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PUBLIC AUDIT COMMITTEE

 
AGENDA

 
4th Meeting, 2016 (Session 5)

 
Thursday 29 September 2016

 
The Committee will meet at 9.00 am in the James Clerk Maxwell Room (CR4).
 
1. Decision on taking business in private: The Committee will decide whether to

take items 4 and 5 in private.
 
2. Section 23 report - Supporting Scotland's economic growth: The

Committee will take evidence on the Auditor General for Scotland report entitled
"Supporting Scotland's  economic growth:  The role of  the Scottish Government
and its economic development agencies" from —

 
Fraser McKinlay, Director of Performance Audit and Best Value, Antony
Clark, Assistant Director, Gemma Diamond, Senior Manager, and Gill
Miller, Audit Manager, Audit Scotland.
 

3. Section 23 report - Common Agricultural Policy Futures programme: An
update The Committee will take evidence on the Auditor General for Scotland's
report  entitled  "Common  Agricultural  Policy  Futures  programme:  An  update"
from —

 
Liz Ditchburn, Director-General Economy, Jonathan Pryce, Director for
Agriculture, Food and Rural Communities, and Mike Neilson, Director of
Digital, Scottish Government.
 

4. Section 23 report - Supporting Scotland's economic growth: The
Committee  will  consider  the  evidence  received  at  agenda  item  2  and  take
evidence from —

 
Fraser McKinlay, Director of Performance Audit and Best Value, Antony
Clark, Assistant Director, Gemma Diamond, Senior Manager, and Gill
Miller, Audit Manager, Audit Scotland.
 

5. Section 23 report - Common Agricultural Policy Futures programme: An
update The  Committee  will  consider  the  evidence  received  at  agenda  item  3
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Audit Scotland is a statutory body set up in April 2000 under the Public 
Finance and Accountability (Scotland) Act 2000. We help the Auditor General 
for Scotland and the Accounts Commission check that organisations 
spending public money use it properly, efficiently and effectively.

Auditor General for Scotland
The Auditor General’s role is to:

• appoint auditors to Scotland’s central government and NHS bodies

• examine how public bodies spend public money

• help them to manage their finances to the highest standards 

• check whether they achieve value for money. 

The Auditor General is independent and reports to the Scottish Parliament on 
the performance of:

• directorates of the Scottish Government  

• government agencies, eg the Scottish Prison Service,  
Historic Environment Scotland 

• NHS bodies

• further education colleges 

• Scottish Water 

• NDPBs and others, eg Scottish Police Authority, Scottish Fire and  
Rescue Service.

You can find out more about the work of the Auditor General on our website: 
www.audit-scotland.gov.uk/about/ags 
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Key facts

Value of Scotland's 
economy in 2015

£142
billion

Reduction in Scottish 
Enterprise and HIE's 
combined spending 
between 2008/09 and 
2014/15

12
per cent

Scottish 
Enterprise 
and 
Highlands 
and Islands 
Enterprise 
(HIE) 
spending in 
2014/15

£398
million

Planned inward 
investment as a result 
of international 
projects in 2014/15*

£433
million

Approximate 
number of 
businesses 
in Scottish 
Enterprise and 
HIE's account 
management 
portfolio*

2,800

Approximate number 
of businesses Scottish 
Enterprise and HIE 
support annually

11,200

Notes:*  
1. w ww.scottish-enterprise-presscentre.com/Press-releases/First-minister-announces-record-year-for-inward-investment-78a.aspx
2. A ccount management numbers change continually, information is correct as at April 2016 
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the enterprise 
bodies are 
performing 
well but the 
Scottish 
Government 
needs a 
clearer plan 
for delivering 
its economic 
strategy

Summary

Key messages

1 Since 2007 the Scottish Government has had a clear, overall purpose 
to create a more successful country, through increasing sustainable 
economic growth. Supporting economic growth is complex. Many 
factors influence the economy and most are outside the control of the 
public sector. A range of partners and partnerships are involved. The 
public sector’s role is to create the conditions that encourage business 
growth, stimulate demand for goods and services and increase the 
economic participation of individuals. Five central government bodies 
are directly involved in this activity – Scottish Enterprise, Highlands and 
Islands Enterprise (HIE), VisitScotland, the Scottish Funding Council 
and Skills Development Scotland (the Strategic Forum partners). Of 
these, Scottish Enterprise and HIE have a specific remit to support 
economic growth across Scotland.

2 Scotland’s economy was valued at around £142 billion in 2015. In 
2014/15, Scottish Government funding for the Strategic Forum partners 
totalled £2.2 billion. All public sector spending contributes in some way 
to supporting growth, for example, spending on education, housing, 
health, transport and agriculture. As there is no agreed definition of 
economic development activity it is not possible to identify total public 
sector spending that directly supports economic growth. 

3 The Scottish Government's economic strategy sets out its priorities 
and overall approach to support sustainable economic growth.  It 
is a broad, high-level strategy and does not set out in detail how 
underpinning policies and initiatives will be implemented. Although 
the Scottish Government sets the strategic direction for the enterprise 
bodies, their specific functions and responsibilities are not set out in 
the economic strategy. The economic strategy states that progress 
will be measured through the National Performance Framework 
(NPF). The NPF measures progress towards economic targets and 
outcomes but it does not measure the contribution of policies and 
initiatives to delivering these outcomes. The Scottish Government has 
refreshed its economic strategy twice since 2007 and has developed 
and refreshed underpinning plans and policies. But it has not collated 
progress against these, or the contribution made by individual public 
bodies, to form an overall assessment of progress against the priorities 
in its previous economic strategies. Doing so will allow the Scottish 
Government to ensure that its economic strategy remains relevant and 
fit for purpose.
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4 In 2014/15, Scottish Enterprise and HIE’s spending totalled £398 million. 
Their combined spending has decreased by 12 per cent, in real terms, 
since 2008/09. The enterprise bodies carry out similar types of activity, 
including supporting businesses, sectors and infrastructure projects, and 
influencing economic development decisions. HIE’s distinct geography 
and additional remit to support communities means that its customers 
and rationale for its support can differ to that of Scottish Enterprise. 
Both bodies have clear, evidence-based strategies to prioritise their 
spending and activities. They have to take informed risks when deciding 
which organisations and activities to support. Good governance and 
accountability arrangements are in place to help inform their spending 
decisions and manage risks. 

5 Scottish Enterprise and HIE have performed well against their agreed 
performance measures but it is not possible to accurately measure 
their contribution to the NPF. Measuring the impact of economic 
development activity is difficult but Scottish Enterprise and HIE 
perform a range of evaluation work to help demonstrate and improve 
their impact. We found good examples of the enterprise bodies 
working well with partners to achieve a positive impact, such as 
creating jobs and increasing businesses’ turnover. 

6 The full range of public sector support for businesses is not known 
which creates a risk of duplication and inefficiency. Public sector 
support is not well understood by businesses and there is scope 
to simplify arrangements and clarify roles and responsibilities. The 
landscape for supporting economic growth is changing and becoming 
more complicated, including reducing budgets, new financial powers 
for Scotland, the increasing prioritisation of ‘inclusive growth’, 
the creation of City Region Deals and the potential Islands Deal. 
It is therefore important that, as part of its review of its economic 
development and skills agencies, the Scottish Government considers 
how the enterprise bodies can best support the delivery of the 
economic strategy.  
 

Recommendations

The Scottish Government should work with the main partners involved 
in supporting economic growth to:

• strengthen its approach to developing, delivering and monitoring the 
economic strategy by:

– developing clear targets, timescales and actions for different 
aspects of the strategy and setting out specific responsibilities for 
public sector bodies 

– monitoring and reporting progress against the targets and actions

– summarising how evidence, including stakeholder consultation, is 
used to develop future strategies and making this publicly available

– routinely reviewing the economic strategy to ensure it remains 
relevant and fit for purpose 
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• estimate total spending on the four strategic priorities, by the  
main partners involved, to determine whether funding is being 
targeted appropriately

• assess the impact of public sector support for the growth and other 
key sectors to help determine the most appropriate focus for public 
sector support.

The Scottish Government, Scottish Enterprise and HIE should:

• in the context of the changing economic development landscape 
and as part of the Scottish Government’s review of the economic 
development and skills agencies, consider how the enterprise bodies, 
taking into account their respective strengths and expertise, can best 
support the delivery of the economic strategy

• agree common performance measures, where appropriate, that are 
clearly aligned to the NPF. This will allow the Scottish Government to:

– compare the enterprise bodies’ performance 

– measure their individual and joint contribution to NPF targets 

• regularly review whether their support, for example, to individual 
businesses or involvement in task forces, continues to add value. This 
should include reviewing the opportunity cost of continuing support 
in each case.

The Scottish Government should work with relevant partners to:

• identify the full range of public sector support for businesses to 
identify duplication and potential gaps and to ensure that public 
sector support complements private sector support

• clarify roles and responsibilities and consider how to raise 
businesses’ and communities’ awareness of the full range of 
available support

• review the remits and memberships of the various economic 
partnerships and groups that exist to help improve participation of 
the business sector in these groups, where appropriate.

Background

1. A strong, sustainable economy is important for a successful Scotland. A 
buoyant economy creates employment opportunities. This increases people’s 
wealth, leads to higher spending and stimulates demand for goods and services. 
This in turn means that businesses need to produce more, creating further 
employment opportunities. Increased individual and business wealth also creates 
more money for public services, such as healthcare and education, all of which 
lead to a higher quality of life for the people of Scotland.
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2. Since 2007 the Scottish Government’s overall purpose has been ‘to create a 
more successful country, with opportunities for all of Scotland to flourish, through 
increasing sustainable economic growth’. Its economic strategy sets out its priorities 
and broad approach to help achieve this.1 Progress towards the Scottish Government’s 
overall purpose is measured through targets, outcomes and indicators in its National 
Performance Framework (NPF).2 Many factors influence Scotland’s economy, most of 
which are outside the public sector’s control, such as global economic performance. 
The private sector is the main source of economic growth. The public sector’s role 
is to address gaps in private sector activity, create the conditions that encourage 
business growth, stimulate demand for goods and services, and increase the 
economic participation of individuals and communities. 

3. Scottish Enterprise and Highlands and Islands Enterprise (HIE) are Scotland’s 
national economic development agencies and have lead roles in supporting the 
achievement of the Scottish Government’s purpose. Many other public sector 
bodies also support economic growth through activities such as: education; 
employment, skills and training programmes; support for businesses; tourism; 
regeneration; agriculture; and transport projects. It is not possible to accurately 
identify how much the public sector spends on directly supporting economic 
growth. In 2014/15, Scottish Government funding for the Strategic Forum 
partners totalled £2.2 billion. Of this, £276 million (13 per cent) was for Scottish 
Enterprise and HIE.

4. Economic growth is commonly measured by the increase in Gross Domestic 
Product (GDP) every quarter. GDP is the total value of goods and services 
produced by all sectors of the economy. The latest quarterly figures show that 
GDP for Scotland grew by 0.2 per cent between September and December 
2015.3 Although GDP is now 3.2 per cent higher than pre-recession levels, 
economic growth in Scotland has been slower than the rest of the UK. Annual 
figures show that Scotland’s economy has grown by 6.8 per cent since 2012 
compared to 8.8 per cent for the whole of the UK.4 In the 12 months to 
December 2015, Scottish GDP was valued at £142 billion. Exhibit 1 (page 9) 
sets out some facts about Scotland’s economy.

5. The context for supporting Scotland’s economic growth has changed a number 
of times since devolution. For example, in 2008 Scotland’s economy moved from 
a period of sustained growth into the deepest and most prolonged recession for 
over 30 years and since 2012 it has been growing again. Individual sectors of 
the economy will grow and face challenges at different times. This means that 
supporting the economy requires a combination of long-term plans and shorter-
term measures that respond to immediate threats or unforeseen events.

6. Scotland’s new financial powers created through the Scotland Acts 2012 and 2016 
will mean that Scotland has more levers to influence its economy, for example:

• new tax-raising powers, including income tax, VAT and air passenger duty, 
will give Scotland more control over how its income is generated. It will 
mean that over half the public money spent in Scotland will be raised in 
Scotland. Tax-raising decisions also influence individuals' and businesses’ 
spending decisions and their contribution to economic growth

• new revenue and capital borrowing powers will give Scotland more control 
of its cash flows and investment decisions
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Exhibit 1
Scotland's economy 

EUUSA

are  SMEs

£142 billion
GDPin 2015 5.4 M

ill
io

n

Population

Construction
GDP per person = £26,479

Main sectors

Productivity
 

£30.23 output per hour 
compared to £30.97 for the UK

Employment rate

99.6%

 

Food & drink
is the largest
exporting sector

International exports value = £24.3bn 

74%

 Services

10%

Manufacturing

8%

Construction

168,285

Scotland, of which

growth in the 
last two years

businesses in

locations 

33%

73.2 per cent, compared to
74.2 per cent for the UK

Main   
export

Fastest growing sector

Note: Small and medium sized enterprises (SMEs) are defined as those with less than 250 employees.

Source: Scottish Government – GDP, Productivity, Exports value, Exports destination; Scottish Enterprise – Inward 
investment; Office for National Statistics – Businesses, Employment; National Records of Scotland – Population

5
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• Scotland will have more influence over welfare spending and  
employability support. 

7. These changes mean that the performance of Scotland’s economy, including 
employment rates and salary levels, will have more impact on Scotland’s public 
finances than before. It is therefore important that public sector economic growth 
activity and funding are targeted where they will have the greatest impact on 
sustainable and inclusive economic growth.

About the audit

8. Our audit reviewed how the Scottish Government’s economic strategy is 
developed and delivered. Scottish Enterprise and HIE (the enterprise bodies) 
have a specific remit to support economic growth. We focused our audit on the 
enterprise bodies’ roles in supporting the delivery of the Scottish Government’s 
economic strategy and priorities. Specifically we reviewed how they:

• work with the Scottish Government to determine their individual priorities 

• prioritise and make decisions on their spending and activity 

• work with partners to support economic growth

• measure the impact of their activity.

9. We considered the wider economic development landscape in which the Scottish 
Government and enterprise bodies operate. We did not assess the performance of 
other bodies involved in supporting economic growth, such as the Scottish Funding 
Council, Skills Development Scotland, VisitScotland and councils. 

10. This report has three parts:

• Part 1 provides an overview of economic development in Scotland, 
including the bodies involved, activities they undertake and how much  
they spend.

• Part 2 focuses on Scottish Enterprise’s and HIE’s roles in supporting 
economic growth.

• Part 3 considers the impact of the enterprise bodies’ activity. 

11. Appendix 1 lists members of our advisory group who provided help and 
advice throughout the audit. Our online methodology supplement sets out 
the details of our evidence base, which includes desk research, data analysis 
and interviews with the Scottish Government, Scottish Enterprise and HIE. We 
also spoke to some of the partners they work with and the businesses and 
communities that they support.

12. We reviewed the following seven case studies to help inform our judgements 
in this report. We have published an online case study supplement which sets 
out details of each of these, including spending, support provided and impact.

PA/S5/16/4/1
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Scottish Enterprise

• Amazon – to review its support to an individual business, in particular the 
arrangements for Regional Selective Assistance (RSA) funding. 

• Dundee Waterfront – to review its involvement in a major regeneration project. 

• Food and Drink – to review its approach to supporting sectors.

HIE

• Harris Tweed – to review its support to individual businesses and fragile areas. 

• Inverness campus – to review its support for a major infrastructure project.

• Energy sector – to review its approach to supporting sectors.

Joint support

• Scottish Investment Bank – to review co-investment with the  
private sector. 

PA/S5/16/4/1
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supporting 
economic 
growth is 
complex 
due to the 
number 
of factors, 
partners and 
partnerships 
involved

Part 1
Public sector support for economic growth

Key messages 

1 Since 2007 the Scottish Government has had a clear, overall purpose 
to create a more successful country, through increasing sustainable 
economic growth. Many factors influence economic growth, most of 
which are outside the control of the public sector. The public sector’s 
role includes addressing gaps in private sector activity, encouraging 
business growth and increasing the economic participation of 
individuals and communities. Five central government bodies are 
directly involved in this activity – Scottish Enterprise, HIE, VisitScotland, 
the Scottish Funding Council and Skills Development Scotland (the 
Strategic Forum partners). Of these, Scottish Enterprise and HIE have a 
specific remit to support economic growth. 

2 In 2014/15, Scottish Government funding for the Strategic Forum 
partners totalled £2.2 billion. All public sector spending contributes in 
some way to supporting Scotland’s economy, for example, spending 
on education, health, housing, transport and agriculture. There is no 
agreed definition of economic development activity and many funding 
sources are involved. This means it is not possible to identify total 
public sector spending that directly supports economic growth. 

3 The Scottish Government's economic strategy sets out its priorities 
and overall approach to support sustainable economic growth. It 
is a broad, high-level strategy and does not set out in detail of how 
underpinning policies and initiatives will be implemented. Although 
the Scottish Government sets the strategic direction for the enterprise 
bodies, their specific functions and responsibilities are not set out in 
the economic strategy. The economic strategy states that progress 
will be measured through the National Performance Framework 
(NPF). The NPF measures progress towards economic targets and 
outcomes but it does not measure the contribution of policies and 
initiatives to delivering these outcomes. The Scottish Government has 
refreshed its economic strategy twice since 2007 and has developed 
and refreshed underpinning plans and policies. But it has not collated 
progress against these, or the contribution made by individual public 
bodies, to form an overall assessment of progress against the priorities 
in its previous economic strategies. Doing so will allow the Scottish 
Government to ensure that its economic strategy remains relevant  
and fit for purpose.

4 The full range of public sector support for businesses is not known 
which creates a risk of duplication and inefficiency. Public sector support 
is not well understood by businesses and there is scope to simplify 
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arrangements and clarify roles and responsibilities. Various partnerships 
and groups exist to plan and coordinate activity and these could be 
streamlined. The arrangements for supporting economic growth are 
changing and becoming more complicated, including new financial 
powers, the increasing prioritisation of ‘inclusive growth’, and the creation 
of City Region Deals. It is therefore important that, as part of its review of 
its economic development and skills agencies, the Scottish Government 
considers how the enterprise bodies and other relevant partners can best 
support the delivery of its economic strategy.

Supporting economic growth is complex 

13. Many factors influence the performance of the economy, most of which 
are outside the control of the public sector. Scotland has an open economy, 
which means it is heavily influenced by global economic performance, including 
exchange rates, interest rates, commodity prices and worldwide political 
decisions. Other factors include consumer and business confidence and access 
to finance. The challenge for the public sector is to help create the conditions 
that stimulate employment opportunities, encourage business growth, 
entrepreneurship and innovation, and create demand for Scottish products. The 
public sector also has a role in encouraging individuals to live, learn and work in 
Scotland, all of which contribute to economic growth.

The Scottish Government’s top priority is to increase sustainable 
economic growth

14. Helping to grow the economy is the Scottish Government’s top priority. Since 
2007 it has had a clear, overall purpose ‘to create a more successful country, 
with opportunities for all of Scotland to flourish, through increasing sustainable 
economic growth’. Its economic strategies (published in 2007, 2011 and 2015) set 
out the priorities and broad approach to help achieve this purpose. 

15. The priorities in the Scottish Government’s first two economic strategies focused 
on improving learning, skills and wellbeing; supporting businesses; infrastructure 
development; effective government; and equity. The only change to its priorities 
between 2007 and 2011 was adding a low carbon economy priority in 2011. This 
emphasised the government’s renewable energy ambitions and was backed by a 
large amount of funding and activity. For example, it launched a £70 million National 
Renewable Investment Fund to support offshore wind development.

