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Purpose, introduction and background

The purpose of this guidance is to provide an easily digestible summary of the
key guidance on the best practice approach to evaluation and make it relevant to
strategic commercial investments.

Evaluation is an assessment of the implementation and outcomes of an
intervention. It takes place after the intervention and forms an essential part of
the policy cycle, demonstrating what has been achieved with public resources
and providing evidence and learning points for future interventions.

It is essential that public funds are spent on activities that provide the greatest
benefits to society and that they are spent in the most efficient way. It is therefore
essential that strategic commercial investments are evaluated in a robust,
consistent, evidence-based and objective-led way.

Outcome and process evaluation

There are two main types of evaluation: outcome evaluation and process
evaluation.

Outcome evaluation provides an assessment of whether the intervention worked
as expected — to what extent the expected outcomes were realised and at what
cost. Specifically, it:

o assesses whether the intervention met its objectives;

o compares actual outcomes observed from the intervention with the
outcomes expected for the counterfactual (which is what is likely to have
happened in the absence of the intervention) to determine the extent to
which the changes observed can be attributed to the intervention, as
opposed to other external factors; and

o provides an assessment of whether the intervention has provided value for
money to date.

Process evaluation provides an assessment of how well the intervention has been
implemented and provides learning points to both improve the current intervention
and to inform the implementation of future strategic commercial interventions. It
may also be known as ‘lessons learned’. Specifically, it:

o considers whether the intervention followed correct processes and
procedures (audit-type check); and

o draws on feedback from key internal and external stakeholders involved in
the intervention to assess how well the intervention was implemented

Key things to bear in mind

Proportionality: the scale of the evaluation should reflect the scale of the financial
investment/intervention in the business. Timescales for decision making will also
have an important bearing on the scale of the evaluation possible.

Timing: broadly, process evaluations should be undertaken six months to one
year after the intervention. Outcome evaluations should be undertaken three to
five years after the intervention or, if necessary, at a key decision point.
Resourcing: in considering whether the various parts of the evaluation can and
should be undertaken in-house or commissioned externally, capacity and
capability to undertake the work in-house as well as implications for the
independence of the evaluation should be taken into account.



1. Purpose

The purpose of this guidance is to embed best practice evaluation within Scottish
Government (SG) policy relating to strategic commercial investments. It is intended
to provide an easily digestible summary of the key guidance on the best practice
approach to evaluation as set out in HM Treasury’s Magenta Book and Green Book
and the Scottish Public Finance Manual (SPFM) and make it relevant to strategic
commercial investments.

This guidance sets out the purpose of evaluation and its role in the policy cycle, the
key components of evaluation, and provides guidance on key issues to consider
including timing and resourcing. A summary checklist is provided in Annex 1.

2. Introduction
2.1.  What is evaluation? Why evaluate?

Evaluation is a systematic assessment of the design, implementation and outcomes
of an intervention. It involves understanding how an intervention is being, or has
been, implemented and what effects it has, for whom and why. It identifies what can
be improved and estimates its overall impacts and cost-effectiveness.’

Evaluation forms an essential part of the policy cycle, as outlined in Figure 1.
Whereas appraisal takes place prior to the intervention and sets out the rationale
and objectives of the intervention and appraises the options available to meet those
objectives, evaluation takes place after the intervention and assesses what has been
achieved with public resources and provides evidence and learning points for future
interventions. This ensures government action is continually refined to reflect what
best achieves objectives and promotes the public interest.

It is essential that public funds are spent on activities that provide the greatest
benefits to society and that they are spent in the most efficient way. It is therefore
essential that the SG has a clear process to evaluate its strategic commercial
investments in a robust, evidence-based and objective-led way, that can be
consistently applied across interventions.

" HM Treasury, The Magenta Book


https://www.gov.uk/government/publications/the-magenta-book
https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-governent
https://www.gov.scot/publications/scottish-public-finance-manual/appraisal-and-evaluation/appraisal-and-evaluation/
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2.2. Background

Although not common-place, Scottish Ministers have, from time to time, directly
intervened in private businesses in response to the potential failure of a business
considered of strategic national importance or in support of a wider policy objective.
It is also possible for these investments to unlock wider economic benefits that might
not be possible through commercial markets. Examples of SG interventions include
the acquisitions of Ferguson Marine, Prestwick airport, and the Lochaber Guarantee.

