supporting
evidence for this position, including an evaluation by an independent firm of
accountants confirming a viability gap where the upfront costs exceed the
anticipated income, as well as confirmation from TAP that they would be unable to
undertake the Projects without the Subsidy.

The Assessment explains that one project, Binchester Roman Fort and Eco Farm,
does not involve an award of public funding but it is contingent upon the delivery of
the other five subsidised projects, because it requires access via the Eastern
Sustainable Access Corridor and that further private investment in this visitor
attraction would benefit the town and local economy with increased footfall in and
around Bishop Auckland.

In our view, the Assessment clearly describes and evidences what would be likely
to happen if the Subsidy was not awarded.

Changes in economic behaviour of the beneficiary and additionality

2.20

2.21

2.22

Subsidies must bring about something that would not have occurred without the
subsidy. ™ They should not be used to finance a project or activity that the
beneficiary would have undertaken in a similar form, manner, and timeframe
without the subsidy (‘additionality’).®

The Assessment describes the five projects that would be financed and refers to
the letter from TAP as their commitment to undertake them if awarded the
Subsidy.

The Assessment states that the Council has undertaken due diligence to ensure
there is no pre-existing legal commitment to deliver the projects and to verify that
the Subsidy will be directed towards the Projects as new activities.

2 See Statutory Guidance, paragraphs 3.59 to 3.73 and the SAU Guidance, paragraphs 4.12 to 4.14 for further detail.
13 Statutory Guidance, paragraphs 3.62-3.64.

14 Statutory Guidance, paragraph 3.66.

15 Statutory Guidance, paragraphs 3.65-3.69.



https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/guidance-on-the-operation-of-the-subsidy-control-functions-of-the-subsidy-advice-unit
https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance

2.23

2.24

The Assessment also states that the Council investigated whether TAP would be
in a position to proceed with the projects if the public funding was not made
available. It states that while the Council cannot be certain, the indications are that
it would not, referencing several sources of supporting evidence for this position
including TAP’s financial information.

In our view, the Assessment clearly explains and evidences how the subsidy
would change the beneficiary’s economic behaviour and that the Subsidy brings
about changes that would not have occurred absent the Subsidy.

Step 3: Considering the distortive impacts that the subsidy may have
and keeping them as low as possible

2.25

Under Step 3, public authorities should consider compliance of a subsidy with:

(a) Principle B: Subsidies should be proportionate to their specific policy
objective and limited to what is necessary to achieve it; and

(b) Principle F: Subsidies should be designed to achieve their specific policy
objective while minimising any negative effects on competition or investment
within the United Kingdom.'®

Proportionality

2.26

2.27

The Assessment states the Subsidy will be no greater than the viability gap
estimated in an independent report of a net present value (NPV) of £28.4 million
against the £38.4 million projected costs. The gap has been calculated taking into
account expected incremental income and expenditure, as well as applying
appropriate discounting. The proposed subsidy of £28 million reduces the forecast
gap to (NPV) £1.8 million, when discounting is considered. Although the subsidies
are not sufficient to totally reduce the viability gap, TAP’s management has
indicated that they are prepared to invest with this level of subsidies. The
independent report notes that there is a risk that some costs could be higher and
revenues could by lower than forecast, hence the viability gap is more likely to
increase than decrease.

The Assessment states that the Council will track the funding against the costs of
the Projects, paying out funding in arrears only when eligible costs are incurred
and claimed. Furthermore, there will be regular monitoring to ensure progress is
maintained. There will be a requirement to demonstrate value for money has been
properly considered in the purchase of goods, works and services to reduce the
risk of any payments being excessive.

6 See Statutory Guidance paragraphs 3.74 to 3.110 and the SAU Guidance, paragraphs 4.15 to 4.19 for further detail.
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2.28

2.29

2.30

2.31

The Assessment further states that by limiting the Subsidy value in this manner,
the Council is helping to demonstrate that the proposed Subsidy is proportionate
to what is necessary to unlock the Projects, but also less likely to create distortions
which extend beyond the particular market.

In our view the Assessment clearly explains and presents appropriate evidence
that the Subsidy is proportionate and limited to the minimum necessary to achieve
the policy objective. However, it should explain what potential options are available
should the viability gap be larger than forecast and the difference between the
viability gap and the Subsidy is greater than the amount TAP management are
willing to fund (e.g. would more public funding be required?). It could be improved
by making better use in the Assessment of information contained in some of the
appendices, for example, regarding the assessment of costs, procurement
processes, monitoring processes and processes for obtaining value for money.