16. The 2015 economic strategy set out four new priorities (the four Is): 

• Investment – in people, infrastructure and assets.

• Innovation – by encouraging research and development activity  
and entrepreneurship.

• Internationalisation – by helping businesses to export and expand into 
new markets and encouraging inward investment.

• Inclusive growth – through building a labour market with sustainable and 
well-paid jobs and removing barriers to employment.

PA/S5/16/4/1
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17. Fairness and equity have been consistent themes in each of the Scottish 
Government’s economic strategies and HIE has had a long-standing remit to 
support community and social development. However introducing ‘inclusive 
growth’ as a priority is a significant change to the public sector’s approach to 
supporting economic growth. 

18. The 2007 strategy identified growth sectors of the economy on which to 
prioritise, although not exclusively focus, public sector support. These are industry 
sectors where Scotland is considered to have a comparative advantage or the 
potential to maximise future growth opportunities. The six sectors identified in 
2007 were: Creative Industries; Energy; Financial and Business Services; Food 
and Drink; Life Sciences; and Sustainable Tourism. A seventh growth sector, 
Universities, was added in the 2011 strategy. No changes were made to the 
growth sectors in 2015.

19. The Scottish Government expects all public sector bodies to align their 
priorities and activities to the economic strategy. In particular it expects them to 
consider how they will contribute to achieving the four Is. Public bodies are also 
required to set out in their corporate and business plans how they will contribute 
to targets in the National Performance Framework (NPF).6 We discuss the NPF in 
more detail in Part 3. 

A range of evidence underpins the economic strategy but it is not clear 
how the Scottish Government uses this to determine its priorities 
20. The Office of the Chief Economic Adviser within the Scottish Government is 
responsible for developing the economic strategy. Economic strategies have been 
developed through a combination of:

• analysing macro-economic data, such as labour market information, GDP 
and inflation 

• analysing Scotland’s economic strengths, opportunities and challenges 

• reviewing academic theory on how to develop an economy

• considering the Scottish Government’s wider objectives and priorities

• consulting with a range of public and private sector bodies. 

21. The Scottish Government has not clearly set out how it uses this evidence 
to determine its priorities or growth sectors. For example, although international 
evidence shows a link between reducing inequality and economic growth, the 
Scottish Government is still building its evidence base to support its inclusive 
growth priority and how this applies to Scotland. It is also not clear the extent to 
which stakeholder feedback influenced the strategy. Some stakeholders reported 
that the consultation period was very late in the development of the strategy and 
that priorities had already been decided. 

22. By publishing information on how its future economic strategies are 
developed and how its priorities are determined, the Scottish Government will 
allow stakeholders to better understand its interpretation of the evidence base, 
including their feedback, and how this applies to Scotland. 
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The Scottish Government has not carried out an overall assessment of its 
strategy to support economic growth
23. The economic strategy sets out the Scottish Government’s priorities and 
high-level policy approach to support economic growth. The Scottish Government 
has not set out how the strategy, or underpinning policies, will be implemented. 
For example it does not have an action plan setting out clear targets or 
timescales. The Scottish Government communicates responsibilities to individual 
public bodies, for example, through annual Ministerial guidance letters to Strategic 
Forum partners. But the Scottish Government does not set out how public 
bodies contribute to the delivery of the strategy. Lack of information on how the 
strategy will be implemented makes it difficult for the Scottish Government to 
monitor progress.

24. The economic strategy states that progress will be monitored through the 
various targets and indicators in the NPF. The NPF is a comprehensive tool for 
measuring progress against economic growth targets and outcomes. But it does 
not provide an assessment of whether the actions and priorities in the economic 
strategy are making a difference to these outcomes. 

25. A number of strategies and policies, such as trade and investment, innovation, 
and infrastructure, support the delivery of the economic strategy.7, 8, 9 The 
Scottish Government has not collated progress against underpinning plans and 
policies, or the contribution of individual partners, to form an overall assessment 
of progress against the priorities and actions in the economic strategy. It is 
therefore not clear which aspects of the economic strategy are contributing most 
and least effectively to supporting economic growth.

26. Although the Scottish Government has refreshed its economic strategy twice 
since 2007, the 2015 strategy does not set out progress against the Scottish 
Government’s original economic priorities, which have now been replaced, or 
provide an assessment of support to the growth and other sectors. The Scottish 
Government has a long-term commitment to support the growth sectors in 
recognition that benefits are achieved from a sustained period of support. 
However, the growth sectors have been prioritised for over nine years and the 
Scottish Government has not carried out an overall assessment of what has been 
achieved as a result of this support. Doing so will help the Scottish Government 
to assess whether they are still the most relevant sectors on which to focus 
public sector support. 

27. We reviewed other countries’ approaches to supporting economic growth. 
We consider the following elements of Northern Ireland’s approach to developing 
and monitoring progress against its economic strategy to be good practice:10

• Publishing details of how its strategy was developed, including the 
evidence base and consultation process.

• Developing and publishing an annual action plan to support the strategy, 
setting out timescales and the public sector bodies that are responsible for 
the actions.

• Regularly reviewing progress and publishing annual monitoring reports on 
the action plans and the economic strategy.
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A number of bodies and partnerships are involved in supporting 
economic growth

The public sector works with private and third sector partners to plan and 
deliver economic growth support
28. The Scottish Government sets the overall strategy to support economic 
growth. It also sets a number of underpinning policies, for example on taxation, 
planning and higher education. All Scottish public bodies contribute, directly and 
indirectly, to Scotland’s economic growth through a wide range of activities. 
These include skills and training programmes; support for businesses; education; 
tourism; regeneration; transport projects; and keeping people healthy to ensure 
they can participate in education and work. The UK Government also influences 
Scotland’s economic growth through reserved policies on, for example, most 
business taxes, financial regulation, energy, competition and immigration.

29. The Scottish Government considers five public sector bodies in particular to 
be responsible for helping achieve its economic priorities:

• Scottish Enterprise and HIE are the Scottish Government’s principal 
economic development agencies. We review their roles in Part 2. 

• Skills Development Scotland (SDS) provides support and training 
programmes for individuals and businesses, including apprenticeships and 
redundancy advice.

• The Scottish Funding Council (SFC) funds teaching, research and 
other activities in Scotland’s further and higher education institutions. It 
also contributes to innovation by encouraging and funding collaboration 
between universities and businesses. 

• VisitScotland helps to maximise the economic benefits of tourism by 
marketing Scotland to individuals and businesses and organising events to 
promote Scotland as a place to live, work, visit and learn.

30. These bodies are known as Strategic Forum partners. The Strategic Forum 
was formed in 2008 and was chaired by the former Cabinet Secretary for 
Finance, Employment and Sustainable Growth. Its role is to encourage closer 
working and collaboration between the five bodies and the Scottish Government. 
No details of the Strategic Forum are publicly available, including its remit, how 
often it meets and what it discusses. There are also no details of the impact it 
has had on collaborative working.

31. Councils also have a crucial economic growth role. Councils are responsible 
for local economic development and regeneration, including planning and 
licensing, education and local transport projects. They also deliver the Business 
Gateway service, which provides advice and information for individuals thinking of 
starting or expanding their business. 

32. The public sector works alongside private and third sector partners, for 
example business representative groups, Industry Leadership Groups, community 
groups and social enterprises, to plan and deliver economic development activity. 
Importantly, public bodies work with businesses, communities and individuals 
who are at the forefront of economic growth. Exhibit 2 (page 17) sets out 
some of the main bodies involved in supporting economic growth.

Industry 
Leadership 
Groups are 
membership 
organisations 
comprising 
individual 
businesses, 
sector 
representative 
groups and 
unions.

Social enterprises 
typically reinvest 
any profit or 
surplus for 
social and 
environmental 
purposes.
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A high number of economic partnerships and groups are in place and there 
is scope for these to be streamlined 
33. There are many benefits of public bodies working together, along with private and 
third sector partners, to help plan and coordinate activity. Doing so, for example:

• helps to clarify roles and responsibilities

• raises awareness of current activities and projects

• identifies which body is best placed to provide support

• helps to identify any duplication or gaps in support.

34. A number of working groups and forums are in place to help coordinate activity 
and to collaborate with businesses. These exist at a national, regional and local level. 
Groups also exist on a sectoral and thematic (for example, innovation) basis. We 
found that their purpose, memberships, roles and remits were not always clear and 
in some cases there was no end date for the group. Importantly, business sector 
representatives told us that the high number of groups in place limits their attendance 
and the contribution they can make. There is scope for the number of groups to be 
streamlined to improve partnership working with businesses.

Exhibit 2
Bodies involved in helping Scotland's economy to grow
Public bodies work with a range of private and third sectors bodies.

Strategic Forum partners Private sector

• Highlands and Islands Enterprise

• Scottish Enterprise

• Scottish Funding Council

• Scottish Government

• Skills Development Scotland

• VisitScotland

• Banks

• Businesses

• Business representative groups

• Industry Leadership Groups

• Investors

• Key transport bodies, eg ferries  
and airports

Other public sector Third sector

• Colleges and universities

• Councils and Business Gateway

• European Union

• Transport Scotland

• UK Government

• UK Trade and Investment

• Charities

• Community groups

• Cooperatives

• Social enterprises

Source: Audit Scotland
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The full range of public sector support is not known and is not well 
understood by businesses
35. It is difficult to identify the full range of public sector economic growth support that 
is available due to the number of different bodies involved at a local, regional, Scottish 
and UK level. In addition, some forms of support are provided on a one-off or a short-
term basis to respond to specific circumstances or policies.

36. Scottish Enterprise, HIE and councils attempted to identify the public sector 
support that was available for businesses to pinpoint any duplication or gaps. 
They did not complete this exercise due to the complexity of all the bodies and 
initiatives involved. Without full information on the range of public sector support 
available, it is not possible to identify gaps, potential inefficiencies or whether 
support is being targeted effectively. 

37. Some businesses said they were not always clear what public sector support 
was available or which body provided it. Businesses that have a relationship with 
the enterprise bodies are clearer on available support. Some businesses told  
us that:

• similar forms of support appeared to be offered by different bodies

• the public sector could sometimes be in competition with the private 
sector to offer support

• there was potential duplication of public sector support. 

38. The enterprise bodies have improved their websites to clarify what forms of 
support are available and who is eligible. The Scottish Government’s mygov.scot 
website provides details of all public services in Scotland. This includes a section 
for businesses with advice on, for example, funding, start-ups and exporting. 
It includes links to bodies’ websites, including the enterprise bodies, Business 
Gateway and Scottish Development International (SDI). These websites are only 
useful if businesses are aware that they exist and they are easy to understand.

It is difficult to identify total public sector spending on directly 
supporting economic growth 

39. All public bodies’ spending supports economic growth in some way, both 
directly and indirectly. There is no agreed definition of economic development 
activity which means that total public sector spending on direct support for 
economic growth is unknown. We estimate, through analysing data from 
the Government Expenditure and Revenue Scotland (GERS) publication, that 
in 2014/15 around £12 billion of public sector spending supported economic 
growth (Exhibit 3, page 19). Around £800 million of spending is on the 
GERS category ‘enterprise and economic development’. This includes Scottish 
Government ‘grant-in-aid’ funding to Scottish Enterprise, HIE and VisitScotland, 
and spending by councils on economic development. The largest proportion (£7.7 
billion) is spending on education, including schools, colleges and universities. 
Spending on education supports a number of the Scottish Government’s priorities 
and the primary purpose of education is not economic growth. However, 
education plays a vital role in equipping individuals with the skills, knowledge and 
experience to participate in the workplace. 

GERS is a 
National 
Statistics 
publication. It 
estimates the 
total annual 
public sector 
revenue and 
expenditure in 
Scotland and 
sorts this into 16 
categories.
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40. In 2014/15, grant-in-aid funding for the Strategic Forum partners totalled 
£2.2 billion. Grant-in-aid funding for the enterprise bodies was £276 million, which 
is around two per cent of the public sector spending that we estimate supports 
economic growth. This demonstrates the small input that, in monetary terms, the 
enterprise bodies have to supporting economic growth. We review details of the 
enterprise bodies’ income and expenditure in Part 2. 

41. Funding for economic growth comes from several sources including directly 
from the Scottish and UK Governments and the European Union (EU). Using 
GERS figures, we estimate that the UK Government spends around £1.2 billion 
a year on activity that supports Scotland’s economic growth, through funding 
for trade development, transport infrastructure, employment programmes and 
energy projects. Between 2007 and 2013, the EU allocated £493 million for 
programmes in Scotland to strengthen the economy, and improve employment 
and education opportunities.11 The EU has allocated a further €941 million 
(approximately £789 million) for these programmes over the period 2014 to 
2020.12 This is in addition to EU funding within the GERS category ‘Agriculture, 
fisheries and forestry’ which totalled £730 million in 2014/15.

Exhibit 3
Estimated public sector spending on activities that support economic growth, 2014/15
Around £12 billion of annual public spending supports economic growth.

Total spending 

22%

7%

7%

64%

£2.2bn of this is Scottish 
Government funding for the 
five Strategic Forum partners

Transport  £2,592m

Enterprise and economic development  £806m

Agriculture, fisheries and forestry  £881m

Education and training  £7,663m

£2.2bn

£12bn

Scottish Enterprise  £216m

Highlands and Islands Enterprise  £60m

VisitScotland  £52m

Skills Development Scotland  £197m

Scottish Funding Council  £1,661m

£12bn

10%

3%
2%

9%

76%

Note: 'Agriculture, fisheries and forestry' includes funding for the Forestry Commission and European agriculture subsidies. 
'Education and training' includes schools, colleges and universities and funding for SDS and student loans. 'Transport' 
includes rail services, local and trunk roads and airports. 
 
Source: Audit Scotland, from Government Expenditure and Revenue Scotland, 2014-15, Scottish Government, March 2016
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The Scottish Government has not identified total spending on its priorities 
or growth sectors 
42. Total public spending on delivering the Scottish Government’s strategic 
priorities and its growth sectors is not known. From 2015/16, Scottish Enterprise 
will monitor its budgets against the Scottish Government’s priorities, the four Is. 
HIE continues to monitor its budgets against its own priorities. If the enterprise 
bodies and other Strategic Forum partners were to monitor their budgets against 
the strategic priorities this would allow the Scottish Government to identify where 
spending is being targeted.

43. It is difficult to identify how much is spent on each of the Scottish 
Government’s growth sectors. As part of our case study on the energy sector we 
found that the variety of funding sources and complex distribution arrangements 
make it very difficult to estimate total public sector spending. Exhibit 4 sets out 
some of the funding streams that we identified for the renewable energy sector, 
along with the body that is responsible for administering them.

44. Similarly, as part of our food and drink sector case study, stakeholders 
reported that the number of different funding streams and sources made it 
difficult to estimate total public sector spending and that it was unnecessarily 
complex. In April 2015, the Scottish Government asked Scotland Food and Drink, 
the sector’s Industry Leadership Group, to carry out a collaboration review to 
identify how partners could work better to support the sector. The review found 
that funding provision for the sector was not clear and the delivery of funding 
could be more efficient and effective.

Exhibit 4
An example of available funding to support the renewable energy sector
Various bodies provide or administer funding to the sector.

Source: Audit Scotland

• Saltire Prize – currently under 
review

• Low Carbon Infrastructure 
Transition Programme

• Community and Renewable 
Energy Scheme (CARES) – jointly 
with Scottish Government

• Includes the Local Energy 
Innovation Challenge Fund

• National Renewables 
Infrastructure Fund 

• Renewable Energy Investment Fund 
– Scottish Government funded

• WATERS – third funding round 
completed

• Wave Energy Scotland

Scottish Government Local Energy ScotlandScottish Enterprise/HIE

• SME Loans Scheme – Scottish 
Government funded

• Various funding streams• District Heating Loan Fund – 
Scottish Government funded 

Resource Efficient Scotland
Department for Energy 
and Climate ChangeEnergy Saving Trust
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The arrangements for supporting economic growth are changing

45. In addition to new financial powers for Scotland, a number of new policies 
and arrangements have implications for economic growth activity. For example, 
recent government strategies, developments and funding deals indicate that 
economic development is shifting towards regional planning and activity. Six City 
Region Deals are being developed across Scotland covering 22 council areas.13 
They provide city regions with the opportunity to set their own investment 
priorities and, in return, the UK Government and Scottish Government provide 
funding and devolve specific decision making powers to city region partners. As 
at April 2016, three deals had been agreed with £1.8 billion of investment from 
the UK and Scottish Governments.14 Other councils that are not part of City 
Region Deals are considering how they can work together to stimulate economic 
growth. For example, Orkney Islands, Shetland Islands and Western Isles councils 
are discussing a potential Islands Deal with the Scottish Government.

46. The Scottish Government’s inclusive growth priority is also changing the 
public sector’s approach to economic growth. There is potential tension between 
this priority, which aims to increase economic opportunities across all areas of 
Scotland, and:

• the particular focus on urban areas in City Region Deals

• the Scottish Government’s expectations that the enterprise bodies 
prioritise high-growth businesses and sectors.

47. Other changes, including the Community Empowerment (Scotland) Act 2015, 
also have implications for economic growth activity across Scotland. The Act 
allows community bodies across Scotland to take ownership of land and buildings 
giving them more control over their local environment and regeneration. 

48. Some of these new arrangements are further complicating the economic 
development landscape by creating additional partnerships and sources of funding. 
There is also uncertainty following the recent EU referendum, in particular how this 
will impact on funding received from the European Union. The Scottish Government 
needs to consider how all of these changes affect existing economic development 
arrangements and how they might be simplified. 

49. In May 2016, the Scottish Government announced a review of the roles and 
responsibilities of its economic development and skills agencies. It will be led by 
the Economy Minister and will focus on achieving three main aims:

• achieving the government’s ambitions, as set out in the economic strategy 
and the NPF

• ensuring that economic and skills interventions are shaped by users’ needs 

• ensuring that delivery of these interventions reflects best practice. 

The Scottish Government expects to publish the results of the review by  
autumn 2016.
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the enterprise 
bodies spend 
around  
£398 million 
a year on a 
wide range 
of activities 
to support 
businesses 
and 
communities 

Part 2
How Scottish Enterprise and HIE support 
economic growth

Key messages

1 Scottish Enterprise and HIE carry out similar activities to support economic 
growth. Both offer a wide range of financial and non-financial support, 
which prioritises high-growth businesses and sectors. They also invest 
in infrastructure and regeneration projects, and influence economic 
development decisions. HIE’s distinct geography and additional remit 
to support communities means that its customers and rationale for its 
support can differ to that of Scottish Enterprise.

2 Both bodies have clear, evidence-based strategies to prioritise 
spending and activities. Their role includes investing when the private 
sector is unwilling or unable to, which means they often have to take 
informed risks to support economic growth. Good governance and 
accountability arrangements are in place to help them make effective 
investment decisions and manage risk. 

3 In 2014/15, Scottish Enterprise and HIE spent a total of £398 million 
supporting economic growth. Between 2008/09 and 2014/15, their 
combined spending fell by 12 per cent, in real terms, and budgets are 
expected to fall further over the next few years. Despite their budget 
reductions there has been little change in the Scottish Government’s 
expectations in terms of the priorities or number of growth sectors 
they support. It is not possible to compare their spending as they 
categorise expenditure differently.

4 Scottish Enterprise and HIE provide support, often jointly or on behalf 
of each other, alongside the Scottish Government and other public 
and private sector partners. The rationale for their approach to joint 
working could be clearer and there is scope to deliver some activities, 
such as their support to the growth sectors, more efficiently. 