This requirement for Scottish Ministers to have a clear policy rationale is set out
further in section 8 of the SPFM as follows:

“Scottish Ministers have set out Scotland’s National Strategy for Economic
Transformation which highlights Ministers’ expectation for economic ambition as well
as their commitment to inclusive growth and to regional economies and place. Any
investment proposal should be driven by one or more factors underpinned by these
priorities and/or associated policies. This could include, for example, businesses that
have strategic importance to Scotland’s economy at regional and national level,
sectoral significance, or, links with new/emerging industries.”

Recently, there has been increased scrutiny on SG’s strategic commercial
interventions and the ongoing support required across these interventions. Audit
Scotland has made a number of recommendations in recent audit reports on SG’s
Annual Accounts regarding our approach to business interventions. In particular, “It
will be essential for the Scottish Government to learn lessons from its experience of
recent financial interventions in private companies.”

This is also an area that Accountable Officers have an active interest in, with the new
Strategic Asset Review Group (SARG) chaired by the Permanent Secretary and



Executive Team’s Investment Committee each having an understanding of the
importance of evaluating and learning lessons from previous interventions.

3. Evaluation plan

As part of the business case undertaken prior to the intervention, a monitoring and
evaluation plan should be developed to outline how monitoring and evaluation will be
undertaken following implementation. It is expected that the monitoring and
evaluation plan would consider the following:

e plans for regular monitoring and reporting on the financial cost and value of
the investment including monitoring the changing nature of the financial risk to
which taxpayers are exposed;

e plans for monitoring set key performance indicators based on the
intervention’s SMART objectives to understand if the investment is working as
planned. This should include collecting data prior to the intervention to
establish a ‘baseline’ from which the impact of the intervention can be
assessed,;

e plans for outcome evaluation (to understand the outcomes and impacts of the
investment and if it has met its objectives) and process evaluation (to
understand how well the intervention was designed and delivered);

e resources for undertaking monitoring and evaluation and who will be
responsible; and

e how the findings of the evaluation will be disseminated to allow lessons
learned to be shared with and accessible to Officials and Ministers faced with
make decisions on similar interventions in the future.

4. Types of evaluation

Two main types of evaluation should be undertaken for strategic commercial
interventions: outcome evaluation and process evaluation.

¢ Outcome evaluation: this provides an assessment of whether the
intervention worked as expected — to what extent the expected outcomes
were realised and at what cost. More information is provided in section 6.

e Process evaluation: this provides an assessment of how well the
intervention has been implemented and provides learning points to both
improve the current intervention and to inform the implementation of future
strategic commercial interventions.

In addition to the full evaluation detailed above which will typically be undertaken
once in the life cycle of an intervention, it is expected that more regular ‘stocktakes’
are carried out by policy teams. The stocktake reviews will assist in providing regular
high level updates on whether the intervention is working as expected, whether any
adjustments are necessary and whether there are any changes in the financial or
other risk exposure of the investment.

Stocktakes should provide an ongoing assessment of:

e the actual costs of the intervention relative to forecasts;



5.

5.1.

any changes in the risk associated with the intervention;

any changes to the external constraints the intervention is working within;
whether the intervention is working as intended;

whether any changes are required;

what the emerging outcomes and impacts are; and

whether there are any unintended consequences of the intervention.

Key considerations

Proportionality

The scale of any evaluation should reflect the scale of the investment in the
business. High investment interventions should therefore undergo a more rigorous
evaluation than smaller scale interventions.

Timing and the need for decisions to be made quickly may also have a bearing on
the scale of the evaluation that can practically be undertaken in the time available.

5.2.

Timing

Decisions on the timing of when evaluations should take place are largely subjective.
This section sets out key issues to consider when determining the timing of each
type of evaluation and suggests broad timescales.

5.3.

Process evaluation (lessons learned): The timing of a process evaluation
has to be judged carefully to ensure that enough evidence is available to
assess how well the intervention has been implemented but also to ensure
that that most of the key individuals involved in delivering the project are still
available to provide their input and that all issues encountered can be easily
recalled and recorded. To ensure a balance between the two, it is considered
that Process Evaluation should take place approximately six months to one
year after the intervention.

Outcome evaluation: An outcome evaluation should be conducted a
sufficient period of time after the intervention to enable a thorough
examination to be undertaken of actual outcomes against expected outcomes.
If undertaken too soon, full impacts may not have had time to “work through”,
but if undertaken too late, evaluation results may lose relevance. To ensure a
balance between the two, it is considered that a full outcome evaluation
should take place approximately three to five years after the intervention.
Alternatively, a smaller scale outcome evaluation might be necessary at a key
decision point, where information on the performance of the intervention is
required to make a decision about the future of the intervention. For example,
if Ministers need to decide whether to provide further financial support to the
business, withdraw support etc.

