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Scottish Government Draft Budget 2015-16 - response to Economy, Energy and
Tourism Committee report

I welcomed the opportunity to discuss the Scottish Government's Draft Budget 2015-16 with
the Committee on 12 November 2014.

Following on from the Committee's report, I now enclose at Annex A, responses from
Scottish Government, Scottish Enterprise and Highland and Islands Enterprise to the
relevant recommendations contained in that report.

JOHN SWINNEY
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Annex A

Scottish Enterprise and Highlands and Islands Enterprise budgets

Recommendations and conclusions

1. The Committee has heard highly complementary views from businesses in receipt
of account-managed support but also picked up on a sense of frustration from
those who found Scottish Enterprise's door was not as open as it could be. The
Committee welcomes the undertaking from both Scottish Enterprise and the
Cabinet Secretary to look further into the matter of access, especially for those
small and medium-sized enterprises wanting to meet the challenge of innovation
and internationalisation. The Committee expects to be updated on the outcome of
this consideration in due course.

SE Response - The companies SE works with range from entrepreneurial start-ups with the
potential to become the next generation of high growth firms through to large companies
important to Scotland's economy and already trading internationally. For all of our support,
growth, not size, is the criteria. Figures from the 2013 Account Management evaluation
show that approximately 70 per cent of our Account Managed companies are SMEs.

As our most intensive service, Account Management is targeted at those companies with the
greatest growth potential. We are continually seeking to improve the service we provide,
based on robust evidence. For example, we have, following the 2013 evaluation of Account
Management, introduced a differentiated approach to delivering account management,
recognising that companies have different needs at different stages of growth. It aims to
match our resources, skills and expertise (as well as those of our partners), with our
customer requirements at the right stage in their development.

Beyond Account Management, we work with many other ambitious companies to help them
realise their growth potential. This can include targeting a specific opportunity such as help
to internationalise through Smart Exporter, improving productivity through the Manufacturing
Advisory Service (SMAS), or innovation support to develop new products and services. In
anyone year, we support over 8,000 companies in this way.

SE recognises that to expand the number of exporting and innovation active companies, we
need to move beyond the current pool of companies who are export or innovation
'ready'. To address this we have a marketing campaign running until the end of May called
Infinite Possibilities. The aim of this campaign is to encourage and inspire more business
leaders to consider the growth possibilities from innovation and export markets.

HIE Response - The front door for HIE services is delivered through our 8 area offices which
are located across the Highlands and Islands. Each area office works collaboratively with
Business Gateway on the prospect of business entry into HIE's account management. In
addition, businesses come direct to HIE, mainly through our local area offices to discuss
potential developments and are either supported directly at this point, or provided with
appropriate information and/or contacts for referral to other organisations.
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SE and HIE collaborate on a range of work areas in the development of our account
management approach. Where it is appropriate account teams are established which
comprise an account lead and account team members made up of SE, HIE, SOl staff where
regular engagement takes place to support the acceleration of a client's business growth
plan.

2. A number of themes emerged from the evidence that can be picked up by the
Committee in its forthcoming inquiry work. These include: the nature of the
relationship between innovation and internationalisation; the funding of research
and development; the interface between academia and business; Scottish
Enterprise's three-step approach to supporting businesses into international
markets (in precis: ambition, capability, opportunity); the "key sector" approach;
what can be done to improve connectivity; and a suggested role for the public
sector as "catalyst for collaboration".

Noted

3. The Committee welcomes the bold targets set for Scottish exports, both the
Scottish Government's aim to boost exports by 50 per cent by 2017 (as set out in
the National Performance Framework or NPF) and Scottish Enterprise's "stretch
target" of increasing from 8,000 to 10,000 over the next five years the number of
small and medium-sized enterprises exporting. Ambition can provide focus, inform
direction and demonstrate leadership and drive.

4. The Committee notes also Scottish Enterprise's statement that Scotland is still
focussed on "too few sectors, too few companies and too few markets" and "we
have to do more". The Committee is encouraged by that determination but we will
return to the question of what the "more" entails and the relevance and
achievability of the "increase exports" NPF indicator (and related targets) in its
coming inquiry. It is understood that the idea of a "stretch target" calls for more
than working harder or working smarter - it calls for new strategies and new
incentives. The Committee will explore this further but for now confines itself to
the remark that even elasticity has its limits.

Noted

5. Another line of questioning, one pursued vigorously, was the sense of regional
disparity in the support for enterprise, most notably in the south of Scotland. The
Committee welcomes the statement from the Cabinet Secretary that it is "not
acceptable" for parts of the country to be left behind and that the
development/renewal agenda was not "just about companies in city regions". The
Committee asks to be kept informed of progress in the dialogue with the South of
Scotland Alliance.