 
Scottish Enterprise and HIE have different rationales for 
supporting economic growth 

50. Scottish Enterprise and HIE are Scotland’s national economic development 
agencies. Their predecessor bodies were created around 50 years ago to 
help address the economic challenges in different parts of Scotland. HIE’s 
predecessor, The Highlands and Islands Development Board (HIDB), was 
established in 1965 to help tackle the challenges and opportunities of the region’s 
distinct geography. The Highlands and Islands area accounts for about half of 
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Scotland’s land mass but just nine per cent of the population, making it one of the 
most sparsely populated regions in Europe. Some of the challenges it faced at 
that time included:

• fragile, remote communities caused by low population density

• poor transport and communication links 

• an ageing and declining population 

• a fragile economy with over-reliance on traditional industries of crofting, 
fishing and farming

• high unemployment and low salaries. 

51. The HIDB had a specific remit to help people improve their economic 
and social conditions and enable the region to participate more effectively in 
Scotland’s economic and social development. Scottish Enterprise’s predecessor, 
the Scottish Development Agency (SDA), was established in 1975 to deal with 
high unemployment caused by the decline in the manufacturing industry. The 
SDA’s remit included industrial development, regeneration, property development 
and business investment.

52. Scottish Enterprise and HIE were established under the Enterprise and New 
Towns (Scotland) Act 1990.15 Their functions were carried out through a network 
of 22 Local Enterprise Companies and their remits were:

• economic development

• social development (HIE only)

• to maintain and enhance skills and capacities and assist individuals to 
become self-employed

• to improve the environment 

• to promote Scotland’s industrial efficiency and international 
competitiveness (Scottish Enterprise only).

53. In 2007, the Scottish Government reviewed enterprise support, which led to 
changes to Scottish Enterprise's and HIE’s responsibilities: 

• Responsibility for local economic development was transferred from the 
enterprise bodies to councils. 

• Their remits were refocused on national and regional economic 
development, prioritising growth sectors and businesses with  
high-growth potential.

• Some of their skills and training functions were transferred to SDS.

• Local Enterprise Companies were abolished.
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54. The 1990 Act stipulates that HIE’s functions apply in the Highlands and 
Islands area only (it has a presence in seven council areas). Scottish Enterprise 
has a statutory duty to undertake economic development for lowlands Scotland 
(covering 27 council areas). The enterprise bodies support local economic 
development activity in their respective council areas through involvement in 
Community Planning Partnerships (CPPs). Scottish Enterprise may operate 
throughout the whole of Scotland if it agrees this with HIE and the Scottish 
Government. Exhibit 5 shows Scottish Enterprise’s and HIE’s areas of operation 
and their current priorities. The enterprise bodies have different priorities that take 
into account their different remits and the different challenges, opportunities and 
economic circumstances of their respective areas. In 2015, Scottish Enterprise 
changed its priorities to match the Scottish Government’s four Is. HIE has 
retained its long-standing priorities but makes links to the Scottish Government’s 
priorities throughout its business plan.

HIE has an additional remit to support community development
55. The difference in the enterprise bodies’ geography, populations and business 
base means that their customers and the rationale for their support differ. The 

Exhibit 5
Scottish Enterprise's and HIE's areas of operation and priorities
The enterprise bodies serve very different populations and business bases.

Population (2015) Number of businesses (2015)

Highlands and Islands Enterprise's 
priorities

• Supporting business and   
 social enterprises

• Strengthening communities 
 and fragile areas

• Developing growth sectors

• Competitive and low 
 carbon region

Scottish Enterprise's priorities

• Internationalisation 

• Investment 

• Innovation 

• Inclusive Growth

472,527
21,260

4,900,473
147,025

Source: Audit Scotland; Scottish Enterprise's and HIE's business/operating plans; National Records of Scotland; Office for 
National Statistics

Scottish 
Enterprise and 
HIE both provide 
support in Argyll 
& Bute Council 
and North 
Ayrshire Council 
areas.
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main difference between their roles is HIE’s additional remit to support social and 
community development. HIE does this through three main areas of activity to meet 
the challenges faced by remote, rural and fragile areas and to strengthen communities:

• Assisting communities to build their capacity and confidence.

• Empowering communities to acquire, manage and exploit community 
assets for community benefit.

• Supporting social enterprises to provide employment and deliver  
local services.

56. We reviewed examples of the support HIE provides to communities as part 
of its social development remit. Case study 1 (page 26) sets out some of the 
ways that HIE supports community and economic development on the Isle  
of Harris.

57. Scottish Enterprise also provides support to rural areas. For example, in 
2014/15 ten per cent of its supported businesses were located in the three most 
rural council areas in lowlands Scotland – Aberdeenshire, Dumfries and Galloway, 
and Scottish Borders.16 It is also a partner on the South of Scotland Alliance, 
with Dumfries and Galloway and Scottish Borders councils, which supports the 
planning and delivery of economic development activity in the south of Scotland.

Both bodies have clear, evidence-based strategies to prioritise 
their activity 

58. Each year Scottish Enterprise and HIE produce business plans setting 
out how they will deliver the Scottish Government’s economic priorities.17, 18 
Developing these plans is a lengthy process involving extensive research  
and consultation. 

59. Each year the Scottish Government informs Scottish Enterprise and HIE of 
its requirements. It also indicates their likely budgets. The enterprise bodies will 
determine how they can deliver the Scottish Government’s requirements, taking 
into account a range of evidence on the challenges and opportunities in their 
respective areas and across Scotland:

• Both bodies have specialist teams, who collate comprehensive evidence 
from sources such as research activity, economic data analysis, 
geographical profiles and evaluations of their activities. 

• Their staff also gather evidence. They include account managers, sector 
specialists and international field staff, who have in-depth knowledge and 
intelligence through their regular contact with businesses, communities  
and sectors.

• Both bodies gather industry views through regional advisory boards, local 
area panels and Industry Leadership Groups. 

60. Scottish Enterprise and HIE present comprehensive information, based on all 
of this evidence, to their boards, who use it to decide their investment strategies 
and priorities. They then draft their business plans and share these with the 
Scottish Government and other Strategic Forum partners. Their business plans 
will be approved when the Scottish Government is satisfied that they will deliver 
its priorities.
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61. Scottish Enterprise and HIE publish their business plans detailing their 
priorities, actions they are going to take and measures they will use to monitor 
progress. Scottish Enterprise publishes a summary of the evidence base that 
underpins its business plan (Case study 2, page 27). We consider this to be 
good practice in terms of transparency and accountability.

Case study 1
An example of how HIE supports community and 
economic development
HIE combines its economic and community development 
powers to support the Isle of Harris 

The Isle of Harris sits within the Outer Hebrides, one of the most sparsely 
populated areas of Scotland. Over the last 50 years the population of 
Harris has decreased by over 40 per cent to fewer than 2,000. Supporting 
sustainable communities in this environment is challenging. Alongside 
its partners, HIE has provided a range of support to help slow and 
reverse the decline in the population: 

• Support for islanders to acquire, manage and develop community-
owned assets, with benefits including improved and affordable 
housing, job creation and income-generating renewable energy 
projects. 

• Developing reclaimed land in 2005 on which a new distillery was 
later built. This created opportunities in both the food and drink 
and tourism sectors, and current and future export potential for gin 
and whisky respectively.

• Assisting the development of a community-led project to establish 
a marina in Tarbert, to help attract more visitors.

• Supporting the Harris Tweed industry through investing in 
businesses and supporting export and skills programmes (see our 
case study supplement for more information).

The 2011 census recorded the first increase in the population of the Outer 
Hebrides in decades and a reduction in the rate of decline for Harris. 
Wider investments by HIE in the Outer Hebrides, including broadband 
projects, have also benefited Harris communities. Other support has 
included the creation of high-quality life sciences jobs at BASF Callanish; 
working with partners to introduce a Road Equivalent Tariff to make ferry 
fares more affordable for businesses and residents; investing in energy 
supply chain infrastructure at Arnish Business Park; and helping North 
Harris Trust to purchase, and identify opportunities for using, the privately 
owned North Harris Estate for economic and community benefit.

Source: Audit Scotland
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Scottish Enterprise and HIE spend around £398 million a year 

62. Scottish Enterprise and HIE spend around £301 million and £97 million each 
year respectively on activities to help the economy to grow. Between 2008/09 
and 2014/15, their combined spending decreased by 12 per cent in real terms, 
that is, allowing for inflation (Exhibit 6, page 28). Scottish Enterprise’s 
spending decreased by 16 per cent in this period and HIE’s spending increased 
by three per cent. HIE’s increase in spending is due to additional Scottish 
Government funding of £20 million in 2013/14 and £23 million in 2014/15 for 
extending superfast broadband provision in the Highlands and Islands area. 
Excluding broadband, HIE’s spending has decreased by 22 per cent, in real terms, 
since 2008/09.

63. The majority of Scottish Enterprise's and HIE’s budget comes from the 
Scottish Government. In 2014/15, Scottish Government funding made up 78 per 
cent of Scottish Enterprise’s income. This includes ring-fenced funding for specific 
purposes, such as the Renewable Energy Infrastructure Fund (REIF) which 
supports renewable energy projects at the testing or commercialisation stage. 
Scottish Government funding represented 86 per cent of HIE’s income. This 
includes Scottish Government ring-fenced funding for HIE’s broadband project. 

64. The remainder of their income is from the services they provide, from property 
and investments, and from EU grants. EU funding was four per cent of Scottish 
Enterprise’s and five per cent of HIE’s 2014/15 income. Their Scottish Government 
funding is adjusted each year to take into account their income from other sources. 
Between 2008/09 and 2014/15 their combined Scottish Government grant-in-
aid (GIA) funding decreased by 20 per cent. Although their 2015/16 GIA funding 
increased by 1.1 per cent in real terms, the Scottish Government’s draft budget for 
2016/17 includes a two per cent real term reduction to their budgets. 

Case study 2
Scottish Enterprise's business plan evidence review

Scottish Enterprise publishes a summary of the evidence base it uses to 
underpin its business plan. The summary details each of its main areas 
of spending and activity. Its 2015-18 document set out its approach to 
delivering its four priorities. Using the ‘Internationalisation’ priority as an 
example, the evidence review sets out:

• why internationalisation is important

• Scotland’s current performance in relation to exports and the need 
to improve

• the challenges and barriers to internationalising businesses

• the impact of international support

• what forms of support will work to help improve impact. 

This allows Scottish Enterprise to build up a detailed understanding of 
what works best in helping Scotland’s businesses and sectors to grow, 
and in attracting investment to Scotland.

Source: Audit Scotland
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65. The reduction in Scottish Government funding includes budget reductions 
as part of the Strategic Forum Partner’s Efficiency Programme. The Scottish 
Government set efficiency savings targets for the Strategic Forum totalling  
£20 million in 2012/13, £25 million in 2013/14 and £40 million in both 2014/15 and 
2015/16. The Scottish Government expects the Strategic Forum to achieve these 
savings through increased collaboration. Each year, the Scottish Government 
allocates individual partners a proportion of the total savings target and deducts 
this from their grant. The extent to which efficiency savings are achieved from 
collaboration is therefore not known.

66. Despite the enterprise bodies’ budget reductions since 2008/09, there has been 
little change in the Scottish Government’s expectations in relation to the priorities or 
the number of growth sectors they support. This creates a risk that the enterprise 
bodies’ resources are being spread over too broad a range of activities and this might 
not be the most efficient use of their funding and expertise.

67. It is not possible to directly compare Scottish Enterprise’s and HIE’s spending. 
Both record their spending against their individual priorities and categories. This 
means it is not possible to compare, for example, how much each spends on 
supporting businesses. Exhibit 7 (page 29) details their spending in 2014/15. 
The largest percentage of spending (28 per cent) by Scottish Enterprise was 
on ‘growth companies’, which includes spending on the account management 
service for businesses and equity investments. HIE’s largest spending category 
(25 per cent) was its Regional Significant Investments, which includes the 
Inverness Campus and other major infrastructure projects.

Exhibit 6
Scottish Enterprise and HIE spending 2008/09 to 2014/15, in real  
terms (£000's)
The enterprise bodies' combined spending has decreased by 12 per cent.

2008/09

Scottish Enterprise spending

HIE spending (excluding broadband) 

HIE spending (including broadband) 

£0
00

’s

0

100,000

200,000

300,000

400,000

500,000

2009/10 2010/11 2011/12 2012/13 2013/14 2014/15

-22%

+3%

-16%

-12%

Total combined spending (including HIE broadband)

Source: Audit Scotland, from Scottish Enterprise's and HIE's annual accounts
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The enterprise bodies offer a range of financial and non-financial 
support alongside a number of partners

68. The enterprise bodies' activities are largely similar and include:

• support to individual businesses and communities 

• support to sectors, such as energy 

• investment in infrastructure and regeneration 

• influencing economic development activity, policy and decisions at a local, 
regional and national level.

69. Scottish Enterprise's and HIE’s activities often cover more than one category 
of support. For example, activity and funding related to supporting sectors may 
include infrastructure investment and support to businesses and communities. 
This means it is not possible to accurately identify how much the enterprise 
bodies spend on supporting businesses, for example.

Exhibit 7
Scottish Enterprise and HIE spending in 2014/15
It is not possible to directly compare all categories of the enterprise bodies' spending.

Regional significant investments

Broadband

Growth investment

Staff costs

Other running costs

Other
25%

24%
12%

24%
11%

4%

£22,794

£23,265

£24,286

£4,042

£23,265

£12,083

£84,922

£56,049

£38,685

£33,379

£27,027

£61,209

Scottish Enterprise

Highlands and Islands Enterprise

(000’s)

(000’s)

Growth companies

Staff costs

Renewable energy

Other running costs

Business infrastructure and connectivity

Other

28%

19%

20%

13%

11%

9%

Source: Audit Scotland, from Scottish Enterprise's and HIE's annual accounts
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The enterprise bodies support around 11,200 businesses every year 
70. Scottish Enterprise and HIE work with or assist approximately 11,200 
businesses each year – Scottish Enterprise works with around 10,000 
businesses, HIE works with at least 1,200 businesses and 600 organisations for 
a community purpose. They offer a range of financial and non-financial support, 
including funding (in the form of grants, loans and equity investment), advice, 
training programmes and events. Support is often provided as a package of 
different products and services from different partners, including councils and 
SDS, which is tailored to suit recipients’ individual needs.

71. Scottish Enterprise and HIE prioritise, although do not exclusively focus on, 
businesses with high-growth potential. One of the ways they do this is through 
their account management service. This involves an account manager working 
closely with a business to provide advice, help develop growth plans and identify 
the most appropriate public sector support to help the business achieve its 
potential. The service is offered to businesses that the enterprise bodies consider 
to have high-growth potential and those that are important to local economies. 
Exhibit 8 provides some statistics on their account management service.

Scottish Enterprise and HIE work closely with businesses and industry 
groups to support sectors 
72. The enterprise bodies provide a range of support to the seven growth 
sectors and also to other key sectors of the economy, such as engineering, 
manufacturing and construction. They do this in two ways – they assist individual 
businesses in these sectors and they offer support that will benefit all businesses 

Exhibit 8
Scottish Enterprise's and HIE's account management statistics

Scottish Enterprise

2,350

Number of businesses supported through the account 
management service 

* HIE also provides account management support to  
around 50 social enterprises, 50 communities and 130 
community enterprises

420*

90% Percentage of supported business who are SMEs, micro 
business or sole traders 96%

54% Percentage of supported businesses who operate in the  
Scottish Governement's growth sectors 78%

60% Percentage of supported businesses who have a turnover  
of over £500,000

59%

Note: Account management data changes continually. Information above is correct as at April 2016. 
 
Source: Audit Scotland

HIE
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in that sector as a whole. The focus of their sector support often differs, taking into 
account the different businesses and opportunities in their respective areas. 

73. Several other public and private sector bodies also provide sector support. 
The enterprise bodies and the Scottish Government work with each sector’s 
Industry Leadership Group to identify the challenges and opportunities for the 
sector, determine the most appropriate forms of support, and coordinate activity. 
Sector support may include the following:

• Infrastructure provision – investing in infrastructure to service a sector or 
sectors, and help them grow.

• Inward investment and internationalisation – promoting Scottish 
exports and encouraging investment by businesses from outside Scotland.

• Promotion and awareness raising – promoting achievements and 
opportunities through marketing, events and advertising.

• Research and development – help with testing new products, processes 
and services.

• Skills development – assessing skills needs with SDS and businesses to 
provide additional and enhanced training and learning.

Scottish Enterprise and HIE invest in infrastructure to regenerate 
communities and stimulate economic growth
74. Scottish Enterprise and HIE aim to create the conditions needed to attract 
businesses, help them grow, and to enable communities to develop. This 
includes investing in infrastructure projects to improve the business environment 
and regenerating local areas to encourage population growth. It also includes 
investment in digital connectivity, including broadband. Often these investments 
are not specific to individual businesses or sectors but are intended to develop  
or regenerate a whole area, helping to attract visitors and businesses and  
create jobs. 

75. In 2014/15, Scottish Enterprise and HIE spent £26.6 million and £24.3 million 
respectively on infrastructure support. This represents nine per cent and 25 per cent 
of their total spending respectively. This excludes HIE’s spending on the superfast 
broadband project, which totalled £23.3 million in 2014/15. Often infrastructure and 
regeneration projects involve a significant, long-term funding commitment from 
various partners. Examples include Scottish Enterprise’s development of Pacific 
Quay in Glasgow and HIE’s creation of the European Marine Science Park in Oban. 

Some forms of support could be delivered more efficiently

There is potential duplication of support to businesses and sectors
76. Scottish Enterprise and HIE offer similar forms of support, which they tailor to 
the needs of their customers and environment. The arrangements for providing 
this support are complex. Some forms of support are delivered independently 
by both Scottish Enterprise and HIE, such as support to businesses and sectors. 
Some are delivered jointly, for example through SDI. SDI is a joint partnership 
between the Scottish Government, Scottish Enterprise and HIE. It is staffed by 
Scottish Enterprise and the Scottish Government and funded through Scottish 
Enterprise. SDI offers financial incentives and other assistance to internationalise 
Scottish businesses and attract international businesses and investment to Scotland. 

Our case study 
supplement sets 
out details of our 
review of support 
to the energy 
and the food and 
drink sectors.

Our case study 
supplement 
sets out details 
of Scottish 
Enterprise's 
and HIE's 
infrastructure 
support in 
Dundee and 
Inverness.
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77. Other forms of support are delivered by one of the bodies, on behalf of the 
other, to businesses and communities across all of Scotland. Scottish Enterprise 
spends around £164 million a year on Scotland-wide support and leads on  
the following:

• Scottish Investment Bank (SIB) – provides advice and financial support  
for SMEs.

• Scottish Manufacturing Advisory Service (SMAS) – offers efficiency advice 
to businesses. 

• Cooperative Development Scotland – supports cooperative and employee-
owned enterprises. 

• Major grants programmes, including Regional Selective Assistance (RSA) 
and research and development grants for businesses and entrepreneurs.

78. HIE leads on:

• Community Broadband Scotland – to help communities access superfast 
broadband in rural areas. 

• The Scottish Land Fund, which provides communities with a grant of up to 
£1 million to take ownership of their land and assets.

• Wave Energy Scotland Ltd, which provides funding for wave technology 
development projects.

