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SUPPLEMENTARY SUBMISSION FROM HIGHLANDS & ISLANDS ENTERPRISE 

Thank you for your recent letter following HIE’s oral evidence to the Economy, 
Energy and Tourism Committee on 26th October 2011.  I am now pleased to provide 
the following further information in response to specific questions to assist the 
Committee in finalising its budget scrutiny.   
 
1. Capital Revenue Virement 
 

The Committee requested additional information with reference to statements 
made in the budget about the virement of additional revenue into capital within 
the Enterprise Agencies budget allocations and the impact this would have on 
their budgets and investment plans. The brief report sets out to clarify the impact 
that this will have on HIE. 

 
 Enterprise Agency – Budget Structures 

 
HIE recognises the issues which the Committee raised, and in the budget 
regime which applies to the majority of other Public Sector organisations, 
such concerns are understandable, e.g. if this statement had been made off 
the NHS, then revenue costs, where staff and medical costs are provided 
from, would be diverted to build new capital projects such as treatment 
facilities and premises. In such a scenario staff numbers would therefore be 
under threat in order to support capital investment. 
 
The operating budget position for the Enterprise Agencies is different to this. 
HIE has two principal budget allocations, Block A and Block B, the former 
being the investment budget and the latter the staff and management budget. 
In the virements proposed only Block A are impacted. 

 
 Flexible Funding 

 
An important component in the success of the Enterprise Agencies 
addressing economic development is their ability to operate both quickly and 
flexibility in terms of the support they can offer. As Treasury Rules prevent the 
virement of capital into revenue but do facilitate transactions in the other 
direction, the Enterprise Agencies in conjunction with the Scottish 
Government set the capital targets low, knowing that should the eventual 
funding packages negotiated with clients actually contain a higher capital 
element, then this can always be accommodated, whilst if a capital to revenue 
virement was required, this would be prohibitive. This mechanism is key to 
maintaining the success and flexibility of the agencies. 

 
 Capital Spend 

 
In measuring the capital Spend target, it is also important to understand what 
constitutes capital spend in this analysis. Within the Enterprise Agencies, 
when looking at capital spend targets, the amount included in this is not 
simply the actual amount of capital that HIE invests directly, e.g. property, 
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shares, loans, equipment, but also those grants and other financial support it 
provides to 3rd party clients which are part of a capital project. Therefore 
providing grant funding towards a new factory or production line etc is also 
recorded as a capital grant and this is seen as a part of the overall capital 
target in terms of the split between capital and revenue funds within the 
overall Block A investment budget. 

 
 Increased Capital 

 
In terms of the significant increase in the capital component being indicated in 
the Budget Statement over the next 3 years, this is both relevant and 
appropriate in that it is accepted economic practise that capital investment, 
rather than sustained revenue expenditure, is the most effective way to 
rebuild economic growth at a time of recession. In addition, the key priorities 
identified by HIE in its current operating plan include renewable energy and 
digital connectivity as cornerstones to this strategy. Both these industries are 
capital intensive and therefore it is inevitable that HIE’s capital spend will rise, 
and therefore a higher capital virement can be delivered without undermining 
HIE’s operating flexibility and speed of response. 

 
It is hoped therefore that the above explanation helps illustrate why the 
proposed virement from revenue to capital is not the risk it may have initially 
appeared to the Committee and indeed why HIE do not distinguish between 
capital and revenue in their financial investment plans when these are 
presented to the Committee.  In the section below we provide more detail on 
capital/revenue allocations in the context of HIE’s budget. 

 

2. HIE 3 Year Spending Plans 

 
As outlined in HIE’s previous submission to the Committee, HIE’s investment 
plans are set out in the table below. The Committee requested that this be 
analysed further to show the split between capital and revenue. This is addressed 
below. 
 
In examining this analysis it is important to recognise that this, at best, can only 
be a broad approximation. The majority of the projects which will be key to 
delivering this investment remain at an early stage of discussion and therefore 
commercial in confidence whilst the specific details of the project and the 
appropriate funding package are negotiated. Each funding package is unique to 
the individual project. 
 