Resourcing

Consideration should be given on a case-by-case basis as to whether the various
parts of the evaluation can and should be undertaken in-house or commissioned



externally. This is not just a consideration of whether we have the capacity to
undertake the evaluation in-house, but more importantly, whether undertaking it in-
house would ensure and demonstrate the independence necessary to assess these
types of interventions rigorously. The availability of financial resources for the
evaluation and the scale of the financial intervention (which should inform the scale
of the evaluation) will also be key considerations.

e Outcome evaluation: Given the value and profile of many of these types of
interventions, it is recommended that the outcome evaluation is
commissioned externally, potentially with some input provided by Scottish
Government Finance (SG Finance) and the Office of the Chief Economic
Adviser (OCEA). The cost of commissioning externally would likely be
proportionally small compared to the cost of the interventions themselves and
would likely provide good value for money in supporting fully informed
decisions going forward.

e Process evaluation: This may be undertaken internally or externally.
Commissioning externally would likely allow for staff and stakeholders
(particularly those outwith SG) to speak more freely and add independence.

To ensure consistency in approach across all strategic commercial asset
evaluations, it is recommended that a steering group consisting of OCEA, SG
Finance and Strategic Commercial Asset Division colleagues is set up alongside
policy leads on each particular evaluation.

5.4. Determining attribution

The crux of an outcome evaluation is determining the ‘additionality’ of the
intervention - to what extent any change in the outcomes monitored are a result of
the intervention, as opposed to other external factors. This can be determined by
comparing actual outcomes with those of the ‘counterfactual’, which is what is likely
to have happened in the absence of the intervention.

Establishing the counterfactual can be challenging and requires judgment. The
original business case undertaken prior to intervening should set out the ‘do nothing’
option and provide estimates of this which should form the basis of determining the
counterfactual.

Where appropriate, consideration should be given to whether, in the absence of
intervention, the business’ assets would have alternative uses and what capital
expenditure would be required to create alternative uses, if this information is
available. Consideration should be given to the likely impact on the local economy of
not intervening in terms of the potential loss of the jobs and GVA supported by the
business directly and indirectly through supply chain and re-spending of wages
effects (for example, using input-output modelling), including the likelihood that any
jobs lost will be absorbed into other parts of the economy.

5.5. Assessing geographic and distributional impacts

It is important to consider the geographical or other focus of the outcome evaluation.
This should be informed by the objectives of the intervention, as set out in the business



case. For example, if an intervention includes an objective to protect jobs in a fragile
local area or for a particular group in society, it might be necessary to assess impacts
at the overall Scotland level but also at the local level or for particular groups in society.
This is particularly important where an intervention may ‘displace’ jobs and output from
one local area or group to another so that there is limited or no impact at the overall
national level, but more significant impact at the local level.

6. Outcome evaluation

Outcome evaluation provides an assessment of whether the intervention has met its
objectives and whether it remains value for money. It provides an assessment of
what changes have occurred following the intervention and the extent to which those
changes can be attributed to the intervention, by comparing with the counterfactual
(what would likely have happened in the absence of intervention).

i. To assess the success of the project in achieving its objectives and the extent
to which any changes that have occurred can be attributed to the intervention,
actual outcomes on key indicators derived from the objectives of the
intervention (as set out in the business case), quantified where possible,
should be compared with expected outcomes and those of the counterfactual,
as set out in the business case.

While external consultants would often be required to undertake this work,
OCEA can undertake a narrow economic assessment of the likely economic
impact of the intervention in terms of the number of jobs and GVA supported
by the business both directly and indirectly through supply chain and re-
spending of wages effects compared with what would likely have happened in
the absence of the intervention. This would make use of:

e input-output analysis: this would require information on the number
of full-time equivalent jobs directly employed by the business
(excluding any contractors) in each site in each year since the
intervention.

e a brief analysis of official statistics on the relevant sector and local
authority area to determine the extent to which any jobs that may
have been lost had the government not intervened would have
been likely to have been absorbed into other parts of the local or
national economy.? To support this analysis, information on the
make-up of the business’ workforce in terms of types of
occupations, age profile and where the workforce is resident (e.g. in
the local area or not) would be useful.

It is important to note that this would only form one narrow part of the overall
assessment of the success of the intervention in meeting its objectives.
External consultants may be required to conduct the broader work.