79. It is not clear why some forms of support are delivered jointly or on behalf 
of the other. We were told that often there are historical reasons or that it may 
be logical for one body to take the lead if they have the required knowledge and 
expertise. It is also not clear why some forms of support are delivered separately. 
For example, Scottish Enterprise and HIE offer the same or similar products and 
services for businesses (for example training courses) but these are developed, 
delivered and reviewed separately. Many of these products are generic, that 
is, they are suited to a range of customers and tailored to individual needs and 
circumstances. There is scope for some products to be delivered more efficiently. 
For example, the bodies jointly deliver masterclasses for entrepreneurs. Where 
appropriate, they could work together to develop more products and jointly 
procure consultants to deliver those products to businesses across Scotland.

80. Scottish Enterprise and HIE both have specialist teams for each of the 
growth sectors. Their teams focus on the different businesses, opportunities and 
challenges in their respective areas. The Scottish Government also has sector 
teams and, in some cases, gets involved in providing support. For example we 
found that the Scottish Government spends £11 million a year delivering grants 
and activities for the food and drink sector. Although the three sector teams 
regularly communicate and collaborate on specific pieces of work, there is 
potential duplication of effort. For example each team:

• carries out research and analysis to identify sector trends, challenges  
and opportunities
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• liaises with various organisations to identify how best to support the sector

• contributes to developing the overall sector strategy and other supporting plans

• creates its own sector plan setting out its role in supporting the sector.

Effective arrangements are in place for managing risk and making 
investment decisions

81. Good governance includes:

• systems for managing risk

• transparent, effective procedures for authorising spending decisions

• processes for reporting and scrutinising financial and service performance

• appropriate behaviour by staff and board members. 

82. We reviewed these elements of Scottish Enterprise’s and HIE’s governance 
and are satisfied that appropriate arrangements are in place. Scottish Enterprise 
and HIE’s internal and external audit teams regularly review governance 
arrangements to ensure they are appropriate and are being followed. These 
teams report findings and recommendations to the bodies’ boards and board 
committees. Detailed governance arrangements are set out in a framework 
document that is agreed between the Scottish Government and the two bodies. 
The governance arrangements are summarised in Exhibit 9 (page 34). 

83. Formal and informal reporting arrangements are in place between the enterprise 
bodies and the Scottish Government and the Scottish Parliament, for example:

• The enterprise bodies regularly report to, and discuss with, their Scottish 
Government sponsor team, details of their performance, budgeting, control 
and risk.

• The enterprise bodies’ boards and chief executives (accountable officers) 
regularly meet the minister to discuss issues such as performance and 
setting priorities.

• The enterprise bodies present their draft budget to the Scottish 
Parliament’s Enterprise, Energy and Tourism committee each year.

84. Scottish Enterprise’s board meets ten times a year and HIE’s board meets six 
times a year. Standing items include economic briefings, financial and performance 
updates and risk management. Boards are provided with comprehensive 
information that allows them to make evidence-based decisions on their overall 
strategies and individual investments. Board meetings do not take place in public 
due to the confidential nature of their discussions. Both bodies publish board 
minutes, but not board papers, on their respective websites. There is scope to 
include more information about board meetings on websites. Clear codes of 
conduct, including declaration of interest policies, for board members are in place. 
Internal and external audit regularly review these to ensure compliance.
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Scottish Enterprise and HIE have effective arrangements in place to 
manage risk 
85. Scottish Enterprise and HIE operate in a high-risk environment. They should only 
invest when the private sector, including banks or other investors, is unwilling or unable 
to. This means that greater risk is often attached to the investments they make. There 
are also inherent risks with investing in new businesses or new technologies. 

86. The enterprise bodies have effective risk management arrangements in place. 
These include policies and procedures that their internal and external audit teams 
test, and risk registers that their boards review regularly. They minimise risk by:

• having strong, effective procedures in place that require a range of 
evidence to be considered before investments can be approved

• investing the lowest level of funding required to allow projects to go ahead

• employing staff with a range of in-depth knowledge and expertise, helping 
to create a good understanding of what opportunities are likely to succeed

• co-investing with the private sector.

Exhibit 9
Scottish Enterprise's and HIE's governance arrangements

Source: Audit Scotland

Scottish ministers

Scottish Parliament

Scottish Enterprise
 Accountable 

Officer 
(Chief executive)

Scottish  
Enterprise Board

HIE Board

6 subcommittees:

• Audit

• Investment

• Economic Policy

• Remuneration 

• Nominations and 
Governance

• Urgent Approvals

2 subcommittees:

• Risk & Assurance 

• Remuneration

HIE Accountable 
Officer

(Chief executive)

Our case study 
supplement 
sets out how 
the enterprise 
bodies share risk 
with the private 
sector through 
the Scottish 
Investment Bank 
(SIB).
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87. Despite having comprehensive procedures in place, the enterprise bodies 
may have to occasionally write off investments that are not recoverable, due to 
the risk associated with their activity. We looked at the investments that Scottish 
Enterprise has made through SIB and found:

• a total of £335 million has been invested in 473 businesses 

• a return on investment has been made on 20 per cent of  
completed investments

• investments have created income for SIB of at least £68 million 

• write-offs have totalled £39 million.

Rigorous processes are in place to enable Scottish Enterprise and HIE to 
make effective investment decisions 
88. The due diligence that Scottish Enterprise and HIE undertake is proportionate 
to the level of funding and risk. They both have comprehensive procedures and 
guidance in place to support all stages of their investments, from the initial idea 
and project appraisal, to project delivery and review. Both bodies have strong and 
effective procedures in place to support their investment decisions. Both present 
clear information to their boards, or equivalent, which helps to make effective 
decisions. All forms of support must align with the Scottish Government’s and the 
individual bodies’ priorities. Business cases for investment proposals follow the UK 
Treasury’s appraisal guidance. For funding to be approved there must be evidence of:

• the rationale for the investment 

• the expected impact 

• viability 

• affordability and sources of funding 

• arrangements for delivering the project.

89. Scottish Enterprise's and HIE’s internal audit teams review a sample of 
projects each year to ensure that: 

• guidance is followed

• funding is approved in line with delegated authority limits

• appropriate paperwork is kept. 

90. Auditors report the findings and recommendations from these reviews to 
board members, setting out what is working well and where improvements 
can be made. All of the business cases and supporting documentation that we 
reviewed for our case study projects complied with the guidance in place. 
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the enterprise 
bodies have 
a positive 
impact 
on their 
customers 
but their 
specific 
contribution 
to NPF 
targets is 
unclear 

Part 3
Impact of the enterprise bodies’ activity

Key messages

1 Progress towards sustainable economic growth is measured through 
various targets in the Scottish Government’s National Performance 
Framework (NPF). Scottish Enterprise and HIE have performed 
well against their agreed performance measures. There is little 
commonality between their publicly reported performance measures 
and they also differ to performance measures in the NPF. This means 
it is not possible to make comparisons between the enterprise 
bodies' performance nor is it possible for the Scottish Government to 
measure Scottish Enterprise’s and HIE’s contribution, individually and 
collectively, to achieving NPF targets. 

2 Measuring the impact of economic development activity is difficult 
due to a range of factors, including the time lag that often occurs 
between providing support and achieving results. Scottish Enterprise 
and HIE perform a range of evaluation work to help demonstrate and 
improve their impact. Scottish Enterprise publicly reports the results of 
evaluations and we consider this good practice.

3 We found good examples of Scottish Enterprise and HIE working 
well with partners to achieve a positive impact for businesses and 
communities, including helping them to create jobs and increase 
turnover. Businesses and communities are largely satisfied with the 
support they receive and report a number of benefits. To help ensure 
that funding and expertise is targeted where it is needed most, it is 
important that the enterprise bodies continually assess the extent to 
which their support adds value.

Measuring the impact of economic development activity  
is difficult

91. In addition to the range of influences on Scotland’s economic performance, 
measuring the impact of economic development activity is complicated by:

• the long-term nature of some investments, in particular large-scale 
infrastructure projects

• the time lag that often exists between providing support and achieving 
results – for example, investing in research and development (R&D) activity

• the number of partners and different forms of support that are often 
involved, which makes isolating the influence of individual factors difficult
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• the range of assumptions that have to be made to assess what might have 
been achieved in the absence of economic development support.

92. The range of factors that affect Scotland’s economic growth means we 
cannot directly compare the performance of the enterprise bodies and the 
overall performance of Scotland’s economy. Scottish Enterprise's and HIE’s 
combined annual spending (£398 million) is small compared to the amount of 
public sector spending that influences economic growth, and to the total value of 
Scotland’s economy (£142 billion). This makes it difficult for the enterprise bodies 
to accurately demonstrate their impact on Scotland’s economy. It is important 
however that they measure their performance and how they contribute to 
sustainable economic growth. 

Scottish Enterprise and HIE are performing well against their 
agreed performance measures 

93. Scottish Enterprise and HIE have each developed detailed performance 
frameworks that include measures selected to best suit their individual activities 
and priorities. These are agreed with the Scottish Government as part of their 
business plan approval process. In 2014/15:

• Scottish Enterprise monitored data on 44 performance measures. It 
publicly reported progress in its annual report on the 16 measures it 
considers to be the most important under each of its priorities 

• HIE monitored data against 86 performance measures and published 
information in its annual report against seven key measures.

94. Scottish Enterprise and HIE regularly review their performance measures to 
ensure they reflect their activities and the wider economic context. We looked 
at the performance measures reported in each of their last five annual reports 
(2010/11 to 2014/15). We found that HIE’s performance measures were more 
consistent. Trend information (covering at least three years) was available for  
all seven of HIE’s 2014/15 performance measures and for nine out of 16 of  
Scottish Enterprise’s. 

95. Scottish Enterprise and HIE are performing well against their publicly reported 
performance measures (see Supplement 2). In the five years to 2014/15 HIE 
consistently met or exceeded its targets, except for one that it missed in 2010/11 on 
the value of supported jobs. Scottish Enterprise also met or exceeded most of its 
performance targets. It missed a few renewable energy targets related to private-
sector investment and job creation. This was due to challenges and delays with 
offshore wind and tidal projects and lack of interest from commercial investors. 

96. The enterprise bodies review their performance targets every year and these 
are scrutinised by their boards. Although performance targets in each of the last five 
years have mostly been exceeded, the Scottish Government has not challenged the 
enterprise bodies to increase their annual targets. It is important that the enterprise 
bodies test that they are setting the most challenging targets possible.
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It is not possible to assess the collective performance of the enterprise bodies 
97. Despite undertaking similar activities, there is little commonality between 
Scottish Enterprise’s and HIE’s publicly reported performance measures. For 
example, both have a performance measure related to ‘internationalisation’. 
Scottish Enterprise measures the number of businesses achieving significant 
turnover growth from exporting, whereas HIE measures the increase in 
international sales by supported businesses. 

98. Scottish Enterprise and HIE offer an account management service to 
businesses and both publicly report on the turnover growth achieved by 
businesses receiving the service. However, they analyse performance against  
this measure differently:

• Scottish Enterprise reports the total increase in turnover. 

• HIE reports the increase in turnover that it has helped businesses  
to achieve.

99. Having different performance measures in place and different ways of 
calculating them means it is difficult to compare the performance of the two 
bodies. It also means that it is not possible for the Scottish Government to assess 
the collective performance of its economic development agencies. We expect 
there to be differences in the two bodies’ targets due to the difference in their 
customer base. Similarly we would expect there to be some differences in their 
performance measures due to their different remits. However, more consistent 
performance reporting against a selection of common indicators would allow 
greater comparison of how they perform. 

It is not possible to measure the enterprise bodies’ specific 
contribution to the NPF 

100. The Scottish Government measures progress towards its overall purpose 
of sustainable economic growth through various high-level targets, national 
outcomes and national indicators in its NPF. Scottish Enterprise and HIE are 
required to demonstrate how their activities help to achieve the Scottish 
Government’s purpose. Their 2015-18 business plans align their activities to their 
individual priorities, outputs and planned outcomes. It is difficult to accurately 
measure the enterprise bodies’ contribution to the overall purpose and high-
level targets in the NPF due to the range of factors involved. It should be easier 
to measure their contribution to the national indicators. We compared the 
enterprise bodies’ performance measures and the Scottish Government’s national 
indicators and found little similarity. This means it is difficult to measure Scottish 
Enterprise's and HIE’s contribution to the NPF.

101. As part of their 2014-17 business plans, Scottish Enterprise and HIE 
considered their contribution to the NPF.19, 20 Scottish Enterprise reported that it 
made a major contribution to three national outcomes and HIE reported a major 
contribution to eight. Scottish Enterprise also reported that it made a direct 
contribution to seven of the Scottish Government’s national indicators. It is not 
clear how it determines its specific contribution to the national indicators as 
performance measures vary. Using the ‘increase exports’ national indicator as  
an example:

• The Scottish Government measures this by the value of exports to the rest 
of the world. 

PA/S5/16/4/1



Part 3. Impact of the enterprise bodies’ activity  | 39

• Scottish Enterprise’s related measure looks at the number of companies it 
will support to become international and will achieve significant increased 
turnover from exporting.

102. Although Scottish Enterprise’s performance against their measure will have 
an impact on the national indicator, the Scottish Government cannot determine 
Scottish Enterprise’s specific contribution to the indicator.

103. In 2014, the Strategic Forum partners began a review to help understand 
how Scottish Enterprise and HIE contribute to the NPF. The review focused 
on the support given to account managed businesses and their contribution to 
four areas of the NPF: GDP growth; participation; exports; and research and 
development spending. It concluded that Scottish Enterprise and HIE could 
demonstrate their performance against specific targets. However, it was more 
difficult to measure their contribution to the outcomes in the NPF due to the 
range of other factors involved. The review suggested that impact could be better 
measured at a Strategic Forum partnership level although this has not been  
taken forward.

The Scottish Government has not fully determined how progress against 
its new strategic priorities will be measured
104. The 2015 economic strategy introduced four new strategic priorities. It did 
not include any new targets for these priorities although work has started to 
develop this. For example, the Scotland CAN DO Innovation Forum has been 
launched with a remit to set objectives for innovation in Scotland, develop 
outcomes and scrutinise progress towards these outcomes.21 The Scottish 
Government, along with other bodies, including Scottish Enterprise, is currently 
considering what activities will best support the inclusive growth priority and 
what measures can be used to monitor this.

105. In March 2016, the Scottish Government carried out an initial update of the 
NPF in light of its new strategic priorities. It did not change its national outcomes 
but five national indicators were added:

• Reduce under-employment.

• Reduce the proportion of employees earning less than the Living Wage.

• Reduce the pay gap (that is, between men and women).

• Improve access to local greenspace, such as parks and gardens.

• Increase natural capital (that is, high-quality air, land and water).

106. Scottish Enterprise’s and HIE’s business plans both set out how their 
planned activities will help achieve the Scottish Government’s four strategic 
priorities. From 2015/16 Scottish Enterprise has aligned its performance 
measures to the four Is. Although the four Is are referenced throughout HIE’s 
business plan, its performance measures remain aligned to their own priorities. 
This means the Scottish Government cannot easily measure the enterprise 
bodies’ combined contribution to achieving its strategic priorities.
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Scottish Enterprise and HIE undertake a range of evaluation 
activity to help demonstrate the impact of their work

107. Scottish Enterprise and HIE carry out a range of evaluations, analysis and 
research to help:

• understand the local, national and international economic context

• identify opportunities for the Scottish economy and how best to 
exploit them

• inform their strategic priorities and investment decisions

• demonstrate and improve the impact of their activity.

108. In the last five years, Scottish Enterprise has carried out around 40 
evaluations covering a broad range of its activity. This has included its support 
for entrepreneurs, its efficiency support, export products and its support to 
different sectors, including tourism and life sciences. It shares evaluations with 
stakeholders and publishes all results on its website unless there are issues of 
confidentiality.22 HIE has carried out around 12 evaluations on, for example,  
its support to creative industries, and publishes some of its evaluations on  
its website.23 

109. Both bodies’ evaluations include details of what is working well and what 
could improve. Scottish Enterprise prepares action plans for its evaluations setting 
out recommendations, actions and timescales for the project team to implement. 
These are followed up after six months and the project team is required to 
state how it has responded. HIE prepares a briefing paper, for either its senior 
management team or board, that summarises evaluation findings but it has no 
systematic follow-up process. We reviewed both bodies’ evaluations of their 
account management services. We also looked at how they had used the results 
to make improvements (Case study 3, page 41). 

110. Scottish Enterprise’s and HIE’s evaluations are carried out by their in-house 
appraisal and evaluation teams or by external consultants. This provides a level of 
independence as the project teams responsible for the activity being evaluated 
are not involved in the evaluations. Scottish Government staff will occasionally 
sit on evaluation panels (depending on the size and scale of the evaluation) to 
provide challenge. It is not feasible for the government to be involved in all of the 
enterprise bodies’ evaluations. However, there is potential for the Strategic Forum 
partners to provide independent challenge on evaluations and to share expertise 
and learning.

111. An important element of Scottish Enterprise's and HIE’s support to 
businesses and communities is the advice and guidance their staff provide. 
Support does not always involve money. We reviewed a sample of Scottish 
Enterprise’s and HIE’s evaluations and found they did not always include staff 
costs. We encourage the enterprise bodies to consider, where possible, the 
cost of staff time when evaluating the impact of their support as this can be a 
significant investment. Comprehensive information on the total cost of providing 
support will provide the enterprise bodies with a better understanding of value  
for money.
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Case study 3
Scottish Enterprise's and HIE's evaluations of their 
account management service
The enterprise bodies have used evaluations to make 
improvements to their service 

Scottish Enterprise's 2013 evaluation found high levels of customer 
satisfaction and strong evidence of economic benefits, namely increased 
turnover and jobs. It found that working more intensively with some 
companies could yield greater impacts, referrals from the Business 
Gateway service could be increased and there were few businesses 
exiting the service. Nineteen recommendations were made to: better 
match the service to different businesses' needs; increase the skills and 
capacity of staff; and help improve the churn of businesses through the 
service. Scottish Enterprise has subsequently:

• increased the number (from 113 to 120) and seniority of its  
account managers 

• increased the number of businesses in its portfolio

• established a new service model with six customer categories: 
Scaling; Global; Development; Growth; Opportunity; and  
Watching Brief. 

The intensity of support varies between categories and businesses 
can move between these depending on their circumstances. The 
new approach was fully implemented in March 2015. It is too early to 
determine the economic impact of the changes but Scottish Enterprise 
reports early benefits, including a better understanding of customer 
needs and more effective targeting of support.

HIE's 2014 evaluation found that account management makes a significant 
contribution to businesses' performance, in terms of turnover and job 
creation. It also found that HIE could make better use of its resources. 
The evaluation made recommendations related to: the identification 
of account-managed businesses; how performance is tracked; the 
skills and experience of account managers; and the system for 
categorising account-managed customers. HIE has implemented these 
recommendations to help create a more intensive, focused and strategic 
service although it is too early to determine what impact these will have:

• Each account manager now has a more dedicated role which 
focuses on one category of customer only (either 'businesses and 
social enterprises' or 'communities and community enterprises'). 
This has allowed HIE to reduce the number of account managers 
required, from 70 to 53. 

• Account managers now have a dedicated training and 
development programme and are now better matched to 
customers, based on their skills, experience and knowledge.

• Customers now receive a client engagement letter setting out HIE's 
commitments and expectations.

• Reporting arrangements have been enhanced to improve  
impact monitoring.

Source: Audit Scotland, from Scottish Enterprise and HIE evaluations
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112. In addition to carrying out evaluations, the enterprise bodies seek regular 
customer feedback to help them understand how they are performing and how 
they can improve. They collect feedback in various ways including direct contact 
between staff and customers and more formally through surveys of businesses. 
Scottish Enterprise gathers ongoing feedback on its products and services from a 
panel of around 170 businesses and uses this feedback to make improvements. 
HIE carries out quarterly surveys of its online business panel, which consists  
of 350 businesses. It uses survey information to better target its support for  
its customers.