However, there are a number of approved projects with 3rd parties or at HIE’s 
own hand already underway which can give a strong indication as to the capacity 
and capital spend over this period which hopefully give the Committee sufficient 
clarity to satisfy themselves as to the integrity of the process and robustness of 
the capital budgets. 
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The current spend forecast as previously presented to the Committee is: 

 

Best Estimates Available

Highlands & Islands Enterprise 2011/12 2012/13 2013/14 2014/15

Budget Forecast 2012 - 2015 Actual Draft Draft Draft

Budget Budget Budget Budget

£m £m £m £m

Income

Grant in Aid 48.4 48.4 48.4 48.4

Additional Grant in Aid 2.7 ~ ~ ~

Resource (Non Cash) 12.7 12.7 12.7 12.7

EU Income 5.0 5.0 5.0 5.0

Capital Receipts 5.1 3.5 4.0 4.5

Revenue Receipts 6.0 6.0 5.8 5.6

Total 79.9 75.6 75.9 76.2

Expenditure

Business & Social Enterprises 10.0 10.0 10.0 10.0

Stregthening Communities 7.5 7.5 7.5 7.5

Developing Key Sectors 12.1 11.5 12.0 12.5

Competitive Region 17.0 14.1 14.3 14.6

Development Support 5.2 4.7 4.5 4.4

 

Resources (Non Cash) 12.7 12.7 12.7 12.7

Operating Costs 15.4 15.1 14.9 14.5

Total 79.9 75.6 75.9 76.2

 

In relation to the opening comments re HIE budgets, the key budget elements for 
2011/12 are; Block B (Operating Costs) £15.4m, Block A (Investment Funds) 
£51.8m and Non Cash (funds for depreciation etc) £12.7m. This totals £79.9m. 
 
HIE’s current spending plans for capital are outlined in Appendix 1, but these are 
subject to change as these projects can ebb and flow dependent upon the 3rd 
party client and the availability of bank finance and business case 
implementation. These projects total almost £110m over the current spending 
review period and reflect the changes in HIE’s strategic priorities and 
client/market demands over this period. 
 
The funding for these capital projects is drawn from the appropriate strategic 
priority budget as set out in the Block A component of the above budgets and the 
ability to vire from revenue to capital affords HIE the flexibility to deliver this 
ambition whilst also being able to absorb changes which may require an 
alternative mix of capital and revenue given that current capital targets remain 
substantively below this. 
 
For information the previous capital and forecast capital targets are set out below 
together with the actual and planned spend to illustrate both historic practise and 
future plans. 
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In previous years capital expenditure has been: 

 

Capital investment targets and plans for both direct and indirect from Appendix 1 for 

future years are: 

 
                         Actual          Target 
2008-09  

Direct       £  9.6m           £  5.6m 

           Indirect     £ 11.7m          £  7.0m  

          Total        £ 21.3m          £ 12.6m 

 

2009-10  

 Direct        £ 12.0m        £  3.3m 

            Indirect     £  5.1m          £  4.9m 

            Total        £ 17.1m          £  8.2m 

 

2010-11  

Direct      £  5.8m           £  3.0m 

            Indirect     £  6.3m           £  7.3m 

            Total        £ 12.1m          £ 10.3m 

 

Totals for 3 years combined 

         Direct       £ 27.4m          £ 11.9m 

           Indirect     £ 23.1m          £ 19.2m 

           Total        £ 50.5m          £ 31.1m 

 

Capital investment targets and plans for both direct and indirect from Appendix 1 for 
future years are: 

 
       Estimated 
                          Plan            Target 
2011-12  

Capital Investment    £24.7m     £7.3m 
2012-13  

Capital Investment    £35.1m       £18.1m 
2013-14  

Capital Investment    £25.0m       £5.8m 
2014-15  

Capital Investment    £25.0m        £5.0m 
 

Combined Total for Planned  £109.8m        £36.2m 
 

 

Combined Total for Planned  £109.8m       

 £36.2m 

 

In addition to the above there is also almost £60m of funds identified by the 
Scottish Government for Renewables Projects of which a proportion will be 
allocated to HIE depending upon suitable projects. Recognising the capital 
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intensive nature of the renewables industry it is anticipated that a substantial part 
of any allocation to HIE will also be attributed to capital projects and expenditure. 
 
It is hoped that the above information provides sufficient explanation and insight 
into how HIE operates within its capital and revenue resources to address the 
Committee’s questions. HIE is happy to discuss this further should the Committee 
wish. 

 

3. Performance Measures 

Within HIE’s Operating Plan we identify a series of measures to help illustrate 
progress made towards implementation of the Government Economic Strategy.  
The following results were presented to the HIE Board representing achievement 
by 30th September 2011. 