2 This may include an assessment of official statistics on unemployment, employment (including make
up by sector and occupation), earnings, qualifications, deprivation, commuter flows etc in the relevant
local authority area compared with the national average.



If an objective of the intervention was to return the business to commercial
viability so that it could operate without government support in future, then an
assessment of the business’ financial health and commercial viability post-
intervention compared to pre-intervention should be included here. This would
include:

e an examination of key financial indicators including profitability,
cashflow, balance sheet and basic ratio analysis of the accounts,
comparing these to similar businesses in the same industry

¢ an assessment of any key risks identified from the financial data

e an examination of the business’ order book, key
customers/suppliers and their bargaining power, the type of
contractual arrangements they may be exposed to (this is often
industry specific)

¢ an assessment of the opportunities and challenges in the wider
market/industry the businesses operate within and the state of the
wider economy

e any change in ownership structure or changes to Directors

¢ obtaining audit opinions from the Annual Accounts and explaining
their potential impact on the company

SG Finance may be able to assist with the financial aspect of the above (first
two bullets) however it is likely that external consultants would be required to
undertake the commercial viability aspect.

ii. The economic (social) costs and benefits of the intervention should be set out,
quantified where possible, and discounted to ‘present value’.® This should
include both a revised assessment (based on actual outturn costs and
benefits) of the expected costs and benefits of the intervention as set out in
the business case as well as an assessment of any unexpected or unintended
costs/benefits of the intervention that occurred. Here, we are considering
impacts on those external to the business itself, e.g. the local economy, the
users of the business’ assets or services, environment etc. The nature of
many of the economic benefits of strategic commercial interventions may
mean that quantifying them is difficult and it may therefore be necessary to
describe them in qualitative, rather than quantitative terms. Economic costs
should be easier to quantify than the benefits. The main difference between
economic and financial costs is that economic costs should: distinguish
between operating/running and capital costs where relevant; exclude ‘sunk’
costs; be discounted to covert future costs into their present value; and
exclude inflation and VAT.

iii. To assess whether the intervention has provided value for money to the
taxpayer to date, usually, a benefit cost ratio (BCR) would be calculated.
However, given that many of the benefits associated with these types of

3 Discounting costs and benefits realised at different points in time allows for the comparison of future
values in terms of their value in the present. For more information on estimating and discounting costs
and benefits, please see the Green Book.


https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-governent/the-green-book-2020

interventions may be intangible and therefore non-quantifiable, it may not be
possible to calculate a BCR. An alternative indicator of value for money is the
total economic cost to government of the intervention: the sum of the
discounted costs (operating and capital) minus the sum of the discounted
revenue, excluding any capital receipts.

The evaluation should utilise information gathered for monitoring purposes during the
intervention as well as existing secondary data where appropriate.

7. Process evaluation

Process evaluation provides an assessment of how well the intervention has been
implemented and provides learning points to both improve the current intervention
and to inform the implementation of future strategic commercial interventions.

Process evaluation should consider both objective questions around whether the
intervention followed correct processes as well as more subjective questions to
gather information on the perceptions of key stakeholders about the delivery of the
intervention to provide the richer, qualitative information. For the latter, information
can be collected through face-to-face interviews with those involved with the
intervention - within SG, the business and any other relevant parties - or by more
structured methods such as questionnaires. Interviews should be carried out in a
constructive manner in order to encourage openness and honesty about what went
well and what aspects could have been improved upon.

7.1.  Objective questions

A detailed checklist is provided in Annex 1, however in particular the process
evaluation should consider the following objective questions:

e Did the intervention align with key policy objectives at the time?

e Was a business case for the intervention developed in line with the HM
Treasury Green Book five case model?

Were SMART objectives for the intervention identified, set out and agreed?
Were expected outcomes of the intervention set out?

Was a clear exit strategy developed?

Was sufficient time taken to consider the advice and options available
including the option of not intervening?

Was proper due diligence undertaken prior to the intervention?

e Were the correct approvals obtained prior to intervention?

Was the independence of all individuals and entities involved in the
transaction recorded and maintained?

Was the intervention in line with SPFM guidance?

Were proper project management processes put in place?

Was a risk management register generated and updated throughout?
Were suitable safeguards put in place to support SG’s interests in the
intervention?

e Were proper record and data management processes in place?



e \Was appropriate monitoring and reporting undertaken throughout the
intervention on progress against expected outcomes, financial cost of the
intervention, risk exposure etc?

e Have proper accounting terms been applied to the intervention (e.g. a

contingent liability)?