We found good examples of the enterprise bodies working with 
partners to achieve positive results

113. In 2011, Scottish Enterprise developed a model to measure the overall 
impact of its activity. The model is updated every year, based on annual 
spending, and projects potential impact over a ten-year period, using evaluation 
evidence. Based on 2014/15 spending (£301 million), it estimates that it will 
generate an additional £2.0 – £2.9 billion for the Scottish economy over the ten 
years to 2024/25. This is a return of between £6 and £9 for every £1 spent. 
An independent evaluation of Scottish Enterprise’s model found that it was a 
sensible approach to measure impact.24

114. HIE has not attempted to measure its impact in this way but it reports its 
activity and impact in the year end reviews that the enterprise bodies submit to 
the Scottish Government and through its annual report. In addition HIE considers 
the overall impact of its activity is evidenced through the transformation of 
the Highlands and Islands over the last 50 years. This includes a 22 per cent 
increase in the population, a more diverse range of businesses, significantly lower 
unemployment and improved transport and communication links.

115. As part of our case study work, we reviewed various examples of the 
enterprise bodies working with partners to achieve positive results. Our case 
study supplement details reported impact, which includes:

• helping to establish and develop the European Marine Energy Centre, the 
world's first independently accredited wave and tidal test centre

• attracting at least £827 million of private-sector equity investment to 
co-invest in businesses 

• generating an estimated £14 for every £1 spent on account-managed food 
and drink companies

• creating and retaining around 1,500 jobs at Amazon’s fulfilment centre  
in Fife

• working in partnership with other public and third sector bodies to deliver 
the Inverness Campus, a multi-stakeholder academic, research and 
business park

• helping the Harris Tweed industry to increase jobs, from 68 in 2009 to 456 
in 2015. 

116. Impact does not always involve creating jobs or increasing turnover. Positive 
impact includes sustaining jobs or minimising negative circumstances. Task forces 
are an example of Scottish Enterprise and HIE providing support in response to 
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unforeseen events, such as an industry downturn or a locally significant employer 
experiencing difficulties. Task forces bring together a range of politicians and public 
and private sector bodies. Support provided may involve finding a new buyer or 
investment for the business, exploring alternative uses for a site or helping individuals 
back into employment. 

Businesses and communities are satisfied with the support they receive
117. The enterprise bodies are often challenged on the businesses that they work 
with. In particular, some stakeholders question whether, by selecting businesses 
with high-growth potential, they are working with businesses that may succeed 
without support. We spoke to a number of account-managed customers who 
confirmed the following:

• They would not have been able to achieve their success in the absence  
of support.

• They might have been able to achieve success without support, but might 
not have achieved the same level of success. Or it probably would have 
taken longer to achieve, or achieved in a less efficient way.

118. Scottish Enterprise and HIE customers are complimentary about the 
knowledge and expertise of staff. In particular they value the account manager 
role for helping them to understand the different forms of support that were 
available and signposting them to other bodies. Case study 4 (page 44) provides 
an example of how the enterprise bodies’ account management service can 
benefit businesses. Businesses told us that while support had helped them to 
create or sustain jobs or increase their turnover, it was difficult to determine how 
much of this success was attributable to the enterprise bodies’ support. Some of 
the other benefits mentioned included:

• greater awareness of opportunities

• access to insight and expertise on products, industries and the economy

• help with developing new ideas

• networking and making new business connections.

Exit strategies are not always in place for some forms of support

119. Scottish Enterprise’s and HIE’s investment appraisal guidance requires them 
to consider how and when they will exit from providing support. For some forms 
of support, for example a one-off investment or event, the end date for support is 
clear. However we found that a clear exit strategy for some forms of their support 
is not always in place. 

120. The enterprise agencies consider that, in certain situations, it would be 
inappropriate for the public sector to withdraw support from a sector, business 
or geographical area. For example, HIE has supported the Harris Tweed industry 
for over 20 years and has no current plans to stop. HIE says this is because the 
industry is significant to the local economy and that the rationale for support 
changes over time. It regularly reviews its support and adapts it to changing 
circumstances. For example, it supported the industry out of a downturn and is 
now helping the industry to capitalise on international opportunities.
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Case study 4
Examples of how the account management service 
benefits businesses

SCOTTISH ENTERPRISE 

Spark Energy Ltd is an Ofgem-accredited supplier of gas and electricity to 
residential tenants across the UK. Scottish Enterprise has supported Spark 
Energy Ltd since it was a start-up company in 2007. The company has 
received intensive account management to support its growth ambitions. 
Scottish Enterprise’s support has included:

• the Scottish Investment Bank investing £0.9 million, which leveraged 
£12 million of private sector investment. This has enabled the company 
to invest in new technology, including a bespoke billing system

• specialist property advice, which helped to rationalise the  
company’s accommodation

• staff development and customer care advice 

• ICT support.

Support from Scottish Enterprise’s account team has enabled Spark Energy to 
grow quickly. It currently employs over 300 staff and this has been increasing 
at the rate of ten employees per month. The company doubled its turnover 
to £80 million in 2013/14 and is on target to reach £130 million by mid 2016. 
It expects growth to continue and to achieve turnover of £200 million by 
2017. Investment in new technology has meant that the company can serve 
rental customers, their landlords and letting agents more efficiently than their 
competitors and Spark Energy now competes with the ‘Big Six’ providers. 

HIE
Denchi Power is a leading manufacturer and supplier of Lithium-ion batteries 
and chargers to the global defence industry. The original business opened 
in Thurso in 1993 in a purpose-built factory that was funded by HIE. It was 
taken over by a large multinational and its future in Thurso was uncertain. 
Denchi Power was formed in 2014 to negotiate a management buyout. HIE 
provided the company with specialist advice on the buyout and to develop a 
business strategy. HIE’s account management team supports Denchi to help 
achieve its growth potential and develop new markets. For example, HIE has: 

• helped Denchi to identify new global markets, alongside SDI

• delivered a large-scale workplace innovation programme to boost 
efficiency and productivity

• supported the research, development and commercialisation of new 
products and provided Intellectual Property (IP) and branding advice 

• worked with SDS to design a workforce development plan to develop 
existing staff and attract suitably skilled staff.

Denchi has significantly increased its turnover, international trade and 
workforce. It has also acquired another business, based in Hungary, that is 
expected to create further opportunities for expansion. Denchi Power reported 
that HIE’s support and dedicated account manager are key to its success. 

Source: Audit Scotland, from Scottish Enterprise and HIE evaluations
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121. We spoke to a number of Scottish Enterprise’s and HIE’s account-managed 
customers. Although Scottish Enterprise issues a letter to account-managed 
customers at the start of the relationship, none of the businesses we spoke to 
was aware of how long it would be account managed for, or if a review would 
take place to ensure that support was still appropriate. HIE’s account-managed 
customers were not aware of this either. HIE has recently started to issue client 
engagement letters for account-managed customers. These letters state that a 
review of support will take place after three years. 

122. The length of account-management relationships varies depending on the 
customer and will typically last as long as the enterprise bodies can make a 
difference to the customer’s growth. Scottish Enterprise has account managed 
around 20 per cent of its portfolio for over seven years and one of the businesses 
we spoke to had been account managed for over 20 years. HIE only has 
information as far back as 2008/09, but at least 20 per cent of businesses have 
been account managed for five years or more. 

123. We reviewed the number of customers who have entered and exited the 
enterprise bodies’ account management portfolio in each of the three years to 
2014/15. Based on the current size of their portfolios we found a higher flow 
of customers through HIE’s portfolio (Exhibit 10). In some circumstances it is 
appropriate for the enterprise bodies to work with customers for a long period 
of time, for example in challenging economic conditions or if there are many 
growth opportunities. Although the enterprise bodies’ evaluation evidence show 
high levels of customer satisfaction and economic benefits, some of the account-
managed businesses we spoke to were not sure why they were still account 
managed and felt the service might be better directed elsewhere. It is important 
that the enterprise bodies continue to review their account management portfolio 
to ensure they are working with the most appropriate customers and that their 
support continues to add value. This should include reviewing the opportunity 
cost of continuing support in each case.

124. We found exit strategies were not in place for Ministerial-led task forces. 
Timescales are not set when task forces are established as it is often not clear at 
that stage what the specific aims and objectives will be or how long support will 
be required. This may mean that some task forces are in place for longer than 
is necessary. To help ensure that task forces operate as efficiently as possible, 
arrangements should be put in place to establish remits, review progress and 
consider when the task force will be disbanded.

Exhibit 10
The flow of customers through the enterprise bodies' account 
management portfolio
Proportionately, more customers enter and exit HIE's account  
management service.

Scottish Enterprise HIE
Current portfolio size 2,350 650

Total entrants (2011/12 – 2014/15) 676 354

Total exits (2011/12 – 2014/15) 322 397

Source: Audit Scotland
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Appendix 1
Project advisory group

   Member   Organisation 

Brian Ashcroft
Fraser of Allander Institute, University 
of Strathclyde

Garry Clark Scottish Chambers of Commerce

Sandra Dunbar Highlands and Islands Enterprise

Oonagh Gil Scottish Government

Linda Hanna Scottish Enterprise

Jim Galloway City of Edinburgh Council

Alan McGregor University of Glasgow

Stuart Patrick Glasgow Chamber of Commerce

Gareth Williams
Scottish Council for Development  
and Industry

Audit Scotland would like to thank members of the advisory group for their input 
and advice throughout the audit

Note: Members of the advisory group sat in an advisory capacity only. The content 
and conclusion of this report are the sole responsibility of Audit Scotland.
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Evidence for our audit was based on four main components. 

1. Desk research 

We reviewed a range of published information to inform our audit, including:

• Scottish Government economic strategies

• The National Performance Framework

• Economic development arrangements in:

 – the rest of the United Kingdom

 – New Zealand

 – Canada

• Scottish Enterprise and HIE’s:

 – governance frameworks

 – business and operating plans

 – investment guidance

 – evaluation documents  

 – board papers. 

2. Interviews

We met with a number of staff at the Scottish Government, Scottish Enterprise and HIE. We also met 
with relevant public and private sector partners, including councils, business representative groups and 
Industry Leadership Groups.

We spoke to a number of the enterprise bodies’ customers. We held roundtable discussions with 
a sample of HIE’s account managed businesses and communities. We also conducted telephone 
interviews with a number of businesses that Scottish Enterprise or HIE had supported. We attempted 
to contact businesses through various social media channels, including LinkedIn, Facebook and 
Twitter. This proved unsuccessful.

Supporting Scotland’s 
economic growth 
Methodology 
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3. Data analysis

We analysed a range of data sources including Scottish Enterprise's and HIE’s annual accounts 
between 2008/09 and 2014/15. We analysed their performance measures and their income and 
expenditure. We calculated real terms spending in 2014/15 prices using the GDP deflator series as 
published by HM Treasury.

To estimate public sector spending on supporting economic growth we analysed the Government 
Expenditure and Revenue Scotland (GERS) 2014/15 information. GERS uses the Country and 
Regional Analysis data published by HM Treasury to estimate Scottish public sector expenditure. We 
have included public sector spending by the Scottish Government, councils and public corporations. 

GERS divides expenditure into 16 categories. For our estimate of spend on supporting economic 
growth we have used figures from the economic affairs categories, and education and training. 
Spending on education supports a number of the Scottish Government’s priorities and the primary 
purpose is not economic growth. However, education plays a vital role in equipping individuals with 
the skills, knowledge and experience to participate in the workplace. 

Economic affairs includes: enterprise and economic development; science and technology; 
employment policies; agriculture, forestry and fisheries; and transport. There was no spending 
recorded against ‘employment policies’ as this is UK Government activity. Only £3 million was 
recorded against ‘science and technology’ and as this was on agricultural research we have included 
this in the ‘agriculture, forestry and fisheries’ category. Table 1 shows the spending lines within each 
category.

We also analysed a range of other information, including:

• Scottish Investment Bank financial data

• Scottish Enterprise and HIE’s account management portfolio data

• Scottish Enterprise local activity reports for 2014/15.

4. Case studies

We carried out a review of seven case studies: Amazon; Dundee Waterfront; the food and drink 
sector; the energy sector; Scottish Investment Bank; Harris Tweed; and Inverness Campus.  
This involved:

• reviewing a range of case study information, including:

 – business cases

 – finance and performance reports

 – risk registers

• site visits

• interviewing Scottish Enterprise and HIE staff and the partners they worked with 

• speaking to the recipients of support (eg, the business or the community).
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Audit Scotland, 4th Floor, 102 West Port, Edinburgh EH3 9DN
T: 0131 625 1500  E: info@audit-scotland.gov.uk 
www.audit-scotland.gov.uk 

For the latest news, reports  
and updates, follow us on:

Agriculture, forestry and fisheries Education

Forest Enterprise Education Maintenance Allowances

Forestry Commission
Education Scotland & Scottish Qualifications 
Authority

Forestry EU Funding Educational Research

EU Programmes Further Education Funding

EU Programmes – CAP Higher Education Funding

EU Support & National Schemes – Agriculture National Support for Learning

EU Support & National Schemes – Forestry Other Lifelong Learning

Fisheries Skills Development Scotland Ltd

Royal Botanic Garden Student Loans

Agricultural Research Councils

Councils  

Transport Enterprise and economic development

Air Services VisitScotland

Bus Services Industry & Technology

Caledonian Maritime Assets Ltd Scottish Enterprise

Ferry Services Digital Economy & Infrastructure

Highlands & Islands Airports Ltd European Social & Regional Development Funds

Motorways & Trunk Roads Highlands & Islands Enterprise

Rail Services Other Infrastructure & Capital Investment

Councils Councils

Table 1
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Scottish Enterprise
Measure 2014/15 2013/14 2012/13 2011/12 2010/11

Achieve £x billion turnover growth by 
account-managed firms

Actual 1.3 1.3 1 1.2 0.79
Target (1.2–1.4) (1–1.3) (0.8–1.2) (0.5–0.7) (0.7-0.9)

Achieve £x million of leveraged 
investment from the provision of growth 
finance via the Scottish Investment Bank

Actual 99 93 60 57
Target (70-85) (70-85) (60-75) (55-75)

Deliver £x million of additional capital 
investment in planned projects supported 
by Scottish Enterprise

Actual 409 267 216 
(RSA only)

215 
(RSA only)

Target (150-275) (250-350) (150-250) (200-250)

Secure an additional £x million of additional 
commitments in R&D investment through 
Scottish Enterprise supported projects

Actual 149 153 134 (56) 104
Target (120-150) (110-150) (100-150) (65-75) N/A 

part target

Deliver x planned jobs through the 
attraction of inward investment

Actual 9,659 7,446
Target (5,000-

9,000)
(5,000 – 
9,000)

Deliver x planned High Value  
Added jobs through the attraction 
of inward investment

Actual 3,192 2,515 2,145 1,800 2,046
Target (1,800 – 

2,500)
(1,800 – 
2,500)

(1,800 – 
2,500)

(1,600 – 
2,400)

(1,600 – 
2,400)

Help x companies achieve significant 
turnover growth from exporting

Actual 65
Target (50-70)

Identify x tonnes of CO2 savings arising 
from SE company support

Actual 339 320 348 191
Target (250-350) (220-330) (200-300) (110-170)

How Scottish Enterprise and HIE performed against their 2014/15 publicly reported measures. The enterprise 
bodies have performed well against their performance measures.

Key:         target exceeded             target met            target missed             not measured

Supporting Scotland’s 
economic growth
Scottish Enterprise's and HIE's publicly-reported 
performance measures
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Audit Scotland, 4th Floor, 102 West Port, Edinburgh EH3 9DN
T: 0131 625 1500  E: info@audit-scotland.gov.uk 
www.audit-scotland.gov.uk 

For the latest news, reports  
and updates, follow us on:

Highlands and Islands Enterprise
Measure 2014/15 2013/14 2012/13 2011/12 2010/11
Forecast increase in turnover by 
supported businesses – £x million

Actual 122 89 90 104
Target (80-100) (70-90) (70-90) (50-70)

Forecast increase in international sales by 
supported businesses – £x million

Actual 50 29 49 44
Target (30-40) (20-30) (20-30) (30-40)

Jobs supported  
(created/retained) FTE – x

Actual 1121 882 809 1433
Target 700-900 700-900 700-900 700-800

of which are in  
fragile areas – x

Actual 129 158 163 120
Target (100-150) (100-150) (100-150) (100-150)

Forecast increase in turnover in the  
social economy – £x million

Actual 7 3.67 2.3 2.1 2.1
Target (2.5-3.5) (1.5-2.5) (1.5-2.5) (1.5-2.5) (2)

of which generated by community-
owned assets – £x million

Actual 3.6 2.65 1.9
Target (1.5-2.0) (0.5-1.0) (0.5-1.0)

Account managed communities 
delivering increased community  
benefit – x

Actual 40 43 27

Target (40-60) (25-30) (25-30)

 
Source: Audit Scotland, from Scottish Enterprise's and HIE's annual accounts

Key:         target exceeded             target met            target missed             not measured
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Supporting Scotland’s 
economic growth 
Case studies

Case study 1
Scottish Enterprise’s support for the Amazon project in Fife

Background
In 2009, Amazon was considering a number of locations in the UK and Europe to build a new distribution 
centre. The company runs a pan-European fulfilment network so typically considers options in a number 
of countries and locations when it looks to expand its network. Amazon approached Scottish Enterprise 
to enquire about the availability of public sector support should it choose to locate in Scotland. Fife was 
quickly identified as the only viable option for Scotland and a range of public sector partners, including 
Scottish Enterprise, Fife Council, Scottish Development International and Skills Development Scotland, 
worked together to offer a package of support that resulted in the opening of the Amazon distribution 
centre in Dunfermline. The focus of our case study was Scottish Enterprise’s support for this project.

As part of our audit on Supporting Scotland's economic growth we reviewed the following seven 
case studies:  

For Scottish Enterprise we looked at:

• Amazon – to review its support to an individual business, in particular the arrangements for 
Regional Selective Assistance (RSA) funding. 

• The Dundee Waterfront – to review its involvement in a major regeneration project. 
• Food and Drink – to review its approach to supporting sectors. 

For Highlands and Islands Enterprise (HIE) we looked at:

• Harris Tweed – to review its support to individual businesses and fragile areas.  
• The Inverness campus – to review its support for a major infrastructure project.
• Energy sector – to review its approach to supporting sectors. 

We also reviewed an example of joint Scottish Enterprise and HIE support:

• Scottish Investment Bank – to review co-investment with the private sector. 

Our case study work helped to inform our judgements in our main report. This case study supplement 
sets out details of each of the case studies, including spending, support provided and impact.
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Rationale for public-sector support
Amazon had a number of options for the location of its distribution centre. The most cost-effective option 
was in Germany due to lower property rent, rates and taxes. Without public sector support, Scottish 
Enterprise was of the opinion that Amazon would opt to locate the distribution centre in Germany.

The Scottish Enterprise Board approved the Amazon project in 2010 after reviewing evidence on its 
strategic, economic, commercial, financial and management cases. The evidence demonstrated a number 
of benefits, including job creation in an area of increasing unemployment and £60 million of capital 
investment. The total cost benefit was predicted to be £3.80 for every £1 invested. There was also clear 
alignment with Scottish Enterprise’s Business Plan and the Government Economic Strategy. An options 
appraisal found no other viable option to achieve the anticipated benefits.

