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Dear Gordon, 
 
Thank you for your letter of 5 November. I have set out answers to the points you have 
raised below. I look forward to engaging further with the Committee on these issues and our 
proposals for the Scottish National Investment Bank more widely. I’m also looking forward to 
our discussion at Stage 2 of the Scottish National Investment Bank Bill on 19 November. 
 
As your letter notes, much of the detail of our proposals for the establishment and operation 
of the Bank lies outwith the Bill and its accompanying documents; both in the financial 
arrangements for the Bank and in other areas as well. There will therefore continue to be a 
need for the Scottish Government to engage with the Scottish Parliament generally, and with 
the Economy, Energy and Fair Work Committee in particular, as our work to establish the Bank 
progresses and beyond the point of its establishment. 
 
The engagement we have had with the Parliament and with the Committee to date has been 
valuable. In particular, I appreciated the Committee’s support for our approach to the recruitment 
of the Chair. In that regard I am pleased to be able to update you that we are now in the final 
stages of appointing the Chair-designate of the Scottish National Investment Bank and 
intend to make a public announcement shortly and I will provide you with a further, more 
detailed update in advance of that announcement. 
 
At Stage 1 I also committed to take a cross-party approach to the development of the 
missions. I have since met with  economy spokespersons in this regard for what have been 
helpful discussions. [The Scottish Government also accepted the Committee’s 
recommendation that a means be identified by which the Parliament can be formally 
consulted on and inform the process by which the Bank’s missions are to be formulated. I 
have today lodged amendments to that effect and I look forward to discussing our proposed 
approach at Stage 2.] 
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We will continue to engage with the Committee on these issues. 
 
Your letter raised a number of questions regarding the planning for the establishment of the 
Bank. 
 
Existing arrangements 
 
Information about the performance of the Scottish Investment Bank (SIB) is published in its 
Annual Review and in Scottish Enterprise’s Annual Financial Statement. Performance data 
on the Scottish Growth Scheme is shared on a regular basis with the Committee, I sent 
letters on the 7th and 22nd October with data and share performance figures on regular 
basis in response to Scottish Parliamentary questions. 
 
During the development of the Implementation Plan consideration was given to existing 
arrangements. The Council of Economic Advisors (discussed at the Committee’s January 
2017 meeting), drawing on work by the New Economics Foundation and Common Weal, 
firmly established the value of creating a mission based development bank specifically 
aligned to Scottish Government policy. The Implementation Plan for the Bank addressed a 
range of considerations, including the provision of existing arrangements, and identifying 
specific priorities around provision of patient capital; scale up finance (£2m-£10m approx.); 
the availability of SME finance; and delivery of crucial transformative, mission-oriented 
project finance. 
 
Detailed work documented in the Implementation Plan supporting analysis determined that 
the most effective way to maximise the Bank’s impact across early stage equity, growth 
capital and mission-based finance was to create a new institution with the scale and capacity 
to deliver this significant remit, whilst building on the positive foundations laid by SIB in the 
early stage risk capital market, and on other public investment activities. 
 
This approach will consolidate existing activity within the Scottish National Investment Bank 
and simplify access to support, advice and finance, whilst continuing to build on skills and 
experience already successfully developed in Scotland.   
 
As the Implementation Plan set out this: “will also ensure the efficiency of public sector 
activity in this area through enabling the Bank to best direct its capital across the existing 
financing activity and new activities, utilising existing channels to market and investor 
relationships”. This wider focus is crucial to the Bank’s mission-oriented approach to tackling 
societal challenges. It has been announced that responding to the Climate Emergency will 
be the Bank’s primary mission to support Scotland’s transition to net zero by 2045. 
 
The scale of the activity that is envisaged to be carried out by the Bank will be supported by 
seeking a dispensation from HM Treasury so that the Bank can have flexibility to manage, 
retain and carry-forward cash balances over financial year-ends. Furthermore, in time the 
Scottish National Investment Bank could seek to attain self-financing public financial 
corporation status. This would enable it to raise finance externally without impacting on 
Scottish Government budgets, and thereby increase the amount of funds available for 
investment in the economy. This option is not available under current public investment 
activities delivered by the Scottish Government or its agencies.  
 



 

Scottish Ministers, special advisers and the Permanent Secretary are 

covered by the terms of the Lobbying (Scotland) Act 2016.  See 

www.lobbying.scot 
 

St Andrew’s House, Regent Road, Edinburgh EH1 3DG 

www.gov.scot 


  

 

Capitalisation 
 
As the Financial Memorandum published alongside the Bill set out, the Bank will be 
capitalised by the Scottish Government to the level of £2 billion over the first 10 years. The 
draft budget for 2019-20 provided initial allocations for investment of £150 million through the 
Building Scotland Fund over 2018-21 and a further £340 million over 2019-21. The Bank will 
therefore require to be further capitalised by an additional £1.5 billion between 2021 and 
2028. 
 
The initial capitalisation will be provided through financial transactions. The remaining £1.5 
billion will be made from Scottish Government resources; the working assumption is that this 
will be from further financial transactions, subject to future budget settlements. 
 
In the absence of additional financial transaction funding after March 2021 other sources of 
capital will need to deployed in order to capitalise the Scottish National Investment Bank.  
This could include recycling existing financial transactions from existing investments that are 
returned to the Scottish Government, traditional capital, or use of the Scottish Government’s 
borrowing powers.  Decisions about the precise mix and source of capital that will deliver the 
balance of the £2 billion for the Bank will be made in light of future budget settlements and 
other calls on the Scottish Government’s capital programme. 
 
The Scottish Government is continuing to engage with HM Treasury on the matter of the 
proposed dispensation. If it is not possible to arrange a dispensation as planned before the 
Bank is formally operational, the Bank could operate without it in its initial years but this 
would be the same basis as other public bodies. This would mean the Bank would need to 
invest and deploy all the capital that is allocated to it through that year’s budget settlement 
and there would involve more controls and engagement over the Bank’s activities than was 
envisaged in the Implementation Plan. For these reasons we are continuing to pursue the 
dispensation as the most optimal solution. 
 
Financial modelling and anticipated costs 
 
In my response to the Committee’s Stage 1 Report I set out that: “The costs for the Bank 
programme, the future Sponsor Unit and Scottish Government contributions to the operation 
of the Bank are being further revised and developed as part of the current Spending Review. 
Revised estimates of the latter costs will be supported by further financial modelling which is 
under way, and on which we will update the Committee in due course”. 
 
My response also set out that the cost estimates for the Scottish Government Bank 
Programme remain within the cost envelope previously set out in the Financial 
Memorandum. This remains the case. The finalisation of these costs and budget allocations 
in financial year 2020-2021 are subject to the annual budget-setting process. As the 
Committee will appreciate, the timing of this process is now subject to some uncertainty and 
I therefore regret that I am unable to provide the requested updates at this time. 
 
Further financial modelling has been ongoing and I hope to update the Committee on the 
results of this shortly, and certainly in advance of Stage 3 of the Bill. The financial model that 
has been developed is currently being independently verified. I will share the results of the 
model with the Committee once that verification process has been completed. 
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The final financial model will allow for updates to the projected operating costs and income 
returns of the Bank, therefore modelling the required contribution of the Scottish Government 
until the point that the Bank can cover its own costs. The Financial Memorandum showed a 
projected cumulative Scottish Government contribution of £17.9 million until 2022/23 – the 
point at which the Bank is projected to cover its own costs. 
 
I trust this information has been helpful and I look forward to discussing these important 
issues further with the Committee. 
 
 

«SIGNATURE» 
 
 
 DEREK MACKAY 
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