Was there a clear Ministerial structure in place to support the intervention?

Were external advisors consulted where necessary?

Were the correct policy teams engaged at the appropriate points?

Was sufficient resource and the right skillset made available for the

intervention?

Was the correct SG process followed for the spend?

e Were SG spending controls adhered to? Was the approval matrix followed in
line with expectation?

e Have Accountable Officer and Minister advice/approvals been recorded? (A
link to the Accountable Officer (AO) Tests that require to be satisfied as part
of the approval process is provided here).

This is not an exhaustive list of areas that should be examined, but a suggested
baseline to be considered on a case-by-case basis. It may be useful to engage with
SG Internal Audit in considering the above questions as they can provide expertise
in ensuring internal process are followed and internal controls are operating
effectively, particularly those around approval limits.


https://www.gov.scot/binaries/content/documents/govscot/publications/advice-and-guidance/2018/09/scottish-public-finance-manual/documents/spfm-investment-in-businesses-by-scottish-ministers-accountable-officer-tests-flow-chart/spfm-investment-in-businesses-by-scottish-ministers-accountable-officer-tests-flow-chart/govscot%3Adocument/Accountable%2BOfficer%2BTests%2BFlow%2BChart.pdf

7.2. Subjective questions

As discussed above, in addition to the audit type checks outlined above, qualitative
insights and feedback from key stakeholders (internal and external) involved in the
delivery of the intervention about the delivery, handling and communications should
also be assessed as part of a process evaluation to help learn lessons for future
delivery. In particular, process evaluation should consider the following more
subjective questions:

e What worked well / less well and why?

e What could be improved?

e Whether the type of intervention (e.g. loan/equity/guarantee) is working as
expected and providing the support needed to the business or whether a
different type of intervention might have been better?

e How has the context influenced achievement of objectives? (this should allow
external factors, and the extent to which they have influenced the
achievement of objectives, to be considered)

8. Dissemination of findings

The value of an evaluation comes through its use and influence for future decision
making. Evaluation findings must therefore be accessible and usable by the relevant
decision-makers at the right time. Likewise, scrutiny bodies and the wider public
should be able to access, understand and use the findings to assess what has been
achieved with public resources.* In this way, there are two broad user groups for
evaluations:

e Direct: those designing and implementing an intervention use the findings to
improve the intervention’s design or implementation and to maximise the
chance of achieving the intended outcomes. Those scrutinising government
performance use evaluation findings to assess the performance and
outcomes of policies.

¢ Indirect: those who use the findings to answer other, related questions, design
future policies in the same or similar areas, or capture learning about the use
of public funds.

Plans for how the evaluation findings will be disseminated should be considered at
the start of the evaluation planning stage. Consideration should be given to which
groups might use the evaluation, what information they need, when that information
might be needed and for what purpose and which communication channels might be
most appropriate.

In relation to SG’s Strategic Commercial Assets, to ensure transparency the intention
should be for the findings to be publishable and in a form suitable to share with
interested parties such as the Public Audit Committee, Audit Scotland etc.

4 Summarised from HM Treasury, Magenta Book


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/879438/HMT_Magenta_Book.pdf

Annex 1: Evaluation Checklist
Outcome Evaluation

Does the outcome evaluation:

[ ] Assess whether the objectives set at the outset were appropriate and also
whether the intervention met these objectives

[] Compare actual outcomes observed from the intervention with the outcomes
expected for the counterfactual (which is what is likely to have happened in
the absence of the intervention) to determine the extent to which the changes
observed can be attributed to the intervention

[ | Provide an assessment of whether the intervention remains value for money
Process Evaluation

Does the process evaluation:

|| Consider whether the intervention followed correct processes and procedures
(audit-type check)

|| Draw on feedback (e.g. via interviews) from key internal and external
stakeholders involved in the intervention to assess how well the intervention
was implemented

Key things to bear in mind

[] Proportionality: the scale of the evaluation should reflect the scale of the
financial investment/intervention in the business. Timescales for decision
making will also have an important bearing on the scale of the evaluation
possible.

[] Timing: broadly, process evaluations should be undertaken six months to one
year after the intervention. Outcome evaluations should be undertaken three
to five years after the intervention or, if necessary, at a key decision point.

[] Resourcing: in considering whether the various parts of the evaluation can
and should be undertaken in-house or commissioned externally, capacity and
capability to undertake the work in-house as well as implications for the
independence of the evaluation should be taken into account.
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