Support provided by Scottish Enterprise
In addition to advice, Scottish Enterprise provided Amazon with three main strands of support with a total 
cost of £7.8 million: 

• Regional Selective Assistance (RSA) grant – £1.4 million

• Property development grant – £5.9 million

• Training grant – £0.49 million.

RSA is a European Union (EU) grant. Scottish Enterprise administers the RSA grant scheme in Scotland. It 
is offered to businesses of all sizes from any country. The criteria, conditions and maximum levels of RSA 
funding are set by the EU. All RSA projects in Scotland must:

• be in an EU ‘assisted area’ – ie, an area that has been assessed as disadvantaged

• create or safeguard jobs

• not displace jobs elsewhere

• include capital investment (on land, building or machinery)

• be mainly funded by private sector.

There are two types of RSA grant with different funding conditions:

• Aid for initial investment – For projects that require significant capital expenditure. RSA funding of 
up to 30 per cent of the total project cost is available. The capital asset must remain in Scotland 
for five years after the final RSA payment. There are no EU funding requirements in relation to 
jobs. However Scottish Enterprise has set a condition which means that projects must safeguard 
or create permanent jobs and these jobs must remain in place for at least 18 months after the final 
RSA payment. 

• Aid for job creation – For projects that involve low levels of capital expenditure. RSA funding is paid 
in relation to new, permanent jobs created by the project. Up to 30 per cent of the first two years’ 
salary costs is available. Under this scheme Small and Medium Enterprises (SMEs) must retain each 
job for three years after the date of the job’s creation. Large businesses must retain each job for five 
years after the job’s creation.

Amazon received funding under the ‘Aid for initial investment’ scheme. The total funding offered and the 
conditions of that funding were agreed between Amazon and Scottish Enterprise. 
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Amazon requested an RSA grant of £1.6 million. Scottish Enterprise offered £1.4 million with the  
following conditions:

• Amazon had to spend £27.7 million of capital expenditure in relation to plant and fit out costs for its 
distribution centre and this must remain in Scotland for five years after the final RSA payment.

• Amazon had to create 685 full-time equivalent (FTE) permanent jobs and safeguard a further 78 FTE 
permanent jobs by 31 December 2014. Full-time jobs had to be at least 30 hours a week and part-
time jobs had to be at least 15 hours a week. Seasonal jobs or other temporary jobs are not counted 
towards the target and no payments were made in respect of these types of jobs. Jobs must remain 
in place for 18 months after the final RSA payment.

RSA grants are paid in installments if the agreed funding conditions are met. For each installment, 
Amazon had to submit a claim form setting out details of its capital expenditure and the number of jobs 
created. Amazon received the full £1.4 million offered, in four installments between February 2012 and 
March 2015. The grant conditions mean that 763 jobs must remain in place until September 2016 and the 
plant and equipment must remain in Scotland until March 2020. The fulfilment centre now employs more 
than 1,500 permanent staff. Amazon has signed a 15-year lease for the distribution centre which means it 
is likely that the jobs and equipment will remain in place beyond these dates.

Scottish Enterprise also contributed £5.9 million towards the £40 million construction cost of the 
distribution centre. This grant was paid through the EU funded Scottish Property Support Scheme (SPSS), 
which ended in 2014. This scheme supported the development of commercial buildings when there 
was evidence of market failure. Market failure included situations where estimated development costs 
exceeded the estimated property value on completion. The SPSS grant was paid to a property developer 
which was then able to offer Amazon a reduced market rent charge for the 15-year lease. The reduced 
rent charge made Scotland a more viable option. The final element of Scottish Enterprise’s support was a 
£487,000 grant to support training costs related to the project. 

Impact
Scottish Enterprise worked well with partners to offer a comprehensive package of public-sector support 
for Amazon. Without this package of support Scottish Enterprise, and other partners, are of the view that 
Amazon would not have located in Scotland.

Scottish Enterprise will prepare post-completion monitoring reports on the Amazon project in September 
2016 and March 2020. These reports will consider full details of the economic and wider impact of public-
sector support. As at July 2016, the project has achieved the following:

• At least 1,500 FTE jobs have been created including the 685 pledged and 78 jobs have been 
safeguarded. Around 2,000 seasonal jobs have been created each year in Amazon’s peak period, 
of which a percentage have stayed on as permanent employees each year.

• Subcontracted services, such as security, cleaning etc have created additional local  
employment opportunities. 

• Total private sector investment of £51.8 million.

• Income of around £1 million from the sale of the land.

• 39 acres of land and one million square foot of distribution space has been developed.

Source: Audit Scotland
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Case study 2
Scottish Enterprise's support for the Dundee Central Waterfront Project 

Background 
Dundee had traditionally experienced a number of economic challenges, including high levels of 
unemployment and lower than average productivity levels. Scottish Enterprise has worked with Dundee 
City Council to support the regeneration of Dundee for over 25 years. Since 2001, the two bodies have 
worked together on the Dundee Waterfront Initiative that is expected to be completed by 2031. The 
Initiative, which will involve an estimated investment of around £1 billion1 (from the public and private 
sector), aims to regenerate an area from the centre of Dundee to the River Tay. It is expected to make a 
major contribution to the long-term growth of the regional and national economy. 

The focus of our case study is Scottish Enterprise’s involvement in the Dundee Central Waterfront 
project. This ten-year infrastructure project covers a 5.5 hectare area between the city centre and River 
Tay and is part of the wider Waterfront Initiative. Dundee City Council is the lead partner for the project 
and the Scottish Government is also involved. The aim of the project is to transform the area’s economic 
fortunes and change investors’ and visitors’ perceptions of the city. This will be done by reconnecting 
the Waterfront area to Dundee city centre and creating high-quality infrastructure to attract business and 
leisure investment. We did not audit Scottish Enterprise’s involvement in the V&A Museum of Design 
project. However the development of Dundee Central Waterfront is considered to be an important factor 
in the museum’s decision to locate in Dundee. 

At the outset of the project Scottish Enterprise and Dundee City Council developed a Partnership 
Agreement. This provides details on the duration of the partnership, the partnership board and 
responsibilities for producing an action plan. The Dundee Waterfront project board includes both Dundee 
City Council and Scottish Enterprise personnel and relies on unanimity for decision-making. So far, no 
decisions have had to be resolved by vote or through the appeals process.

Rationale for public-sector support
The Dundee Central Waterfront project has the potential to attract around £270 million of private sector 
investment for Dundee. The project supports a number of the Scottish Government’s key sectors by: 

• growing the creative industries sector

• exploiting opportunities in the renewable energy market

• strengthening Dundee’s contribution to regional tourism, particularly through increasing  
business tourism

• facilitating growth in financial and business services by creating quality office space.

The project was formally approved by the Scottish Enterprise board in February 2009. A range of 
documentation was provided to the board to inform the decision, including an options appraisal, 
Economic Impact Assessment (EIA) and Equality Impact Assessment. There was a fully evidenced 
business case, which included assessments of the strategic, impact, commercial, financial and 
management cases for the project. The options appraisal included four fully costed options that explored 
the order in which the different elements of the project would be started and completed. The associated 
advantages and disadvantages of each approach were set out. The EIA estimated that for every £1 
invested by Scottish Enterprise, £16 would be generated for the Scottish economy. At the time of 
approval, the project clearly aligned to Scottish Enterprise's business plan and its regeneration strategy. 
There was also clear alignment with the Scottish Government’s infrastructure investment plan (National 
Planning Framework).

1 This spend was between 2006 and 2014.
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Support provided by Scottish Enterprise
The total public sector funding for Dundee Central Waterfront project is around £83 million. The Scottish 
Enterprise board originally approved funding of £33.01 over the ten-year period. A further £0.1 million 
has been approved, bringing its total investment to £33.11 million. Dundee City Council is contributing 
£48.75 million towards the project, which also includes £1.13 million from the European Regional 
Development Fund and other sources.

The Dundee Central Waterfront project involves several infrastructure development projects. Projects are 
mainly led by the council, and involve developing land to attract private sector investment and include:

• the demolition of obsolete buildings

• reconfiguration of the road network 

• site configuration, site servicing, hard and soft landscaping

• gas and electricity connections

• cycle routes

• footbridge construction.

Projected impact of the project
The estimated impact of the Dundee Central Waterfront project is based on the support provided by all 
partners, not just Scottish Enterprise’s contribution. A performance framework was established at the 
outset of the project, including a number of targets, such as:

• developing 710,000 sq ft of high-quality office space 

• increased inward investment 

• an increase in average office rental levels 

• increased awareness and perception of Dundee.

This is projected to lead to an increase in:

• Dundee’s productivity to Scottish levels by 2020

• net GVA by £68 million at 2018, £268 million at 2028 and £513 million by 2048 

• employment, with an additional 1,065 full-time equivalent jobs created by 2020. 

The majority of targets were forecast to be delivered over an 11-year timeframe (2009-2020) with 
significant progress by 2015, the mid-point in the programme. 

Impact to date
As at May 2016 (seven years into the project) Scottish Enterprise has invested £31 million (over 90 per 
cent of its total approved funding). The infrastructure programme, which included the demolition of 
a number of buildings and upgrading the road network, is now substantially complete, and has been 
delivered on time and within budget. The final package will be implemented following the completion 
of the new V&A museum. When complete the Dundee Central Waterfront will offer a range of sites for 
office, leisure and residential development. 

The success of the infrastructure programme is due to the well-developed strategy and action plan, 
and clear roles and expectations for all partners involved. The economic downturn created a number 
of challenges for the project. In particular it made leveraging private sector investment into the project, 
specifically in the commercial property development sector, very difficult. Similarly the demand for office 
property across Scotland took a long time to recover after the recession. This means that many of the 
targets will not be achieved within the original timescales. In 2014 Scottish Enterprise reviewed the targets 
and anticipates these will be fully delivered over a 10-20 year period. 
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Despite these challenges, the Waterfront project is already having a positive impact on Dundee’s 
development, its international profile and business confidence, all of which create opportunities to attract 
further investment. Since 2009 new hotel developments and the first large-scale speculative office 
development in central Dundee for over 30 years have been completed. There is strong developer interest 
in a number of sites at the Waterfront. In addition, the following is expected to enhance the economic 
impact of the Dundee Waterfront project:

• A new railway station, which will comprise a new concourse, retail facilities and hotel, is being 
progressed by Dundee City Council. 

• The V&A has chosen Dundee for their new Museum of Design, which is currently being constructed 
at the Waterfront. The regeneration work already undertaken is believed to have been a crucial 
factor in the decision. The Museum is expected to create an additional 360 jobs by 2022/23.

Source: Audit Scotland
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Case study 3
Scottish Enterprise's support for the Food and Drink sector 

Background 
The Food and Drink (F&D) sector includes food manufacturing, drink manufacturing, agriculture and 
fishing. During 2012/13 there were over 17,000 F&D businesses operating in Scotland (the vast majority 
of which were agricultural businesses), employing around 120,000 people, with an annual turnover of 
£14.3 billion. This is around ten per cent of Scottish businesses and five per cent of Scottish employment. 
Scottish Enterprise mainly focuses its support on the 1,100 businesses in the F&D manufacturing and 
processing sectors. The F&D sector is one of Scotland’s largest exporting industries, with Food and Drink 
accounting for almost 20 per cent of all Scottish international exports. 

Rationale for public-sector support
The F&D sector is one of the Scottish Government’s seven growth sectors. These are industry sectors 
where Scotland is considered to have a comparative advantage or the potential to maximise future 
growth opportunities. Scottish Enterprise and HIE have both identified the F&D sector as a priority in their 
business plans. 

The overall approach to supporting the F&D sector is informed by the industry leadership group, Scotland 
Food and Drink (SF&D). SF&D is a membership organisation that brings together public and private 
sector partners to help achieve the industry’s growth ambitions and coordinate delivery of the industry 
strategy. SF&D has 350 members which include businesses, trade associations and sector skills councils. 
Public sector partners include the Scottish Government, Scottish Enterprise and HIE. The public sector 
provides SF&D with a funding package to deliver industry leadership activity on behalf of the sector. 
Scottish Enterprise is on the SF&D board. It is also on the SF&D Executive Group alongside other public 
sector bodies, including HIE, the Scottish Government and Scottish Development International (SDI). 

The collective aim of all partners is to grow the sector’s annual turnover to a value of £16.5 billion by 2017, 
with £7.1 billion of that generated through exports. Scottish Enterprise and HIE, along with the Scottish 
Government and other public sector bodies, support the industry to achieve its ambitions. This includes 
providing advice and funding to increase innovation, develop skills and improve productivity. SF&D 
reports that its partnership with the public sector allows it to do more industry development work. The 
Scottish Government estimates that, together with the enterprise bodies, it spent just under £25 million 
supporting the F&D sector in 2014/15. 

Scottish Enterprise support for the sector
Alongside other public sector bodies, Scottish Enterprise works with SF&D to identify the challenges and 
opportunities for the sector, determine the most appropriate forms of support and coordinate activity. It 
also contributes to the development and delivery of the SF&D industry strategy. 

The SF&D strategy was developed in 2009 and updated in 2013. It sets a number of targets for all public 
and private sector partners to work towards to help drive growth and address sector issues. The sector 
has identified six priorities to help achieve its ambitions:

• Build Scotland’s food and drink reputation in both UK and international markets

• Focus on the primary sector (ie, producers) to encourage growth and profitability

• Build supply chains

• Become more environmentally sustainable

• Improve food productivity

• Accelerate innovation. 
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Each priority is led by an industry organisation and a public sector body. Scottish Enterprise jointly leads 
on the ‘build supply chains’ and ‘accelerate innovation’ priorities and SDI leads on the ‘international’ 
priority. Scottish Enterprise also has a supporting role in the other industry priorities. Scottish Enterprise 
produces an annual Food and Drink sector plan setting out its specific contribution, actions and measures 
against each of the sector’s six priorities and how these align with Scottish Enterprise’s business  
plan priorities. In addition to providing support for SF&D’s activities, some of Scottish Enterprise’s 
activities include:

• managing the £1.6 million ‘Market Driven Supply Chains’ project (co-funded by the Scottish 
Government and Scottish Enterprise). The project offers support to sector-based projects and to 
individual companies to support and encourage the development of effective supply chains to 
capitalise on both UK and International Market opportunities

• developing a new approach to innovation through the ‘SF&D Partnership Innovation Response’ 
which aims to encourage collaboration to boost innovation activity in the sector 

• delivering the SF&D Export Plan. This includes: organising international market events to connect 
buyers and suppliers; showcasing Scotland’s premium F&D offering; and managing the team of 
global specialists funded through SF&D, Trade Associations, SDI and the Scottish Government

• the Scotland Food & Drink Network (SFDN), which was established to help businesses to connect, 
find new opportunities and supports collaborative working.

To support the Food and Drink sector, Scottish Enterprise has a dedicated Food and Drink sector team. 
A number of other Scottish Enterprise departments support the F&D team, including Company Growth, 
Business Infrastructure and SDI (both in Scotland and overseas). Scottish Enterprise’s approach to 
sectors is supported by its Sector Delivery team, which has responsibility for the development and 
implementation of sector-related projects. 

Scottish Enterprise provides support to the F&D sector through providing specialist food and drink 
support and also more general support to individual companies. Scottish Enterprise currently provides 
account management support to approximately 290 food, drink and supply chain companies. Between 
2006 and 2015 Scottish Enterprise:

• supported over 1,100 F&D companies, of which 425 were account managed 

• undertook 208 specific F&D projects, of which 188 were for the benefit of the sector rather than 
individual companies.

Scottish Enterprise estimates that it spent £32.6 million on specific F&D support between 2006 and 2015. 
In addition it spent £22.3 million on providing more general support to F&D businesses.2 This spending 
does not include staff costs, which may be significant given the extent of industry engagement and  
advice provided.

We reviewed the support that Scottish Enterprise provided to Young’s Seafood Limited, one of its 
account managed companies. A Ministerial-led public sector task force was set up after Young’s lost a 
significant contract which threatened a number of jobs in the Fraserburgh area. The task force developed 
an economic recovery plan for the area and has put in place a number of actions to mitigate the impact of 
job losses. Scottish Enterprise has supported the task force by providing Young’s with a range of support, 
including supporting affected employees and identifying potential efficiency savings through its Scottish 
Manufacturing Advisory Service. 

2   http://www.evaluationsonline.org.uk/evaluations/Search.do?ui=basic&action=show&id=513.

PA/S5/16/4/1

http://www.evaluationsonline.org.uk/evaluations/Search.do?ui=basic&action=show&id=513


Supplement 3. Supporting Scotland’s economic growth   | 9

Impact 
Scotland Food and Drink’s ambition in 2010 was to boost turnover in the sector to £12.5 billion per annum 
by 2017. In October 2013, this was revised to £16.5 billion after the original target was met three years 
early. The value of exports and the number of employees working in the sector have also grown at a faster 
rate compared to other industries. 

In 2015 Scottish Enterprise’s evaluation team, alongside the F&D team, undertook a large-scale evaluation 
of its support to the F&D sector, including supply chain companies. The evaluation included:

• reviewing evidence from six project evaluations between 2007 and 2014. Projects include the Food 
and Health Innovation Service and the Scottish Food and Drink Information Service

• compiling statistics on projects and companies supported between 2006 and 2015

• an assessment of the benefits and impact of support to companies, with a focus on account-
managed companies.

The evaluation found that:

• Food and Drink projects have led to new products being developed, greater collaboration between 
businesses and increased sales. Additional benefits include improved awareness and understanding 
of markets and enhancing the reputation of Scottish brands

• between 2010 and 2014, F&D account-managed companies increased their turnover by 29 per cent 
and employment by 19 per cent

• between 2012 and 2014, international sales by F&D account-managed companies grew by 
seven per cent

• Scottish Enterprise helped to generate £14 from every £1 it invested in F&D account- 
managed businesses.

The evaluation also identified where improvements could be made. For example, it found that there could 
be better links between F&D project support and account managers to enhance access to wider Scottish 
Enterprise support. Scottish Enterprise continues to review the evaluation results to determine future 
support and activities.

In 2015, an expert working group, led by SF&D and including the Scottish Government and industry 
representatives, led a collaboration review to identify how partners could work better to support the 
sector. The review made a number of recommendations on, for example, supply chains, innovation, skills 
development, the support landscape and funding arrangements. It is not yet known what impact the 
collaboration review will have on Scottish Enterprise’s, and other bodies’ arrangements for supporting  
the sector.

In 2016, Scottish Enterprise initiated a review of its approach to supporting sectors, which included 
considering the role of sector teams, impact of its sector approach, performance management 
arrangements and industry engagement. It will use the results of this review to develop options on  
how to update and develop its approach to supporting sectors. 

Source: Audit Scotland
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Case study 4
Highlands and Islands Enterprise's support for Harris Tweed

Background 
Harris Tweed is the world’s only commercially produced tweed that is hand-woven by self-employed 
weavers who work from their own home. It is protected by an Act of Parliament. Cloth must be  
made from pure virgin wool, with all dying, spinning and finishing processes undertaken in the  
Outer Hebrides. 

The Harris Tweed industry is dominated by three mills: Harris Tweed Hebrides Limited (HTH) – Shawbost 
mill; Harris Tweed Scotland Limited (HTS) – Stornoway mill; and HTT (Manufacturing) Limited (HTT) 
– Carloway mill. There are also several smaller producers. HTH is the largest producer, accounting for 
around 70 per cent of total production, HTS accounts for around 20 per cent of production and HTT eight 
per cent. 