SG Response - The Scottish Government met the South of Scotland Alliance on 12
February. The meeting provided an opportunity for an update on the progress being made
to deliver the four key projects that form part of the South of Scotland Rural Regional
Economic Programme 2014-16. Those projects are: Borders Railway and the central
Borders Business Park; Mountain Biking - Refreshing a World-Class Product; the
development of the M74 corridor and Stranraer Waterfront. The discussion also covered key
issues impacting on economic development in the South of Scotland including the focus in
Programme for Government on regional equity and tackling inequality, future European
funding and connectivity both for broadband and mobile coverage. To ensure that the pace
of progress is maintained in Alliance activity, we have agreed to meet every six months.
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SE Response - The South of Scotland Alliance continues to make progress in relation to
the Rural Regional Economic Development Programme (2014-2016) - progress report
attached.

HIE Response - HIE has had no formal engagement with the South of Scotland Alliance
however we have provided information in relation to Community Broadband Scotland
because of our wider remit in this area. Likewise we have had limited involvement via the
Scottish Land Fund where we have been involved in the appraisals of applications.

FUEL POVERTY AND RENEWABLE ENERGY

6. The Committee is concerned that, as seems increasingly likely, the statutory target
to eradicate fuel poverty "so far as reasonably practicable" by November 2016 will
not be met. Factors such as uncertainty created by the UK Government's energy
market reform, the future direction of the Energy Company Obligation (which the
Committee recognises currently lies out with the control of the Scottish
Government until implementation of the Smith Commission recommendations) and
on-going constraints on public spending are well understood and acknowledged,
as is the scale of the challenge, especially in reaching homes and indeed whole
communities living in acute fuel poverty. The Committee therefore requests from
the Scottish Government quarterly updates over the next 24 months on general
progress, including latest data, related UK-level developments, and any
consequential refinement of Scottish Government policy. The Committee is
particularly interested in the success (or otherwise) of initiatives/schemes on the
ground and details of work specifically directed at areas of "deep fuel poverty".

SG Response - We are still committed to eradicating fuel poverty in Scotland and have
allocated over half a billion pounds since 2009 on a host of Fuel Poverty and Energy
Efficiency programmes. Scottish Government spending on domestic energy efficiency is £94
million this year and £114 million in the following year. This has already made hundreds of
thousands of homes warmer and cheaper to heat and, as the Scottish House Condition
Survey indicates, has helped to mitigate the rise in fuel poverty. Despite our investment, our
efforts are being undermined by the lack of a competitive energy market delivering fair and
transparent energy bills.

Quarterly updates are provided to the Scottish Fuel Poverty Forum on progress of delivery of
the Fuel poverty and energy efficiency programmes, including UK Government led schemes
such as ECO and Green Deal. The minutes of Forum meetings are published on the Scottish
Government website and we publish an annual report on progress at the end of each
calendar year.

7. The Committee also intends to request regular updates over the next 24 months
from the UK Government on how reserved policy decisions are impacting on fuel
poverty in Scotland. Given the impact that market uncertainty is having on the
future direction of the ECO - something which is currently out with the control of
the Scottish Government until implementation of the Smith Commission
recommendations - the Committee believes that it would be useful for a UK
Government minister to give formal evidence in person before the Committee on
the impact that changes to ECO will have on fuel poverty in Scotland.

Noted
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8. The Committee welcomes the Cabinet Secretary's declared focus on the delivery of
practical steps to eradicate fuel poverty, but - given concerns expressed by
Energy Action Scotland, WWF Scotland and Existing Homes Alliance Scotland,
and being of the view that a robust and up-to-date analysis could certainly focus
minds on the November 2016 deadline - recommends that the Scottish
Government undertake a full cost analysis of what it will take to achieve that aim.
The Committee also welcomes his willingness to reflect on how the focus and
effectiveness of ECO and other fuel poverty related expenditure - particularly for
areas of acute fuel poverty - might be strengthened.

SG Response - Modelling a full cost analysis of achieving the statutory target is desirable
but would also be very complex and would also depend on the scope of any new powers
available to the Scottish Government as a result of the Smith Commission. The Scottish
Government is currently exploring whether a full cost analysis is possible but, due to the
complexity, such modelling could prove to be very expensive and of limited accuracy. The
committee will be kept informed on further plans on this front as they develop.

9. The Committee welcomes the Cabinet Secretary's acknowledgment of the
importance of having a sustainable budget line for renewables in the longer term
and his commitment that the £20 million removed from the renewables budget line
will be spent on relevant commitments (though over a longer period of time).

10.The Committee welcomes the Cabinet Secretary's support for the retrofitting of
energy efficiency measures to become a national infrastructure priority." The
Committee recommends that the Infrastructure Investment Plan define this priority
and be used to create more certainty for projects aimed at improving energy
efficiency in housing - particularly for areas of acute fuel poverty. Given the
intention to introduce a Bill on "a new tenancy for the private sector" in this
parliamentary session (provisionally scheduled for introduction later in 2015 and
currently being consulted orr'), the Committee recommends that the Scottish
Government explore opportunities this Bill may afford to drive energy efficiency
improvements in the sector.

