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Dear Christina,

I am pleased to provide your Committee with an update on progress with the 2014-20
European Structural Fund Programmes. I understand that the Committee received an update
in June 2014 when it was hoped that the Programmes would be operational by this time but
unfortunately this hasn't been the case due to unforeseen circumstances.

Whilst this update focuses on the final few issues to consider before the new programmes
start, I understand the Committee has taken a wide-ranging interest in the development of
Structural Funds. I have no doubt this has been very helpful in forming an investment
strategy which will help deliver jobs and growth for Scotland, and would like to thank you for
this constructive engagement at all levels.

Partnership Agreement

The Partnership Agreement for the UK was approved on 29 October 2014. This document
sets the strategy for the optimal use of European Structural and Investment Funds
throughout the UK, and includes a distinct Scotland chapter.

The strategy contained in the Scottish and UK chapters of the Partnership Agreement
identifies the needs that Scotland should address to achieve Europe 2020 targets; the more
strategic direction with programmes channelled through strategic interventions and schemes;
and the focus on major areas of investment such as low carbon, environmental
improvement, economic diversification, skills and employability.

The adoption followed a lengthy period of negotiation between the UK and the Commission,
notably around issues raised with the JPMC in May:

• Thematic concentration - The UK has restricted its choice of thematic objectives and
the scope of activity within some others. This approach has allowed for the inclusion
of broadband and ICT as a thematic objective, a very welcome change for Scotland,
which will include this objective in both ERDF and EAFRD operational programmes.
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• Governance and delivery - Arrangements in all parts of the UK have been clarified
and further developed, including the role of LEP's in the English programmes; the role
of LEADER in all UK nations; and the role of Lead Partners in the Scottish Structural
Funds Programmes. This was a significant issue for the Commission, which had
expressed concerns over the LEP process in particular pre-judging the selection of
projects and allocations within English programmes.

• Allocations - The Supreme Court heard the final appeal on the ongoing Judicial
review of the UK allocations on 21 October. Although a judgement is not expected
until early in 2015, the Commission have been reassured by the process and
arguments, and the Court itself expressed that it did not wish the judgement to delay
the process any further. The Scottish ERDF and ESF programmes are therefore
based on the original allocations from 2013 totalling some €900 million.

The approval of the Partnership Agreement means that all UK Operational programmes can
now be submitted for formal approval.

Operational Programmes

Scottish Government submitted first drafts of the two operational programmes for Structural
Funds - the European Social Fund and the European Regional Development Fund - in July.
Following extensive negotiations on the content and focus with the European Commission, I
am now confident that these programmes will be finalised and approved by the Commission
before the end of 2014.

These programmes are worth over €900 million to Scotland over the coming years, and
getting this investment into Scotland as early in the programme period as possible therefore
important.

Although this has taken longer than originally expected it was imperative in meeting our
strategic aims that we were able to convince the Commission of our focus and determination
to maximise the funding available to Scotland. This will enable us to achieve the results
required to meet the various EU and Scottish Government outcomes and targets.

Whilst the broad aim of the Programmes remain the same as in July, there have been a
number of changes to make the Programmes acceptable to the Commission:

• The strategy section has been updated to draw out additional territorial challenges,
particularly around cities, rural areas and the transition region. This has allowed
exploration of the particular needs of the Highlands and Islands in more detail, and
now presents a better link through to the activity targeted in that region

• The activities for each Priority Axis are more generalised, and refer less directly to
strategic interventions. The intention remains to support the interventions identified
through the Strategic Delivery Partnership process during 2013 last summer, but the
new presentation will enable reviews and shifts in policy during the programming
period. This ties in with a stronger commitment to a mid-point review to avoid pre-
judging what the needs of Scotland might be by 2018.

