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Dear Convener

HIGHLANDS AND ISLANDS ENTERPRISE (HIE)

HIE
Highlands and Islands Enterprise
lomairt na Gaidhealtachd 's nan Eilean

Thank you for inviting HIE to attend the Rural Economy and Connectivity Committee session on 24 May.
We welcomed the opportunity to meet the Committee members and enjoyed discussing the wide range
of issues that were raised. In turn, we hope you found our evidence informative and helpful.

The Committee specifically requested that HIE provide additional information to answer the following
questions:

Exporting
How many more new exporters are there in the HIE area since last year and how does
HIE support increased export activity?

As explained during HIE's evidence, HIE has developed an International Trade Ladder which
measures a company's progress on the export journey. In 2016/17, 405 businesses on the HIE
account managed portfolio were mapped at different stages on the international ladder as
follows:

Stage 1 − Inactive (not exporting and no plans to export) − 70 businesses.
Stage 2 − Aware (not currently exporting but with ambition and potential to export)

− 82 businesses.
Stage 3 − New Exporter (less than 5% turnover is international sales) 67
businesses
Stage 4 − Passive (between 5−15% of turnover is international sales) — 43
businesses.
Stage 5 − Active (over 15% of turnover or £250k is international sales) − 143
businesses.

Of the 67 New Exporters at Stage 3, HIE/SDI supported 35 businesses with services including
strategic advice, market awareness, export training and visits to early stage markets. In
addition, working with account managed clients and across the wider business base, we worked
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intensively with 172 new and early stage food and drink exporters, developing 122 international
action plans. Of the 172 businesses supported, 111 are non−account managed at present.

How does HIE support increased international activity?

Increasing internationalisation across the business base in the Highlands and Islands region is
a priority for HIE. To help achieve this, HIE provides a suite of innovative and flexible products
and services for businesses with international ambition, regardless of size, sector or current
export position. The EU−funded International Highlands and Islands (IHI) programme is
designed to broaden our support, delivering services to a large cohort of businesses, and
provide deeper support, working more intensively with those businesses with greatest ambition
and capacity to grow.

In 2016/17 through our IHI programme, HIE provided some 500 instances of support to 308
new, existing and potential exporters to build their ambition, awareness and capacity to
export. In this period, we extended our reach through a campaign of events and engagement
focusing on growth sectors and markets and on practical training. 337 businesses participated
in 43 events. These included market awareness, preparing to export, and selling online
internationally — in partnership with SDI's Scot Exporter programme, VisitScotland, SDI's High
Growth Market Unit, and the Premium Scotland China Initiative.

To develop individual businesses ambitions, we launched and promoted a financial incentive
scheme, 'Go−Global', which aims to address the market failure evident in the region and
encourage more businesses to increase international activity. 48 companies received support to
exhibit at tradeshows, attend trade missions, undertake market visits, or develop new products
for international markets. Key target markets were the EU, USA, and Asia Pacific.

Through HIE account management, 74 businesses received financial support to deliver 86
projects with forecasted increase in international sales of £79.5m.

In partnership with SDI, in 2016/17 we delivered specialist support to businesses across the
region. 22 growth companies were supported to deliver significant international growth projects
of £39.5m and 43 companies were supported to enter new markets with new or existing
products. Much of this support involved intensive engagement, helping businesses develop their
range of products and services, and increase their sales by entering new markets. This reflects
SDI's strategy to work more deeply with businesses with the greatest ambition and capacity to
grow. Support included attendance at SDI international market events and trade missions in
Asia, the USA and Europe.

Investment
What proportion of HIE investment over the past few years has been in the Inverness
area?

Overall HIE invested £189.3M of grant−in−aid over the three year period April 2014 to March
2017. The total project cost including all other funding sources for the projects in question was
£763.6M. These figures include investment in and by Wave Energy Scotland.



In Inverness and surrounding area, HIE invested £36.8M of grant−in−aid associated with total
project costs of £215.7M. This investment represents 19% of the overall grant−in−aid investment
for the period, in an area that has 33% of the population of the Highlands and Islands.

These figures exclude any administration costs associated with the local area team and any
projects or programmes delivered at HIE's own hand where the benefit accrues across the
region as a whole.