 

Operating Plan Measure Range Progress 
at Half 
Year 

Forecast increase in turnover by supported businesses (£m) 50-70 61.3 

Forecast increase in sales outwith Scotland (£m) 30-40 19.1 

Jobs supported (created/retained FTE) 700-800 764 

Jobs supported in fragile areas (created/retained FTE) 100-150 66 

Forecast increase in turnover in the social economy (£m) 1.5-2.5 0.9 

No of social enterprises supported to increase social 
impacts 

30-40 15 

Cumulative number of account managed communities  

supported to implement growth plans 

25-30 21 

 

The measures relate to anticipated out-turn three years after the date of 
intervention and seek to quantify the difference HIE has made compared to what 
would happen if no support was provided.  (i.e., if a business was planning to 
grow and create 10 new jobs, and with support from HIE that rose to 15, our 
measurement system would quantify our intervention as having created 5 jobs.) 
 
Periodic validation of data captured (by Account Managers and entered into HIE’s 
management system) is undertaken for a variety of purposes.   This approach 
ensures data held is as reliable and consistent as possible. 
 
Data required to calculate the Gross Value Added (GVA) arising from HIE 
support is captured by HIE staff (Account Managers) but not used as a reporting 
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measure as the concept is less widely understood that than of turnover or jobs 
supported.  It is calculated at company level and essentially amounts to income 
from sales minus the cost of bought in materials, components and services.   

 
4. Efficiency Savings 
 

VisitScotland are leading on co-ordinating the work that the Strategic Forum 
partners are jointly carrying out in this area and will therefore provide a full 
response to the Committee on behalf of VisitScotland, Highlands and Islands 
Enterprise and Scottish Enterprise. 
   

I trust the enclosed information will assist the Committee in finalising its budget 
scrutiny but please do not hesitate to contact if further details are required.  
 

Highlands & Islands Enterprise 
2 November 2011 
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APPENDIX 1 

Capital Project Spend Profile & Project Summary (Strictly Confidential) 

 

HIE - Capital Projects – CSR 2011 

Financial Year  2011/12 2012/13 2013/14 2014/15 SR Total 

  £m £m £m £m £m 

Inverness Campus Contractual 

committed 

6.4 11.5 3.0 3.5 24.4 

       

Arnish Contractual 

committed 

2.1 0.2 0.2  2.5 

       

Arnish - Equipment Advanced 

Commitment 

0.5 1.5   2.0 

       

Academic Research Contractual 

committed 

1.0 0.6 0.1  1.7 

       

European Marine Science Park, Argyll Advanced 

Commitment 

3.0 4.5   7.5 

European Marine Science Park, Argyll Pipeline    4.0 6.0 10.0 

       

Machrihanish Committed 1.1    1.1 

       

BDUK Strategic 

commitment 

 2.0 3.0 3.0 8.0 

       

Connected Communities Contractual 

committed 

0.3    0.3 

       

Moray Life Science Centre Partnership 

commitment 

0.2 0.9 0.4  1.5 

       

Cairngorm Mountain Limited Contractual 

committed 

1.0 0.5   1.5 

Cairngorm Mountain Limited Capital 

Maintenance 

1.2 1.7 1.5 1.5 5.9 
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Scrabster Harbour Development Contractual 

committed 

3.4 3.5 1.0  7.9 

       

Kishorn Port Upgrade Pipeline no 

commitment 

0.0 0.0 0.8 0.0 0.8 

       

       

Renewables Campus Stromness Partnership 

commitment 

1.0 2.0   3.0 

       

Broadford Industrial estate Pipeline no 

commitment 

  0.2  0.2 

       

Blar Mor Industrial estate Pipeline    0.2  0.2 

       

Enterprise Park Forres infrastructure Pipeline   0.5 1.8  2.3 

       

2 new Buildings Enterprise Park Forres Pipeline   0.2 1.0 0.8 2.0 

       

Hatston forward base for EMEC tidal 

developers 

Contractual 

committed 

2.7 0.1   2.8 

       

Lochboisdale Development Advanced 

Commitment 

0.6 4.4   5.0 

       

Nigg - Site Development Advanced 

Commitment 

0.2 1.0 0.4 0.5 2.1 

       

Other project to be identified Pipeline    7.4 9.7 17.1 

Total  24.7 35.1 25.0 25.0 109.8 

 

 

  