Highlands and Islands Enterprise (HIE) has worked with the Harris Tweed industry for over 20 years. In 
2008 the Harris Tweed Industry Forum (HTIF) was established to support and develop the industry. It 
was an industry-led body and included HIE, Comhairle nan Eilean Siar (CnES), the Scottish Government, 
Scottish Development International and Harris Tweed businesses/groups. The HTIF has since been 
disbanded but industry liaison and partnership working developed through the forum remain strong.

Rationale for public-sector support 
The Outer Hebrides had suffered long-term population decline which was reversed for the first time in a 
century in the 2011 census. The area has higher than average unemployment and has many other social 
and economic challenges stemming from its remote and sparsely populated geography. Employment 
is therefore very valuable to the islands. Harris Tweed is a significant employer in the Outer Hebrides 
creating a number of economic, social and community benefits.

In 2009, total production of Harris Tweed reached its lowest recorded production level since 1934, with 
just 454,963 metres produced. In addition there were issues with accessing private sector investment. 
This created a significant threat to employment, to the economy and to the wider community. Supporting 
the Harris Tweed industry is aligned with the Scottish Government’s and HIE’s priorities, which includes 
increasing employment, boosting productivity, supporting the creative industries growth sector and 
exporting to international markets. 

Support provided by Highlands and Islands Enterprise
HIE works with partners to provide a range of support to the Harris Tweed industry. It provides account 
management support to two of the mills – HTH and HTT.  Its account management support is tailored to 
the needs of the individual mills and includes: 

• grants to support capital investment projects

• expert advice

• helping to develop and implement business and growth plans

• supporting innovation to improve product efficiency and diversification into new  
international markets.

All forms of support are subject to appraisal. Where grant support is provided for a specific project an 
appraisal paper is presented to the appropriate HIE forum for approval. Appraisal papers follow the UK 
Treasury's five case model. For example, in 2015 HIE approved funding of £300,000 to Harris Tweed 
Hebrides as part of a £1.8 million expansion project. The appraisal paper set out details of the strategic, 
economic, commercial, financial, and management case for the project. It noted that private sector 
finance was not available as banks had concerns about the textiles sector and remote location. It included 
a breakdown of project costs and how the project contributed to the Scottish Government's and HIE's 
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strategic priorities. The HTH expansion projected an additional ten full-time equivalent staff and an 
increase in turnover of £1.735 million after three years.

Alongside the HTIF, HIE’s support to the wider industry has included:

• supporting the Harris Tweed Authority (HTA) along with the Scottish Government, Scottish 
Development International and CnES. The HTA is responsible for the marketing and promotion 
of Harris Tweed, including branding and brand protection. Support to the HTA includes providing 
specialist advice for brand advancement and digital marketing opportunities and providing capital 
grant assistance towards the purchase of looms to be used for training purposes

• working with the Association of Harris Tweed Weavers and CnES on loom development 
programmes to improve the efficiency of production and maximise output for each loom

• setting up the Harris Tweed Training and Development Programme in partnership with CnES and 
co-funded through the European Social Fund. Since September 2013 this has provided training for 
139 individuals covering a range of skills including weaving, loom maintenance and branding.

The estimated cost of HIE’s support to the Harris Tweed industry since 2008, including the mills, is 
approximately £1.5 million. This figure does not include HIE staff costs, which may be significant given the 
extent of industry engagement and advice provided.

Impact
HIE’s support has helped to increase employment in the Harris Tweed industry from 68 jobs in 2009 to 
456 in 2014/15. Turnover for the industry has also increased, from £300,000 in 2008 to £9.5 million in 2014. 
The Harris Tweed Authority has recorded that over 1.7 million metres of cloth was produced in 2015, an 
increase of around 300,000 from 2014.

Growth in the industry has provided significant career opportunities for young people in an industry 
that had previously been viewed as offering only part-time employment and had an ageing workforce. 
The industry also offers high value jobs. For example, the average salary for a weaver is around £25,000, 
which is greater than the average wage in the Outer Hebrides. This helps support sustainability in the 
area as employment opportunities can help attract and retain young people to live and work in the Outer 
Hebrides. 

An assessment in December 2015 found that the industry was growing and is expected to continue on its 
current growth trajectory to reach the following levels by the end of 2018:

• Increases in production of 50 per cent on 2014 levels

• Five hundred people employed in the Harris Tweed mills and as home weavers

• Sales revenue of Harris Tweed to exceed £40 million

• International sales of more than £10 million.

Demand for Harris Tweed is seasonal and during peak season demand tends to outweigh supply. As such, 
future plans involve expanding and developing the businesses, workforce and facilities. Harris Tweed has 
a strong world-wide profile and attracts significant national and international interest. It is a key part of the 
Outer Hebrides’ cultural heritage and it features significantly in the ‘visitouterhebrides’ website profile.

Source: Audit Scotland
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Case study 5
Highlands and Islands Enterprise – development of the Inverness Campus 

Background 
Historically higher education provision in the Highlands and Islands was limited by the absence of an 
established University in the region. An economic impact assessment in 2009 found that the Highlands 
and Islands area provided for only one in 12 of the university places required for its population. Developing 
more substantial provision has long been a priority of the Scottish Government, HIE and the Scottish 
Funding Council. The Inverness Campus development is key to offering the academic and job opportunities 
needed to help retain and attract young people to the area. At the time of approval it was the largest single 
capital project that HIE had had responsibility for delivering.

HIE instigated preliminary discussions with stakeholders on a potential campus in 2006. The ambition 
was to encourage collaboration and knowledge transfer and to increase entrepreneurship and innovation, 
by bringing education, research and development, and business together on one site. The development 
would also provide a focal point for the University of the Highlands and Islands. Suitable land for the 
development was identified in 2007 and HIE purchased the 220 acre Beechwood site for £3.15 million  
in 2009.

Due to the significant benefits expected for the wider area, the project involves many stakeholders. 
The project is overseen by the Inverness Campus Partnership Forum, which includes HIE, the Highland 
Council, the Scottish Funding Council and representatives from a number of other public and third sector 
bodies. Many of the Forum members are bodies who have an interest in locating on the site. The Forum is 
a high-level, strategic partnership. It is chaired by the Deputy First Minister, John Swinney and its role is to 
agree, oversee and maximise the strategic vision of the campus.

Rationale for public-sector support
The Inverness Campus project supported a number of the Scottish Government’s and HIE’s priorities in 
2009, particularly to increase productivity, population and cohesion. It continues to contribute to their 
current priorities. The project is expected to help reverse the out-migration of young people from the 
Highlands and Islands region through the improved provision of further and higher education facilities. 
It is also expected to grow the economy through business creation and new, higher paid jobs. Other 
benefits include:

• enabling the University of the Highlands and Islands (UHI) to compete internationally and achieve 
sustainability in terms of student numbers, research and funding

• increasing the opportunities for inward investment to Inverness and the wider Highlands and  
Islands area

• expanding the availability of Research & Development facilities.

Following the purchase of the Beechwood site, HIE worked with stakeholders to create a detailed 
masterplan for the development. In September 2009 the HIE Board was presented with an appraisal 
paper, including an Economic Impact Assessment, for approval. The appraisal paper outlined five different 
options for development of the site, including an option not to proceed, with associated costs, advantages 
and disadvantages of each. The board was also asked to approve a budget for HIE to deliver their chosen 
option. An independent consultant’s review of the project helped to inform the board’s decision-making 
and included recommendations for effective delivery of the project. 

The board approved a hybrid of two options which would see HIE lead a full site development project 
and set the project team a budget of £25 million to deliver Phase 1 of the project. This was in addition to 
the £5.5 million already approved for feasibility studies, purchase of the site and planning applications. 
Following this approval, a Business Case was developed and approved by the board in June 2010. 
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Support provided by Highlands and Islands Enterprise
HIE’s role was to lead the project. This included purchasing the land and creating the required 
infrastructure, facilitating all the developments, coordinating the partnership and promoting the project. 
HIE appointed a project director and a Project Board and a Project Control Group were established to 
manage the project. HIE was also responsible for monitoring progress and for risk management, which 
included maintaining a risk register. HIE also led and facilitated the Inverness Campus Stakeholders Board, 
which became the Inverness Campus Partnership Forum in 2010.

The HIE Board set a budget of £25 million in September 2009 for the project. The budget was to deliver 
the Phase 1 infrastructure, such as access points, internal road networks, a pedestrian and cycle bridge, 
external lighting, landscaping and 17 fully-serviced plots. As at June 2016 HIE had spent £23.4 million on 
the project.

HIE competitively tendered the infrastructure development and awarded a contract to a third party. HIE 
report that, at times, the delivery and management of the contract was quite challenging. A high level 
of professional advice (eg, project management, design, legal, contract specialists) has been required to 
ensure programme delivery at a pace and quality that is acceptable to HIE.

HIE’s involvement in the project is long term and will extend to after the Campus is built, branded and fully 
functioning. HIE estimates that it will be involved for a further 20 years. Only then will the desired impacts 
for the region and creation of new jobs and opportunities be fully realised.

Anticipated impact
At the time of approval, the Inverness Campus was expected to generate significant economic and social 
benefits for Inverness and the wider Highlands and Islands area. The projected impact includes:

• GVA of £38 million per year and wider economic impact of £82 million per year

• Significant population increase for the local area and improvements to the demographic profile

• Increases to the number and level of students studying in the Highlands and Islands. To date, 
student numbers have increased from 6,500 to 7,000. 

Prior to the Campus opening to the public in May 2015, HIE commissioned an update of the estimated 
economic impact. This estimated that 1,300 jobs would be located on the Campus by 2020, and a further 
940 new jobs would be created in the wider Highlands and Islands area at that date.

Impact
The Campus opened to the general public in May 2015. The infrastructure development for phase 1 is 
expected to be completed by October 2017, within budget. Achievements to date include the completion 
of an ‘advance’ Life Science unit (Aurora House); the opening of the new Inverness College UHI building; 
and completion of ‘An Lòchran’, a multi stakeholder enterprise and research centre. Construction 
of 150 student residential units is expected to be completed in August 2016 with a further phase to 
commence construction immediately thereafter. Two commercial enterprises have been secured to date 
– ‘Aquapharma’ (supply chain to the aquaculture sector) is located within Aurora House, and ‘Scottish Vet 
Referrals’ is constructing a new build on site, which is due to be completed by the end of 2016.

Marketing and promotion of the Campus has generated considerable interest from potential tenants 
looking to locate on site. In addition part of the Campus development has been designated a ‘Life 
Sciences’ Enterprise Area by the Scottish Government. This will help attract life sciences businesses to the 
campus through incentives such as business rates discounts of up to £275,000 and a streamlined planning 
process. A further collaborative venture, involving the NHS, UHI and HIE, is at the planning stage and 
will follow the successful format of the Centre for Health Science, where delivery of clinical care adjoins 
academic and commercial activity which supports knowledge exchange.

Source: Audit Scotland
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Case study 6
Highlands and Islands Enterprise support for the Energy sector

Background
Scotland has a wealth of energy resources. Energy resources can typically be categorized into traditional, 
such as oil, gas and coal, and renewable, such as offshore wind and tidal. The energy sector is a major 
employer in Scotland. Since the 1970s, the North Sea oil and gas industry has supported thousands of 
jobs, both directly and in the wider supply chain. In the past decade, there has been rapid expansion of 
renewable energy production, particularly in onshore wind, helping to create additional employment. In 
2014 there were 72,000 jobs in the sector, an increase of 6,000 jobs from the previous year. 

Energy is a large contributor to Scotland’s GDP. Output in the energy sector has increased substantially, 
with the energy GDP index increasing by 20.9 per cent between the first quarter of 2007 and the second 
quarter of 2015. By comparison, output for the whole economy increased over this period by 3.7 per cent. 
Scotland has long been a net exporter of energy, primarily to the rest of the UK. In 2013, total exports 
from the energy sector stood at £15.7 billion, accounting for 21.2 per cent of Scotland’s total exports. 

Rationale for public-sector support
Realising Scotland’s renewable energy potential is central to the Scottish Government’s economic 
strategy. The Scottish Government’s ambition is for Scotland to be a world leader in renewable energy 
and for renewable sources to meet 30 per cent of Scotland’s total energy consumption by 2020. In 2013 
Scotland met 13.1 per cent of energy consumption through renewable sources. Meeting the 2020 target 
will require public sector support to increase the production of renewable electricity, heat and transport, 
and encourage a reduction in energy consumption.

Energy is one of the Scottish Government’s seven growth sectors. These are industry sectors where 
Scotland is considered to have a comparative advantage or the potential to maximise future growth 
opportunities. Highlands and Islands Enterprise (HIE) identifies energy as a priority sector in its operating 
plan, as does Scottish Enterprise. HIE primarily focuses on the development of the offshore renewable 
energy sector (offshore wind, wave and tidal) and community renewable energy but recognises the 
importance of oil and gas to the region. 

Energy policy is an area reserved to the UK Government. However the Scottish Government and 
enterprise agencies can support the energy sector in a number of ways:

• Planning – approval or refusal of planning permission for energy projects

• Supporting businesses who operate in the sector

• Investing in, and supporting, the development of infrastructure

• Supporting international trade and attracting inward investment

• Establishing and running appropriate technology support programmes

• Lobbying the UK Government and European Union to influence future energy policy.

A significant proportion of activity by marine energy companies is on the research, development and 
testing of energy generation technology. As such, investment in renewable marine energy is risky and this 
can make attracting private sector investment challenging. Public sector support can help mitigate this by 
providing investment whilst also helping to leverage additional private sector funds.

Support provided by Highlands and Islands Enterprise
The energy sector has five industry advisory/leadership groups, all of which report into the First Minister’s 
Energy Advisory Board:

• Renewables Industry Advisory Group

• Oil and Gas Industry Leadership Group
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• Thermal Generation and Carbon Capture and Storage Industry Leadership Group

• Skills Industry Leadership Group

• Economics and Grid Industry Leadership Group. 

They comprise public sector bodies, including the Scottish Government and the enterprise agencies, and 
senior industry representatives. Their role is to provide advice to ministers and to the enterprise bodies on 
the challenges and opportunities in their particular sector. 

HIE provides support to the energy sector in a number of ways, and develops ‘route maps’ to set out their 
approach. Some of the activity in HIE’s Renewable Energy Route Map 2016-18 includes:

• developing the renewable energy sector through infrastructure investment, supporting local supply 
chain businesses and attracting inward investment

• supporting businesses and social enterprises through the account management service, delivering 
sector wide development programmes and promoting the region’s strengths, skills and expertise in 
the sector

• strengthening communities and fragile areas through tailored programmes to support shared 
ownership of local assets, supporting communities develop and take forward renewable energy 
projects and influencing policy in the community energy sector at a Scottish, UK and EU level

• supporting academic partners, including the University of the Highlands and Islands (UHI) and the 
Massachusetts Institute of Technology, to develop a unique and world class research capability and 
to support entrepreneurship and innovation across the sector.

In recent years, HIE has invested in a number of infrastructure projects, including some which were 
identified in the National Renewables Infrastructure Plan. We looked at three examples – the Nigg Energy 
Park, the European Marine Energy Centre (EMEC) in Orkney and Wind Towers at Machrihanish. HIE has 
invested at least £32 million since 2000 into these three sites. Investment in infrastructure directly benefits 
the businesses involved and the wider supply chain.

Nigg Energy Park 
The Park was originally developed in the 1970s to support the North Sea Oil and Gas industry. Global 
Energy Group bought the site in 2011 after it had been largely unused since 2000. HIE has approved 
£9.1 million of funding for the Global Energy Group since 2011 to assist with two phases of redevelopment 
activity, in order to renovate the Park and increase the range of work that can be undertaken. This upgrade 
has facilitated new oil and gas activity and enabled the site to be used to support a range of renewable 
energy projects. It has also led to it securing a multi-million pound contract to support the £2.6 billion 
Beatrice Offshore Wind Ltd project.

EMEC 
EMEC was established in 2003 by a public sector consortium led by HIE. Partners included the Scottish 
Government, UK Government, Scottish Enterprise, Carbon Trust, Orkney Islands Council and the European 
Union. In 2008/09, EMEC acquired the assets from HIE. It is the world’s only independently accredited, 
grid connected centre for testing of wave and tidal energy devices and has tested more devices than any 
other facility. It helps to develop international industry standards, and is currently developing a hydrogen 
production facility which will demonstrate the use of storage technologies to alleviate grid constraints. HIE 
has provided EMEC with £5.2 million between 2002 and 2009 for various developments and expansions. 
EMEC has been self sufficient in terms of revenue since 2010/11 but HIE has continued to provide the 
business with account management support.

Wind Towers
Wind Towers is located at Machrihanish in Argyll. It manufactures towers for wind turbines and has been 
in continuous production for over 12 years. Between 2001 and 2015, HIE has invested around £18.3 million 
into the Machrihanish site. Ownership of the site changed twice during this period, with HIE becoming 
co-owners with SSE in 2012 after purchasing 19.9 per cent equity in Wind Towers. HIE support has 
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included facilitating development of the site, purchasing assets and leasing them back to the business, 
and working capital loans. HIE has also worked with Argyll and Bute Council, the Scottish Manufacturing 
Advisory Service, and Scottish Development International to improve the local infrastructure, production 
efficiency and international strategy respectively. We set out the impact of this support below.

In 2015, HIE, at the request of the Scottish Government, and in response to a crisis in the wave energy 
sector, established Wave Energy Scotland (WES) to support the development of wave energy technology. 
It has been set up as a subsidiary of HIE. WES, through a series of competitive pre-commercial 
procurements and collaborative projects, will fund the development of wave energy technologies with 
the aim of creating products that will become commercially viable. Two major funding rounds were run 
in 2015 which resulted in 23 contracts being let with a total value of over £8 million. In addition, WES 
has entered into a collaborative research project, awarded four knowledge capture contracts, four 
research projects to inform the focus of future funding, and a further contract for the dismantling of a 
wave energy device. 

HIE account manages around 100 businesses in the renewable energy sector, including the three 
businesses mentioned above. This is 20 per cent of their account management portfolio. It also account 
manages around 50 community organisations. As part of this they help communities to develop 
community owned renewable energy projects and enable local energy generation and use. This includes 
supporting communities to directly or part own renewable energy projects and helping communities 
access innovative finance solutions. 

We reviewed the support that HIE has provided to the Rousay, Egilsay and Wyre Development 
Trust (REWDT), part of the Orkney Islands. HIE have provided the Trust with two phases of account 
management and have helped fund the posts of Admin/Finance Officer, Community Development Officer 
and Turbine Development Officer. The Trust considers that these roles have been key to helping the 
organisation be successful in its activities to support development and growth. The Turbine Development 
Officer post was important in ensuring the successful construction of a community wind turbine. The 
turbine has provided the REWDT a source of income since 2012 through selling the energy it produces 
to the local electricity grid. REWDT can then use the income for projects identified in its community 
development plan, which HIE assisted them to create. 

Impact
HIE measures the impact of its support for the energy sector over a longer period of time that its other 
forms of support. For example, its standard measures, like sector turnover growth and job increases, are 
unsuitable for a developing sector where many products are still at the testing stage and many businesses 
are not yet commercially operating. It uses measures such as total inward investment, number of 
communities developing and owning renewables projects, and investment in commercial and academic 
research activity.

HIE reports the following impact from its support to Nigg Energy Park, EMEC and Wind Towers (now CS 
Wind):

• Nigg Energy Park – an additional annual turnover of £190 million per annum and 1,246 new full-time 
equivalent jobs expected to be created within three years of HIE’s investment.