Design of subsidy to minimise negative effects on competition and
investment

The Assessment notes several aspects of the Subsidy design that are relevant to
minimising its negative effects on competition and investment:

(a) for all of the projects, except the Artist’'s Hub, the proposed Subsidy will be
allocated to construction costs and will be paid out over the construction
period,'” with appropriate monitoring and evaluation to be carried by the
Council;

(b) viability appraisals have been produced to ensure that the Subsidy is ring-
fenced to close the viability gap and support TAP's continued charitable
work, rather than inflating profits; and

(c) the Council intends that the grant funding agreement will contain a
mechanism whereby profit which exceeds forecasts by 15%, would be
potentially recoverable and in the event of a much greater return than
expected arising, then the Council will have the right to recover 50% of the
uplift.

In our view the Assessment clearly explains how several aspects of the subsidy
design will work to minimise the negative effects of the proposed Subsidy on
competition and investment It could more clearly set out why a potentially wider
set of beneficiaries were not considered for projects funded by the Subsidy which
could potentially be separable and run by parties other than TAP (e.g. the car
parks and hotels).

7 For the Artist's Hub a one off £600,000 revenue grant will be provided to cover staff and event costs with the aim of
creating three events per annum which will increase footfall into the town centre.

11



Assessment of effects on competition or investment

2.32

2.33

2.34

The Assessment states that the Council commissioned a Report to assess the
potential distortive market effects of the Subsidy on competition and/or investment
in the relevant market(s). The Assessment sets out that:

(a) with regards to the hotel market, there are 21 hotels within a 20 min drive of
Bishop Auckland with 724 rooms and no hotel currently operating within
Bishop Auckland. The refurbished Hotels will increase capacity, but overall
capacity within this wider catchment area is insufficient to meet overnight
forecast demand of 3000 beds.

(b) with regards to visitor attractions any impacts are considered to likely
predominantly affect the relatively local market given travelling distance is
typically a significant factor in the decision making of prospective consumers.
Only a very small number of directly compatible attractions were identified,
and these are located a significant distance away from Bishop Auckland.

(c) with regard to the car parks the subsidy will create over 4,400 spaces within
Bishop Auckland and the surrounding area, compared to the current town
centre car park total of 3,312 car parking spaces. Car parking has been
considered a problem within the town for some time, but some rival car park
operators are likely to be impacted (particularly with the town centre sites).

The Assessment notes that the Council has identified the main markets impacted
and the likely distortion. In each case it is accepted that there may be short term
market distortion from the Project funded by the Subsidy, but that these projects
align closely with the policy objectives of attracting more visitors to Bishop
Auckland and bolstering the local economy. The increase in footfall and vibrancy
in the area as a result of the interventions is expected to attract more visitors and
economic actors, thereby benefitting business in the area in the long run.

In our view, the Assessment clearly considers and evidences the effect of the
Subsidy on competition and investment.

Step 4: Carrying out the balancing exercise

2.35

2.36

Public authorities should establish that the benefits of the subsidy (in relation to
the specific policy objective) outweigh its negative effects, in particular negative
effects on competition or investment within the United Kingdom and on
international trade or investment.

The Assessment explains that the intervention is intended to address long-
standing economic and social disadvantage which gives rise to equity concerns.
The subsidy is therefore designed to support a series of projects intended to
support tourist infrastructure, increase the number of visitors to the area and

12



bolster the local economy. This will support new jobs and economic activity in and
around Bishop Auckland.

2.37 The Assessment quantifies and lists expected benefits in line with the policy
objective such as a 20% boost to County Durham visitor economy, the attraction of
significant additional private sector investment, the creation of 3,750 jobs and
provision of additional SME business space.

2.38  Building on analysis presented under Principles B and F the Council identifies
potential negative impacts from the subsidy linked to the competitive impact on
other businesses that provide hospitality and infrastructure such as hotels and car
parks in the region. However, the Council conclude that the risk that the proposed
projects may distract from other regional businesses is outweighed by the
beneficial effects that enhanced infrastructure, increased employment and
economic activity will have in pursuit of the policy objectives described under Step
1.

2.39 Inour view, the Assessment clearly sets out the positive effects of the Subsidy in
relation to the policy objective, as well as describing potential negative impacts in
line with the requirement to undertake a balancing exercise as outlined in the
Statutory Guidance. The Assessment also provides evidence to support its
consideration of the outlined benefits and negative effects.

2.40 However, in presenting the beneficial effects the Statutory Guidance advises that
only those benefits that relate directly to the policy objective identified in Step 1
should be taken into account for the purposes of the balancing exercise, rather
than wider potential benefits that do not relate to a market failure or equity
rationale'®. For example, the Council could consider further whether it is
appropriate to include the building of new homes as a benefit of the proposed
Subsidy, and if not, should exclude this from the balancing exercise.

Other Requirements of the Act

2.41 Durham County Council confirmed that no other requirements or prohibitions set
out in Chapter 2 of Part 2 of the Act applies to the subsidy.

28 March 2025

8 See Statutory Guidance (para 3.114, page 53)
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