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Dear Convener,

Thank you for your letter of 26 June 2026 concerning Loganair’s changes to scheduled air
services between the Western and Northern Isles and Inverness.

| am very pleased to inform the Committee that | will announce tomorrow over £1 million in
new funding to Highlands and Islands Airports Limited (HIAL), which will allow for the full
restoration of islands air services operating from Inverness from 26 October 2026. This
funding clearly demonstrates that the Scottish Government recognises the importance of
good connectivity to island communities including through the aviation sector.

It is important to note that the air services from Inverness are provided and operated on a
commercial basis and the recent changes to those services were entirely a matter for
Loganair to determine. However, the Scottish Government is very much aware that the
changes have had significant negative consequences for the affected communities.

This is why, since Loganair announced its intentions to reduce the services in question, my
officials and | have encouraged HIAL and Loganair to work collaboratively towards a
commercial solution. | am delighted that this approach has resulted in today’s positive
announcement, although | fully recognise that HIAL and Loganair must continue to work
together to find a sustainable, long-term solution for protecting highlands and islands air
services. Transport Scotland and Scottish Ministers will support this process, where
appropriate, and continue to uphold good governance principles in doing so.

As Loganair noted in evidence to the Committee, they have been in touch with my office to
arrange an introductory meeting on aviation matters. Now that this specific funding issue has
been resolved, | will arrange a meeting that will allow me to consider in more detail some of
the issues raised in your discussions.
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Scottish Government Policy and Funding
You have asked various questions of me and my responses are provided below.

First, | would like to take the opportunity to set out the Scottish Government’s policy and
funding for aviation connectivity within Scotland as | believe that this provides crucial context
for the Committee’s deliberations.

Aviation connectivity within Scotland and beyond is primarily a matter for the private sector.
In particular, all flights are operated by private companies, while Scotland’s three largest
airports are commercially owned. Further, the aviation regulatory regime is reserved to the
UK Government. However, the Scottish Government’s aviation policies and its ownership of
HIAL mean that it has an interest in, and some very limited influence over, the operation of
commercial air services.

The Scottish Government’s vision, actions and desired outcomes for aviation are set out in
our Aviation Statement, published in 2024. This document contains various specific
commitments on international route development, decarbonisation and intra-Scotland
connectivity over the short, medium and long term. These commitments are in addition to our
existing policies and funding for Scottish connectivity, which | discuss below.

There is a significant level of public expenditure supporting air services in the Highlands and
Islands. In order to ensure that HIAL can continue to operate safe and regulatory compliant
airports, supporting connectivity in the Highlands and Islands, we have made a budget
available to HIAL of £52.3 million in 2026-27 (which, as noted above, has now been
supplemented by a further £1.06 million). We also continue to operate the Highlands and
Islands Air Discount Scheme (ADS) which provides residents of the eligible area with a 50%
discount on the core ticket price on eligible routes. In 2025-26 the scheme provided support
to individuals in eligible communities amounting to £14.2 million. Further, the subsidy
requirement for our Public Service Obligations (PSOs) from Glasgow to Campbeltown, Tiree
and Barra, for the period October 2023 to October 2027 will total £30.91 million.

It is important to note that the Scottish Government’s aviation policies must be in accordance
with the UK subsidy control regime and the rules on PSOs. These are explored in more
detail below.

Subsidy control

During the Committee’s session on 24 June 2026, various witnesses proposed a potential
subsidy from HIAL to Loganair as a solution to the revenue gap that Loganair had
highlighted. It is important to emphasise that UK Government subsidy control rules would not
allow such direct subsidy. Instead, HIAL can offer commercial discounts to its existing
charges. In doing so, HIAL must be satisfied that any discounts are compliant with subsidy
control provisions. In practical terms, this means the discounts must make commercial sense
and represent value for money to HIAL.
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It is the Scottish Government’s responsibility to ensure that any subsidy it provides to HIAL is
compliant with subsidy control legislation. The Scottish Government’s subsidy of HIAL has
historically been undertaken as a State Aid approved scheme under the European Union’s
Services of a General Economic Interest regime. The related schemes were replicated
following the UK’s exit from the EU and registered on the UK Transparency database. As
part of the conditions of approval of our subsidy, HIAL is only permitted to provide discounts
on charges where it’s in its commercial interest to do so.

This context explains the rationale for why the Scottish Government emphasised that
Loganair and HIAL should engage fully to reach a commercial solution to the Inverness route
changes. The discussions were led by HIAL, rather than by Transport Scotland, as HIAL has
the existing commercial relationship with Loganair. Today’s announcement of additional
Scottish Government funding to HIAL will now allow it to offer a commercial discount on its
airport charges.