SG Response - The energy efficiency of Scotland's homes is already a national priority for
this Government and features in our Infrastructure Investment Plan and National Planning
Framework. Scotland's Sustainable Housing Strategy sets out the Scottish Government's
vision for warm, high quality, affordable, low carbon homes and a housing sector that helps
to establish a successful low carbon economy. Scottish Government is spending £94 million
this year and £114 million next year on fuel poverty and energy efficiency. This includes the
£14 million which will be invested in low cost home energy efficiency loans, announced on 4
Feburary. A refresh of the Infrastructure Plan will be taken forward as part of the next
Spending Review process when consideration will be given to the inclusion of including as a
priority the retrofitting of energy efficiency measures.

The Scottish Government launched the Energy Efficiency Standard for Social Housing in
March 2014. Social landlords will be expected to meet the first milestones by December
2020. A working group is currently considering proposals for minimum standards for existing
private sector homes. We intend to consult on proposals in spring 2015.

1 Official Report, Col 10, 12 Nov 2014.
2 http://www.scotland.gov.uklResource/0046/00460022.pdf
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A refresh of the Infrastructure Plan will be taken forward as part of the next Spending Review
process when consideration will be given to the inclusion of the retrofitting of energy
efficiency measures.

11. Finally, having listened to the concerns expressed by Scottish Renewables and
others that Scotland is still "very far off" from meeting targets for District Heating,
the Committee relays the plea for "a step change" in investment in renewable heat.

SG Response - The Low Carbon Infrastructure Transition Programme provides a Scotland-
wide low carbon project development unit operating across public, private and community
sectors. It will enhance project development feasibility support and due diligence to bring an
increased number of projects to investor readiness stage, securing more private sector
investment in projects on the ground. The Low Carbon Infrastructure Transition Programme
includes support to energy efficiency, low carbon and renewable heat projects and district
heating.

In February 2015, we announced that £2.7 million of the District Heating Loan Fund has
been awarded to 12 district heating projects across Scotland. This follows increased funding
announced in 2014 for the District Heating Loan Fund by over £4m, making a total of £8m
available over the 2 years 2014 to 2016. Since 2011, the DHLF has committed £7.4 million in
loans to 34 projects across Scotland. We have introduced the flexibility to raise the cap of
£400,000 loan under the DHLF on a case by case basis for individual larger district heating
schemes.

In addition to DHLF, projects are also eligible for funding under the Renewable Heat
Incentive - it is estimated that Scotland has received around £16 million under non-domestic
RHI to date, a proportion of which has been allocated to district heating.

TOURISM

Conclusion
12. The Committee welcomes the success story that has been the Year of

Homecoming 2014, a year which has seen Scotland perform on the world stage
and show all that it has to offer in the realms of sport, business, culture, tourism
and hospitality. We await with interest the publication of the formal economic
evaluation of the year's events and look forward to the Year of Food and Drink
Scotland 2015.

SG Response - We welcome the comments on the successes of Homecoming Scotland
2014 and will ensure that the evaluation of the year is shared with the Committee when it is
published in Spring 2015. Meantime, the Committee members may be interested in reading
the Highlights Report that was recently published by VisitScotland.
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OTHER ISSUES

Equalities

13.The Committee recognises the social and economic importance of getting young
people into training and employment. It is heartened by some of the evidence
heard and hopes that delivery of the recommendations of the Wood report will
make a difference. The Committee brings this matter, along with that of accessible
tourism (see paragraphs 114 to 115), to the attention of the Equal Opportunities
Committee.

Noted

Climate Change

14.The Committee has not addressed climate change explicitly in its consideration of
this year's Draft Budget but inevitably there is overlap when considering energy
efficiency, fuel poverty and renewables. For example, during his evidence to the
Committee, Dr Gardner of WWF Scotland brandished a Scottish Government graph
depicting the direction of RPP (Report on Proposals and Policies) emissions
reductions. He referred to the UK Committee on Climate Change's view that
significant work lies ahead if Scotland is to meet "the aspirational or legal
ambitions" of the legislation3; and he critiqued "a standstill budget that does not
seem to reflect that external context"."

15.The Committee draws the attention of the Rural Affairs, Climate Change and
Environment Committee to the above paragraph and to the section of this report
that addresses energy efficiency, fuel poverty and renewables. See paragraphs 61
to 103.

Noted

Welfare Reform

16.lt is looking increasingly unlikely that the target to eradicate fuel poverty by
November 2016 will not be met. The Committee directs the attention of the Welfare
Reform Committee to paragraphs 61 to 79 and 98 to 102.

Noted.

3 Official Report, Col 29, 29 Oct 2014.
4 Official Report, Cols 20-21,29 Oct 2014

St Andrew's House, Regent Road, Edinburgh EH1 3DG
www.gov.scot

r-,
\ J"'"-""

INVESTOR IN PEOPLE

http://www.gov.scot