• The selection criteria for each priority axis have been tailored to that axis, reflecting
for example the need to demonstrate market failure, an in-depth understanding of
associated state aid rules, or the need to align with domestic policy and funding
initiatives to avoid duplication and ensure additionality
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• Significant changes have been made to allow certain types of infrastructure
investment. For example, the Commission have agreed during negotiations that the
Programmes in Scotland may invest in broadband, enabling low carbon infrastructure
such as localised grid access, and in limited SME infrastructure in the transition region
where market failure can be demonstrated;

• Equally, the scope for other infrastructure has been narrowed or rules out, for
example the ability to invest in public-owned business and innovation infrastructure,
including for energy efficiency; and limiting infrastructure investment in cultural assets
to those cases where there are direct and immediate benefits for SME's. These
limitations are now reflected in each relevant priority axis.

• Indicators have been revised to provide clear linkages between needs, actions,
results and tying these back to more specific objectives

• Synergies with other funding instruments have been brought out more clearly, both as
an ambition (in section 8), and as practical actions for example by making synergies
part of the selection criteria and allowing the funding of preparatory studies under
Technical Assistance

• Management and control and governance roles are more explicit, and more in line
with regulatory requirements

• The section on simplification is more focused around how initiatives will simplify the
Funds for beneficiaries

Scottish Government is continuing to work with Partners to develop high-quality projects
which will genuinely impact on growth and jobs across Scotland, and is aiming for the first of
these to be up and running during January 2015.

The Scottish Government has been developing appropriate processes and procedures to
ensure that the 2014-2020 Structural Funds programmes are ready for implementation once
formal approval has been given by the European Commission. As these Programmes are
significantly different from previous Programmes there has been a need to develop new
application and appraisal structures and processes to ensure that these are relevant,
appropriate and will meet the European Commission requirements. A risk assessment
element has also been added in view of the large-scale nature of the Strategic Interventions
and the need to ensure that risk is managed throughout the life-time of these interventions.

Applications will be prioritised by anticipated start date and to ensure continuity on some
types of activity, notably employability measures under the Local Authority-led pipelines.
Second and third tranches of strategic interventions will be invited and supported during
February and March, will all initial strategic interventions expected to be approved by April
2015.

Tailoring to the specific needs of the Highlands and Islands

A significant part of the work on developing the Operational Programmes has centred on
identifying the particular needs of the Highlands and Islands, and the best way of addressing
these. During this work, it has become clear that the level of tailoring required by the region
can be achieved without the full Integrated Territorial Investment regulatory structure.

However, the nature of the region does mean some additional activity is likely to be required,
and I can confirm that we have agreed with H&I stakeholders and the Commission that such
additional activity will include:

• Support for blended and distance learning to ensure that remote communities can
access growth sector-relevant skills
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• Broadband infrastructure, particularly for communities where the market is unlikely to
ever provide coverage

• Support for sector-specific business infrastructure, for example for marine energy, to
encourage new industry in the region

• Support for enabling infrastructure such as localised grid development where this is
required to support a research or pilot development project

Alongside the general support available, this will help ensure that the Highlands and Islands
has every opportunity to develop its key sectors as good employment platforms for the area.
To ensure continuity and focus on this key area of the country a Highlands & Islands
Territorial Committee has been established to assist the JPMC in ensuring we maintain
impact in the region.

Transition funding

The Committee has previously shown an interest in maintaining capacity between funding
periods. The last update was able to confirm that the 2007-13 programmes had been
extended to allow continued funding particularly for employability initiatives involving the third
sector, who are particularly vulnerable to capacity loss if there are funding gaps.

With the new programmes now expected to come into playas of January 2015, the priority is
now on finalising and approving those projects which support this kind of employability
support, so that local third sector organisations do not experience such a gap. We are
working closely with local authorities to ensure an early start, and on informing third sector
organisations of this positive outcome.

I would like to thank you for your help and interest in this important subject area and I have
no doubt that your contribution in shaping investment plans will prove beneficial to Scotland.

KEITH BROWN
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