Public Service Obligations (PSOs)

During the Committee session there was also some discussion of the potential to place a PSO
on the Inverness-based services.

The imposition of a PSO is the only legal mechanism under which a scheduled passenger air
service can be directly subsidised. PSOs have their origins in EU Regulation and are now part
of retained EU law.

Some services in the Highlands and Islands, which are unable to operate on a commercial
basis due to their low passenger numbers, are subsidised through PSOs as the services are
considered to be socially necessary. As noted, the Scottish Government directly administers
and funds PSOs from Glasgow to Campbeltown, Tiree and Barra, while a number of local
authorities also administer PSOs within their own areas. Local authorities receive funding
through the Local Government Settlement for the provision of airports and air services in their
areas.

It is important to emphasise that a PSO cannot be imposed on any route. Of particular
relevance to the circumstances in question is that a PSO cannot simply be imposed where a
commercial service is in operation. The imposition of a PSO is an intervention in the market
and the necessity and the adequacy of an envisaged PSO has to be assessed having regard
to the proportionality between the envisaged obligation and the economic development needs
of the region concerned, as well as the adequacy of alternative transport options (across all
modes). There has traditionally been a high bar placed on PSOs by regulatory authorities. In
this case, any assessment would have to take into account that there are commercial aviation
services — and other modes of travel — from Stornoway, Kirkwall and Sumburgh to alternative
mainland destinations.

Should any assessment reach the conclusion that a PSO was justified, the process would then
require a full procurement exercise to determine the potentially significant level of public
subsidy required to operate services. This process can take considerable time and thus the
imposition of a PSO, even if feasible, would not have resolved the current issue in the shorter
term. This is another reason why the Scottish Government emphasised our desire to see HIAL
and Loganair reach a commercial solution following Loganair’s decision to alter services.
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Future Consideration

A number of those giving evidence, and members of your committee, emphasised the need
for a more strategic discussion on some of the challenges facing intra-Scotland aviation
provision. | welcome these calls and can confirm that my officials had already commenced
planning for a dedicated event with stakeholders on Scottish regional aviation connectivity
and the needs of the people and communities they serve. The event will allow participants to
reflect on the challenges and opportunities for the Scottish market, with the Scottish
Government providing a proportionate role in the sector. In preparing for the meeting, my
officials will also consider approaches to regional aviation in other, comparable countries,
noting that Norway, for example, was highlighted in the Committee’s discussion. We will also
consider the suggestion that the UK and/ or Scotland should have a strategy for regional air
connectivity. | understand that this topic has been discussed as part of the Department for
Transport’s review of regional connectivity. | can confirm that, since your evidence session,
the DfT has agreed to our earlier request for Transport Scotland officials to be represented
on the regional connectivity working group and sub groups.

As of January 2026, | understand that there were 32 intra-Scotland routes, some of which
are seasonal and all of which were flown by private operators (25 operated by Loganair). All
routes attract some form of publicly-funded support, whether directly, indirectly or both,
including PSO funding, ADS funding and airport provision by HIAL or local authorities.

The Scottish Government is exploring other innovative ways to support the resilience of our
aviation connectivity. This includes our proposal to ensure that all flights between the
Highlands and Islands and other Scottish airports will be exempt from Air Departure Tax
(ADT) when the devolved levy comes into force next year. While it is too early to state with
certainty, it is reasonable to consider that this measure may benefit airlines operating in the
Highlands and Islands. Nevertheless, as previously highlighted, the overwhelmingly
commercial nature of the aviation sector and the subsidy control regime constrain the
options available to the Scottish Government to support Highlands and Islands aviation
connectivity even further.

Turning to the specific services under discussion, there are several contributing factors to the
drop in the use of air services from Inverness over recent years including changes to working
practices post-Covid pandemic and changes to health provision on the islands. High air fares
are also a key factor highlighted. While the Scottish Government cannot directly intervene in
the setting of air fares on commercial services, it does provide support for residents through
the ADS.

Fare levels on the Inverness to Stornoway, Kirkwall and Sumburgh services are a matter for
Loganair as the operator of those services. It is noted, however, that the fares on these
services are higher than on other services in Loganair's network using the same aircraft and
crew. Lowering air fares to potentially stimulate demand may lead to higher yields on the
services, leading to them being more commercially viable.