The largest investments made in the Inverness area over this period are:

Client Name

Norbord Europe Ltd

Project Description Total
Project
Cost
103,509,000

Net GIA (£)

12,391,900Site Expansion
University of the
Highlands and Islands
(UHI)

UHI School of Health and
Wellbeing

4,000,000 4,000,000

Inner Moray Firth Area
Team

Life Science Unit Plot 8
Inverness Campus

3,100,000 2,179,013

LifeScan Scotland
Limited

RDI Programme 2016−2018 8,744,665 1,850,000

Inside Biometrics Phase II of R and D 3,507,893 1,789,608
University of the
Highlands and Islands
(UHI)

Enterprise and Research
Centre − UHI Grant Application

6,582,096 1,650,000

SGL Carbon Fibers Ltd Line 37−24k tow conversion
project

7,125,000 1,425,000

The investments account for £25.3M (69%) of the overall £36.8M and the benefits of much of
this investment will be felt widely across the region.

Finances
How much of the £80 million spending budget for 2016/17 will be spent on loans to
businesses, on grant funding and on taking equity stakes in businesses in the HIE area?

H E's budget in 2016/17 was £81.8 million. Of this £1.2m was spent on loans to businesses,
with £36.1m spent on grant funding. HIE also bought £40k of shares in businesses in 2016/17.

It is important to note that HIE does not "budget" for loan or equity investments each year, or
ring−fence any funding for this, as each case is treated on its merits and the composition of the
support/funding pack will depend on the business circumstances. HIE does not set out to make
a certain number or value of investments each year.

Return on Investment
Is the return on investment heading in a positive direction or are there more losses than
gains? Details on the financial details behind investments − which have been successful,
which have not and the relevant returns.



HIE support to businesses takes a number of forms including provision o

• Information

• Advice and guidance

• Property

• Finance

The financial investments we make can take the form of grants, loans or equity as part of a
package of measures to support business growth, increase innovation levels and the volume of
international trade, create more high−paying jobs, and drive up productivity levels. The overall
efficiency, effectiveness and value for money of HIE's support to businesses is evaluated
periodically by independent researchers. The most recent evaluation report is on our website at
http://www.hie.co.uk/regional−information/economic−reports−and−research/archive/evaluation−of−support−to−hie−account−managed−businesses−2010−

3−−−executive−summary.html

HIE's decision to invest in businesses follows a detailed appraisal process which needs to
determine, amongst other criteria, the additionality, displacement and economic impact to be
derived from our funds — considering the market failure we are seeking to address. Our
measurement framework quantifies the benefits in terms of jobs created, increase in turnover,
average wages paid and increase in international trade that will be generated as a result of
HIE's investment.

With regard to our investment portfolio, those projects in which we have either taken an equity
stake or where we have offered finance in the form of a loan, we monitor and track these
projects separately and adopt a policy of seeking to extricate ourselves from holding equity as
soon as is practicable. These investments usually account for a very small proportion of our
total support to businesses — in the last two years it has accounted for around 2.5% of total
grant in aid.

HIE currently holds equity investments in fifteen companies with a combined market value of
c.E2.6m (as at 31/3/16), the majority of which is accounted for by HIE Ventures, an investment
and loan fund established by HIE in 1995. (HIE invested £500k at the time, it is now valued at
c.E1.5m). While write−offs will vary greatly over time (and will occur fairly frequently given our
appetite for risk), in the past two years they have amounted to c.E72k.

HIE expenditure and funding
There is a line with .£1 million allocated for support for Scottish Government initiatives in
HIE 2015/16 expenditure. What is that budget line for?

In 2015/16 the Scottish Government requested that HIE supported central government
initiatives and HIE was able to provide circa El million towards these. This was a non−recurring
commitment by HIE for 2015/16.



I trust that the above information is helpful to the Committee, but please do not hesita
contact me if you require anything further or if I can assist in any way.

I would also like to repeat our invitation to the Committee to visit the Highlands and Islands to
see at first hand any of HIE's projects and work by our clients and partners to grow the rural
economy in our region. We would, of course, also be happy to arrange individual meetings with
any members of the committee if that would be useful.

Yours sincerely

Charlotte Wright
Chief Executive