• EMEC – 114 additional full-time equivalents (FTE) per year between 2003 and 2015 in Orkney. The 
reported wider job benefits are 225 FTEs annually for the whole of Scotland and 292 FTEs per year 
for the UK. It is also estimated to have helped contribute £142 million to the Scottish economy over 
this period. 

• Wind Towers – retention of 134 full-time equivalent employees and creation of up to a further 70 full-
time equivalents at Machrihanish, an area that experiences low employment rates. As the UK's only 
wind tower manufacturer it has maintained an indigenous supply of towers for the wind energy sector.  

Source: Audit Scotland
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Case study 7
Scottish Investment Bank’s support to businesses

Background
The Scottish Investment Bank (SIB) was established in 2011 and is the investment arm of Scottish 
Enterprise, operating Scotland-wide in partnership with Highlands and Islands Enterprise. It was created 
by expanding and developing Scottish Enterprise’s investment function, to respond to the challenges 
faced by Small and Medium Enterprises (SMEs) attempting to access capital during the economic 
downturn. SMEs are businesses with less than 250 employees. SIB helps ensure that SMEs with growth 
and exporting potential have access to growth capital. 

SIB provides a range of products and services:

• It provides equity finance (ie, it buys shares in businesses) alongside the private sector. SIB operates 
two equity funds, both on a fully commercial basis: 

 – the Scottish Co-Investment Fund (SCF) – which to date has been part funded by the European 
Regional Development Fund (ERDF). SIB can invest between £10,000 and £1.5 million as part of 
deals typically within the range of £20,000 to £10 million

 – the Scottish Venture Fund (SVF) – also to date has been part funded by ERDF. SIB can invest 
£10,000 to £2 million in deals typically ranging from £20,000 to £10 million.

• It delivers the Scottish Government’s Renewable Energy Investment Fund (REIF). The £103 million 
fund can provide businesses and communities with loans and equity investments, all on fully 
commercial terms, to support renewable energy projects at the testing or commercialisation stage.

SIB provides debt finance through the following loan funds: 

• The Scottish Loan Fund – this was established by SIB and SIB is the cornerstone investor. The fund 
is managed by Maven Capital, an independent fund manager. The £113 million fund comprises 
£55 million of funding from SIB (part-financed by Highlands and Islands Enterprise and ERDF) and 
£58 million of private sector investment. It provides SMEs with loans between £250,000 and 
£5 million.

• The Scottish Recycling Fund – which is delivered in partnership with Zero Waste Scotland. It 
provides loans between £50,000 and £1.9 million, over a maximum five-year term.

It also provides non-financial support, including portfolio management and SIB provides a Financial 
Readiness service to help businesses navigate the funding landscape, improve their attractiveness to 
potential investors and lenders and support for accessing appropriate funding from both the private and 
public sectors.

Our case study focused on SIB’s arrangements for its equity funds – the SCF and the SVF. We looked at 
how it selects its co-investment partners and chooses which businesses to invest in. We spoke to SIB 
staff, a co-investment partner and a business that had received support.

Rationale for public-sector support
SIB was established to provide better access to finance for early stage and established SMEs with growth 
and export potential. SMEs make a vital contribution to the Scottish economy. In 2011 the Scottish 
Government considered that constrained access to finance posed a significant risk to economic recovery. 
Investment by SIB can help attract private sector investment into businesses. Evaluations of the SIB 
co-investment funds in 2013 found that all private sector investors would have invested less in businesses 
without the accompanying public sector investment.3

3   http://www.evaluationsonline.org.uk/evaluations/Search.do?ui=basic&action=show&id=512
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Scottish Enterprise has undertaken detailed market analysis, independent evaluations and internal and 
external consultations to assess the rationale for continued public sector intervention in equity funding. 
In 2015, as part of its regular evaluation of the funds, the Scottish Enterprise Board approved funding of 
up to £74.5 million (inclusive of future European Regional Development Fund support) for the three years 
to 2018. Various alternative options were considered, including a reduced level of investment and/or 
procuring a private sector fund manager(s). The Board decided that continuing the current co-investment 
model would build on previous success and the proposed amount of £74.5 million was appropriate.

Scottish Investment Bank co-investment funds
SIB will only invest public funds in a business when the private sector is also willing to invest and 
where there is a gap in funding. Where equity investment is provided, Scottish Enterprise will become a 
shareholder in the business. In response to customer feedback, Scottish Enterprise recently streamlined 
its five equity funds into two to simplify the system for applicants, increase flexibility and reduce barriers 
to investment. 

The Scottish Co-investment Fund (SCF) involves SIB investing alongside private sector investors who hold 
Accredited Partner status. Partners are typically angel investors, investor syndicates or venture capital 
companies who wish to undertake multiple investments alongside SIB. Accredited partners:

• identify investment opportunities

• undertake appropriate due diligence

• negotiate the terms of the deal

• invest its own funds into businesses

• offer the deal to Scottish Enterprise if there’s a funding gap.

Scottish Enterprise contributes to the cost of setting up investments through an administration charge 
paid to the Accredited Partner, which is calculated as a percentage of Scottish Enterprise funds invested in 
the deal.

Private sector investors can apply to Scottish Enterprise to become a partner and, if successful, will sign 
a formal partnership agreement. The agreement details their responsibilities and the legal framework for 
the relationship with Scottish Enterprise. As part of the application process SIB evaluates the potential 
partners’ investment history, key personnel, the availability of funds, their current portfolio and investment 
management arrangements, and previous investment exits. 

The Scottish Venture Fund (SVF) is still private sector led, but SIB will undertake its own due diligence 
as appropriate on the business and the investment proposition. It will then work with the private sector 
investor to agree the terms of the investment. The private sector investor is not required to sign a 
partnership agreement and this is an arrangement that is better suited to some investors. 

Impact
SIB has been successful in increasing the number of active private sector investors, the amount of capital 
being invested into early stage Scottish companies and raising the international profile of Scottish equity 
investment. To help improve the likelihood of success Scottish Enterprise provides businesses with other 
forms of support, including its account management service. 

Between April 2003 and December 2015 SIB has invested over £335 million, from all of its funds, 
leveraging additional private sector investment into businesses of at least £827 million. Co-investment 
funds are the most significant, with over £216 million invested, leveraging £517 million of private sector 
investment. Although the main purpose of SIB funds is to support business growth, they can also provide 
Scottish Enterprise with income through the sale of investments and repayment of loans. Over this period, 
income has totalled £68 million. In certain circumstances, such as the failure of a business, SIB has to 
write off investments or sell shares for less than it originally invested. Over this period, write offs have 
totalled £39 million.
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In 2014/15, the SIB Portfolio of investee companies (275 companies at 31 March 2015) supported over 
3,500 full-time equivalent jobs and generated turnover of £342 million. It also supported these companies 
to grow internationally: companies in its portfolio secured £182 million worth of exports and 83 
companies reported £130 million of international sales. 

SIB assesses the performance of its Accredited Partners on a regular basis. This includes a formal annual 
review meeting and a discussion on likely investment activity in the year ahead. This helps to drive 
improvement for both SIB and its partners. The Accredited Partner and supported business that we 
spoke to were very positive about their experience of SIB engagement. They reported that public sector 
involvement made identifying private sector investment much easier by boosting the reputation  
of businesses.

Source: Audit Scotland

Audit Scotland, 4th Floor, 102 West Port, Edinburgh EH3 9DN
T: 0131 625 1500  E: info@audit-scotland.gov.uk 
www.audit-scotland.gov.uk 

For the latest news, reports  
and updates, follow us on:
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SCOTTISH PARLIAMENT PUBLIC AUDIT COMMITTEE 
 

THURSDAY 29th SEPTEMBER 2016 
 

REPORT BY THE AUDITOR GENERAL FOR SCOTLAND 
 

SUPPORTING SCOTLAND’S ECONOMIC GROWTH 
 

 

1. The Auditor General’s report on Supporting Scotland’s Economic Growth: The role of the 

Scottish Government and its economic development agencies was published on 14th July 

2016. Part 1 of the report considers the economic development landscape in Scotland 

and how the Scottish Government's economic strategy is developed and delivered. Parts 

2 and 3 focus on Scottish Enterprise and Highlands and Islands Enterprise (HIE), which 

have a specific remit to support economic growth. It looks at the enterprise bodies' roles in 

supporting the delivery of the Scottish Government’s economic strategy and priorities. 

2. Key messages from the report are: 

 Since 2007 the Scottish Government has had a clear, overall purpose to create a more 

successful country, through increasing sustainable economic growth. Supporting 

economic growth is complex. Many factors influence the economy and most are 

outside the control of the public sector. A range of partners and partnerships are 

involved. The public sector’s role is to create the conditions that encourage business 

growth, stimulate demand for goods and services and increase the economic 

participation of individuals. Five central government bodies are directly involved in this 

activity – Scottish Enterprise, Highlands and Islands Enterprise (HIE), VisitScotland, 

the Scottish Funding Council and Skills Development Scotland (the Strategic Forum 

partners). Of these, Scottish Enterprise and HIE have a specific remit to support 

economic growth across Scotland. 

 Scotland’s economy was valued at around £142 billion in 2015. In 2014/15, Scottish 

Government funding for the Strategic Forum partners totalled £2.2 billion. All public 

sector spending contributes in some way to supporting growth, for example, spending 

on education, housing, health, transport and agriculture. As there is no agreed 

definition of economic development activity it is not possible to identify total public 

sector spending that directly supports economic growth. 

 The Scottish Government's economic strategy sets out its priorities and overall 

approach to support sustainable economic growth. It is a broad, high-level strategy 

and does not set out in detail how underpinning policies and initiatives will be 

implemented. Although the Scottish Government sets the strategic direction for the 

enterprise bodies, their specific functions and responsibilities are not set out in the 

economic strategy. The economic strategy states that progress will be measured 

through the National Performance Framework (NPF). The NPF measures progress 
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towards economic targets and outcomes but it does not measure the contribution of 

policies and initiatives to delivering these outcomes. The Scottish Government has 

refreshed its economic strategy twice since 2007 and has developed and refreshed 

underpinning plans and policies. But it has not collated progress against these, or the 

contribution made by individual public bodies, to form an overall assessment of 

progress against the priorities in its previous economic strategies. Doing so will allow 

the Scottish Government to ensure that its economic strategy remains relevant and fit 

for purpose. 

 In 2014/15, Scottish Enterprise and HIE’s spending totalled £398 million. Their 

combined spending has decreased by 12 per cent, in real terms, since 2008/09. The 

enterprise bodies carry out similar types of activity, including supporting businesses, 

sectors and infrastructure projects, and influencing economic development decisions. 

HIE’s distinct geography and additional remit to support communities means that its 

customers and rationale for its support can differ to that of Scottish Enterprise. Both 

bodies have clear, evidence-based strategies to prioritise their spending and activities. 

They have to take informed risks when deciding which organisations and activities to 

support. Good governance and accountability arrangements are in place to help 

inform their spending decisions and manage risks. 

 Scottish Enterprise and HIE have performed well against their agreed performance 

measures but it is not possible to accurately measure their contribution to the NPF. 

Measuring the impact of economic development activity is difficult but Scottish 

Enterprise and HIE perform a range of evaluation work to help demonstrate and 

improve their impact. We found good examples of the enterprise bodies working well 

with partners to achieve a positive impact, such as creating jobs and increasing 

businesses’ turnover. 

 The full range of public sector support for businesses is not known which creates a risk 

of duplication and inefficiency. Public sector support is not well understood by 

businesses and there is scope to simplify arrangements and clarify roles and 

responsibilities. The landscape for supporting economic growth is changing and 

becoming more complicated, including reducing budgets, new financial powers for 

Scotland, the increasing prioritisation of ‘inclusive growth’, the creation of City Region 

Deals and the potential Islands Deal. It is therefore important that, as part of its review 

of its economic development and skills agencies, the Scottish Government considers 

how the enterprise bodies can best support the delivery of the economic strategy. 
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Public Audit Committee 
 

4th Meeting, 2016 (Session 5), Thursday 29 September 
 

Audit Scotland on Common Agricultural Policy Futures Programme 
 
Common Agricultural Policy Reform  
 
The main policy change affecting Scottish farming in recent years has been the reform of 
the European Common Agricultural Policy (CAP). The CAP aims to improve agricultural 
productivity so that consumers have a stable supply of affordable food and to make sure 
that farmers can make a reasonable living. It also supports environmental priorities and 
rural development. 
 
The most recent reforms apply from 2014-2020. This set of reforms is the latest in a long 
history of the policy which dates back to its inception in 1962. CAP reform 2014-2020 
allowed for a great deal of flexibility of implementation for Member States. This has 
allowed Member States (and regions) to customise the reform package to best fit their 
farming sector. However, the latest version CAP has been widely criticised for being overly 
complex and bureaucratic. It is estimated that the annual cost of the administrative burden 
in agriculture in the EU is €5.3 billion (Tropea 2016). Consequently, future CAP 
simplification is an objective shared by the European institutions, as well as national 
administrations, stakeholders, and farmers.  
 
The CAP has two pillars. Pillar 1 provides direct payments to farmers and is fully funded by 
the EU. Pillar 2 supports rural development, is jointly funded by the EU, national 
governments and transfers from Pillar 1. A SPICe briefing on CAP Reform 2014-20 (Allen 
et al 2014) was published in 2014, and provides full details. 
 

Pillar 1 and Pillar 2 Schemes and Payments 

Pillar 1 payments (also known as direct payments) are intended to provide farmers with a 
basic level of support “in return for the provision of public goods” (Scottish Government, 
2014, p3). Under the reformed CAP a number of new schemes have been introduced to 
replace the previous Single Farm Payment Scheme (see Figure 1).  
 
Pillar 2 supports rural development, is jointly funded by the EU, national governments and 
transfers from Pillar 1. There are also a number of different schemes under Pillar 2 (Figure 
1).  
 
 
 
 
 
 
 

http://www.scottish.parliament.uk/parliamentarybusiness/83176.aspx
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Figure 1. Schemes under Pillar 1 & Pillar 2 of the CAP in Scotland 
 

 
 
Source: Audit Scotland, 2016.  
 

CAP IT System 

The Scottish Government has developed a new IT system for implementation of the 
reformed CAP. This is part of a five-year business change programme known as the 
Futures Programme which runs from 2012/13 to 2016/17 and has two main elements: 
 

 Business change - to redesign services and working practices to focus on the 
customer, and work more efficiently 

http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_160519_cap_futures.pdf
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 IT programme - to deliver a new IT system to meet the requirements of the new 
CAP  

The system allows farmers to submit claims for funds under both pillar 1 and pillar 2. It 
facilitates assessment of the claims by Scottish Government and then allows payment of 
funds under both pillars to farmers.  
 
One of the main reasons for implementing the new program was to meet EU rules on 
administering CAP payments and to avoid the risk of fines from the EU if these rules were 
breached.  
 
Implementing the programme has proved significantly more complex and challenging than 
the Scottish Government anticipated. The budget for the program has been significantly 
overspent. Payments to farmers in 2015/16 have been made much later than the industry 
has come to expect, and a National Scheme has had to be developed to ensure payments 
have been made to farmers.   
 
Audit Scotland’s Reports on the CAP Futures Programme  
 
Audit Scotland first reported on the IT programme in October 2014, and has provided the 
Scottish Parliament Public Audit Committee with updates on the programme's progress in 
April 2015 and October 2015 highlighting the increased costs and ongoing risks. Most 
recently Audit Scotland published an update on the programme in May 2016. This report 
states that (p 10) – 
 

“The Scottish Government has revised the business case over time to reflect the 
latest requirements and cost estimates. 

 

 December 2012 – original business case approved. Total cost of £102 million. 

 March 2014 – revised business case. Total cost of £128 million. 

 April 2015 – major revision to business case. Total cost of £178 million.”  
 
Audit Scotland also report that (p5) - 
 

“To stay within this budget, the Scottish Government has significantly reduced the 
scope of the programme and now aims only to deliver a system that is compliant 
with European Commission (EC) regulations, without all of the planned customer-
focused enhancements and anticipated efficiencies.”  
 

Following Publication of the Audit Scotland Report 
 
Since the Audit Scotland report was published in May 2016, there have been a number of 
statements, questions in Committee about the CAP IT system and associated payments: 
 

 31 May 2016: Statement by Cabinet Secretary for Rural Economy and Connectivity 
in Parliament on CAP Payments  

 

 29 June 2016: The Rural Economy and Connectivity Committee took evidence from 
the Cabinet Secretary for Rural Economy and Connectivity on the range of issues 
including the CAP IT system and payments.  

 

http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_160519_cap_futures.pdf
http://www.scottish.parliament.uk/parliamentarybusiness/report.aspx?r=10454&i=96284&c=0&s=31%2520May%25202016
http://www.parliament.scot/parliamentarybusiness/report.aspx?r=10490
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 19 August 2016:  Cabinet Secretary for Rural Economy and Connectivity wrote a 
letter to the Convener responding to questions on CAP IT issues.  

 

 13 September 2016: In his statement to Parliament the Cabinet Secretary for Rural 
Economy and Connectivity provided an update on the CAP IT system and 
payments.  

 

 13 September 2016: Scottish Government released a statement with an update on 
CAP payments including a response to the recommendations in the Audit Scotland 
report (Annex C).   

 

 21 September 2016: Cabinet Secretary for Rural Economy and Connectivity gave 
evidence to the Rural Economy and Connectivity Committee on CAP Payments 
[OR not available at time of writing]. 
 

Wendy Kenyon 
SPICe  

21 September 2016 

http://www.parliament.scot/images/Parliamentary%20business%20-%20Committees/Rural_Economy_and_Connectivity_Committee_Meeting_29_June_Follow-up_questions.pdf
http://www.parliament.scot/parliamentarybusiness/report.aspx?r=10514&i=96772
http://www.gov.scot/Resource/0050/00505556.pdf
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Public Audit Committee Members Bulletin: 29 September 2016 

 

The following table details new documents laid or published since the last Committee 
meeting which fall within the general remit of the Committee. Except in relation to 
reports from the Auditor General for Scotland, there is no requirement for the 
Committee to consider these documents, however Rule 6.7 of Standing Orders 
provides for the Committee to consider any such documents, if it so decides. 

Date Laid Ref Document 

08/09/2016 RS/2016/01 / 
RS/2016/02 

Revenue Scotland Annual Report and 
Financial Statements for the Year ended 31 
March 2016: Resource Accounts / 
Devolved Taxes Account 

08/09/2016 SCTS/2016/01 Scottish Courts and Tribunal Service 
Annual Report and Accounts 2015/16 

09/09/2016 SG/2016/140 Commissioner for Ethical Standards in 
Public Life in Scotland Annual Report and 
Accounts 2015/16 

12/09/2016 SG/2016/152 Scottish Natural Heritage Annual Report 
and Accounts 2015/16 

13/09/2016 SG/2016/108 Accountant in Bankruptcy Annual Report 
and Accounts 2015-16 

13/09/2016 SG/2016/113 Crofting Commission Annual Report & 
Accounts 2015-16 

22/09/2016 SG/2016/64 Food Standards Scotland Annual Report 
and Accounts for the year ended 31 March 
2016 

22/09/2016 SG/2016/89 Scottish Environment Protection Agency 
Annual Report and Accounts 2015-2016 

23/09/2016 SG/2016/166 Scottish Public Pensions Agency Annual 
Report and Accounts 2015-16 

 

Forthcoming AGS reports 

Title Anticipated publication date 

NHS in Scotland 2016 October 2016 

 

Forthcoming Accounts Commission reports (for information) 

 

Title Anticipated publication date 

Local Government overview November 2016 
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