Understanding the challenges facing regional aviation and the impacts on communities in
more detail is key for all parties. Following the regional connectivity event, | will determine
what further action is required including continued engagement with key stakeholders. | am
happy to keep the Committee informed of the outcomes of this work.
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Committee Questions
Having set the wider context, my answers to your specific questions are set out below:

1. What discussions you/Scottish Government officials have had in relation to the
immediate and longer-term impacts of the removal of these services by Loganair,
and whether these discussions have been cross-portfolio (e.g. involving the
Cabinet Secretary for Health and Care).

The Aviation Policy team within Transport Scotland has led the Scottish Government’s
engagement on this issue, liaising with HIAL and other local stakeholders. | can also confirm
that other organisations affected by the removal of the services — notably the NHS — have
engaged repeatedly with lead officials within their respective departments. Officials have
worked together to ensure that | and the Cabinet Secretary for Health and Care are aware of
the impacts and the related mitigation efforts.

2. What actions have been considered to mitigate the impact of these cuts, in the
short to longer-term, including consideration of Public Service Obligation (PSO)
designation for certain lifeline routes?

This paper sets out our position on commercial negotiations and explains the constraints
around the application of PSO designation.

3. How information is communicated between HIAL, Transport Scotland officials, and
Scottish Ministers, and where decision-making responsibility lies for policy and
budget allocations to support the maintenance of lifeline air routes.

HIAL’s funding, its compliance with subsidy control provisions, and support on HIAL’s
compliance with governance requirements (given its status as an NDPB) are core elements
of Transport Scotland’s sponsorship relationship, managed through the Aviation Policy team.
There is frequent engagement with Scottish Government officials in managing these issues.
To support these arrangements Scottish Ministers also have bi-annual meetings with senior
HIAL leadership, supplemented by additional ad-hoc meetings if required.

Given my engagement with HIAL was raised during your evidence session, | am keen to
provide some clarification. | can confirm that | did not engage with HIAL leadership or
Loganair on the issue of Inverness-based services whilst their negotiations were ongoing. |
considered it likely, as was subsequently proven to be the case, that these negotiations
would lead to an additional revenue ask to the Scottish Government, and it was therefore
right that | did not directly influence commercial discussions. However, | did consistently
ensure that regular updates and briefings were provided to me by my officials on the
progress of the discussions.

| also engaged directly with affected communities during my visit to na h-Eileanan an lar in
mid-June. Further, one of the earliest meetings in my new role was on this issue with
Hannah Mary Goodlad, representing MSPs from affected communities.

As noted, the provision of air services is for commercial operators, although the Scottish
Government’s operation of PSOs has been highlighted.
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With regard to the Inverness services, the decision-making on policy and budget allocations
rested with Scottish Ministers. HIAL's role in the provision of airport services utilised by
operators — and the need for commercial decision making in this regard — is explained
above.

4. Whether the Scottish Government will urgently review its Islands Connectivity Plan
to ensure that strong aviation links are recognised as vital to ensuring the longer-
term viability of island communities, and the timescale for completion of that
review.

Published in May 2025, the Islands Connectivity Plan (ICP) recognises that publicly
subsidised ferry services will remain, overall, the primary transport mode for the movement
of people and goods to islands but is fully cognisant of the role aviation links play in the
transport connectivity landscape for these and peninsula communities. Our Vision in the ICP
states that 'Scotland’s ferry services, supported by other transport services, will be safe,
reliable, affordable and inclusive for residents, businesses and visitors enabling connectivity,
sustainability and growth of island and peninsula communities and populations’.

On publication of the Strategic Approach and our Vessels and Ports Plan it was noted that to
deliver the ICP Vision, and its Priorities, we need to know the transport connectivity needs of
each island and peninsula community. This includes whether these needs are being met in
the most efficient way. Therefore, the next stage of this process is to gather that detail in
planned Community Needs Assessments (CNAs). These CNAs, a number of which are now
underway, will identify gaps and subsequently produce options which might address these
identified gaps, whilst remaining anchored to delivering value for money to residents and
taxpayers. They will recognise whether responsibility for such services rests with public
operators, private operators or local authorities. The ICP states clearly that when considering
future island transport connectivity, it will consider all options - this includes aviation links.

CNAs currently underway cover:
e OQuter Hebrides, Small Isles, Skye and Raasay
e Coll, Colonsay, lona, Kerrera, Lismore, Mull and Tiree
e Northern Isles

CNAs covering Clyde and Kintyre and Gigha, Islay and Jura are planned to be commenced
later this year.

The planned stakeholder roundtable on aviation, noted above, will complement the CNA
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STEPHEN FLYNN MSP

Yours sincerely,
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